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Preface

This book is about modeling and solving

multi-item,
single/multi-machine,
single/multi-level,
production planning problems
with time-varying demands
by mixed integer programming.

Since the beginnings of operations research and management science, mod-
els for production planning have been an important object of study with the
Harris EOQ formula or Wilson’s (@, r) model, and Wagner—Whitin’s dynamic
lot-sizing model, the cornerstones for the treatment of stationary and time-
varying (dynamic) demand, respectively.

The introduction of Materials Requirement Planning (MRP) systems in
the 1970s was a major step forward in the standardization and control of pro-
duction planning systems, but MRP and its successors were first and foremost
information systems necessary but not sufficient for the efficient planning of
the factory or enterprise. Much criticism was leveled at the inability of such
systems to deal effectively with lead times and capacity constraints. Even in
today’s Enterprise Resource Planning (ERP) systems and Advanced Plan-
ning and Scheduling (APS) systems, the planning modules are still seen as
unusable, or unable to handle the complexity of the underlying capacitated
planning problems.

Starting in the 1960s and 1970s, the first serious efforts were made to
describe mixed integer programming (MIP) models for single- and multi-stage
planning problems of the type that arise regularly in practice, and that MRP
and APS systems are designed to tackle.
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Unfortunately MIP systems at the time were only able to solve “toy” in-
stances, and so efforts were mainly concentrated on simple and rapid heuris-
tics.

Starting in the early 1980s, motivated by the successes in tackling pure
0-1 and traveling salesman problems by strong cutting planes, a systematic
study of the polyhedral structure of production planning models was initiated.
The result is that today we know a considerable amount about the “right”
way to formulate many simple production planning submodels as mixed inte-
ger programs, and this knowledge, combined with the remarkable progress of
general MIP systems, enables us to solve or approximately solve many prac-
tical production planning problems that were considered far out of reach ten
or so years ago.

The goal of this book is to enable a reader with a background in linear
programming to use the knowledge and tools provided here to solve real-world
production planning problems.

The book is addressed to practitioners with production planning or supply
chain planning problems to be solved, and to students in management, indus-
trial engineering, operations research, applied mathematics, computer science,
and the like from final-year undergraduate up to Masters and PhD levels.

The book can be tackled on three levels.

Part I has material for everyone with an introduction to the modeling, for-
mulation, and optimization approach to solving problems as MIPs, a chapter
on classical Manufacturing Planning and Control models and systems (includ-
ing MRP) and on more recent Advanced Planning and Scheduling systems, a
chapter providing an introduction to MIP algorithms (including branch-and-
bound, cutting plane, branch-and-cut, and neighborhood search MIP-based
heuristic algorithms) and to the key issue of the quality of formulations in
solving MIPs. These three chapters provide background material to render
the book accessible to the widest possible audience.

Then a central chapter (Chapter 4) presents the classification of simple
(single-item) production planning subproblems that is used throughout the
book, and a procedure to improve the formulation of real-life production plan-
ning problems. This procedure is based on the classification scheme and the
identification of the available reformulation results adapted to each problem
structure. In the final chapter of Part I (Chapter 5), the reader tackles his
first case studies, and is already required to improve the formulation and solu-
tion times of several production planning problems encountered in practice by
using a library of extended reformulations, cutting planes, and neighborhood
search heuristic algorithms, in combination with a standard MIP solver.

Part II provides a second-level course that could be entitled “Basic Poly-
hedral Combinatorics for Production Planning.” The first of three chapters
(Chapter 6) consists of a more rigorous introduction to the decomposition
and reformulation approach developed throughout the book. In particular,
different types of decomposition algorithm (reformulation and branch-and-
cut, column generation, Lagrangian relaxation) are described and discussed.
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The second (Chapter 7) contains a more or less complete polyhedral tour
of the uncapacitated lot-sizing problem (LS-U). This incredibly rich problem
allows us to present a wide variety of reformulation results using cutting planes
(the so-called (I,S) inequalities) or additional variables (facility location and
shortest path reformulations) and dynamic programming optimization algo-
rithms (forward and backward), and it is hoped, provides a guide on ways to
try to tackle other combinatorial/structured MIP problems.

Finally Chapter 8 presents the reformulation results known for the sim-
plest MIP models (simple mixed integer sets and mixing sets, knapsack sets
with a continuous variable and the Gomory mixed integer set, and single node
flow sets) that are necessary for an understanding of both the cutting planes
generated by today’s commercial MIP systems (mixed integer rounding (MIR)
and Gomory inequalities, knapsack cover inequalities and flow cover inequal-
ities), and the cutting planes and reformulations that arise later in the book
when examining different variants of lot-sizing models.

Parts III and IV provide a modeling and reference manual for the user
who has identified a particular production planning subproblem — using for
instance the classification scheme from Chapter 4 — and wishes to know and
understand what formulations are available to improve his MIP model, and
as a course for doctoral students in “Advanced Polyhedral Techniques and
Production Planning.”

Part III contains the important practical extensions of the single-item lot-
sizing model (including constant and varying capacities, backlogging, start-
ups, sales, more complicated cost functions and time windows, as well as other
classical variants).

Part IV has two chapters, one (Chapter 12) dealing with multi-item mod-
els, and in particular on the different ways to formulate the allocation of
resources to products (production modes) and the associated restrictions on
production quantities, and a second (Chapter 13) dealing with multi-level
problems, and in particular a presentation of the echelon stock reformulation.
This concept is essential for the application of the single-item reformulation
results to multi-level production planning problems, and to other supply chain
production and distribution problems. The classification scheme for produc-
tion planning problems presented in Part I for single-item problems is ex-
tended in Part IV to multi-item and multi-level problems.

Finally Part V (Chapter 14) contains three comprehensive case studies
where we illustrate the modeling, formulation, solution, and sensitivity anal-
ysis approach, and three more technical case studies where we illustrate the
various reformulation models and algorithms presented in the book. All case
studies are directly derived from or based on real-life planning problems.
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Figure 0.1 summarizes these three course levels, where the most important
chapters at each level are indicated in bold.

Part |

Part Il
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Case Studies and Web Site

This book contains problems and case studies in several chapters from Parts I
and V. The corresponding versions of the data files and initial formulations in
the Mosel modeling language, the modified formulations based on extended re-
formulations, cutting planes, and /or heuristic algorithms requiring both Mosel
and LS-LIB, as well as the limited version of the LS-LIB! library, described
in Chapter 5 and sufficient to treat all the problems and cases, are available
on the Web site

http://www.core.ucl.ac.be/LS-LIB/PPbyMIP

Free restricted-size student versions of the modeling software Mosel and
the MIP solver Xpress-MP can be downloaded from the Dash Web site

http://www.dashoptimization.com

The reader interested in knowing more about the Mosel modeling language
may consult the documentation and reference manuals available at the same
address.

Both Mosel and Xpress-MP are required in order to use the library LS—
LIB. However the extended reformulation procedures (X Form) from LS-LIB
can be used just with Mosel to generate input or matrix files in standard math-
ematical programming format. The corresponding reformulated problems can
then be solved using any mixed integer programming system.

Apart from the black-box reformulation approach described in Chapter 5,
which requires LS-LIB, all the formulations presented in this book can be
implemented using the alternative classical reformulation approach described
in Chapter 5 and other modeling and optimization software, such as AMPL,
OPL/CPLEX, GAMS, and LINGO/LINDO.

LA full version of the LS-LIB library [135], as well as any modifications
and updates, and instructions for use, can be obtained via the Web site
http://wuw.core.ucl.ac.be/LS-LIB. This site also contains a variety of other
lot-sizing test problems.
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Introduction

Production planning is viewed here as the planning of the acquisition of the
resources and raw materials, as well as the planning of the production ac-
tivities, required to transform raw materials into finished products meeting
customer demand in the most efficient or economical way possible.

In industrial environments, the problems to be addressed in this field call
for decisions about the size of the production lots of the different products to
be manufactured or processed, about the time at which such lots have to be
produced, and often about the machine or production facility on which the
production must take place, or about the sequencing of the production lots.
The usual objective is to meet forecast demand at minimum cost. These prob-
lems are typically short- to medium-term, or operational to tactical planning
problems.

Supply chain planning is similar to production planning, but extends its
scope by considering and integrating procurement and distribution decisions.
Supply chain design problems cover a longer time horizon and include addi-
tional decisions such as the selection of suppliers, the location of production
facilities, and the design of the distribution system.

The goal of production planning is thus to make planning decisions opti-
mizing the trade-off between economic objectives such as cost minimization
or maximization of contribution to profit and the less tangible objective of
customer satisfaction. To achieve this goal, manufacturing planning systems
are becoming more and more sophisticated in order to increase both the pro-
ductivity and the flexibility of the production operations. For instance, to
improve productivity, the current trend towards supply chain coordination
implies the integration of production planning models and models involving
procurement, production, distribution, and sales. Also, the need to be able to
respond quickly to market or customer demand changes has created a need for
refined production planning models better able to represent and exploit the
flexibility of the production process, without losing in overall productivity.

In this general context of more integrated and sophisticated manufacturing
systems, production planning models are very often mixed integer program-
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ming (MIP) models, because of problem features such as set-up costs and
times, start-up costs and times, machine assignment decisions, and so on. A
set-up occurs at the beginning of a new production lot. It typically implies ad-
ditional production costs and times to prepare the machines and tooling. Such
costs and times are fixed per batch and are not proportional to the batch size.
Therefore binary or integer variables are required to model them. A start-up
corresponds to the start of a sequence of batches of an item, following the
production of a different item. Such MIP planning models may be difficult to
solve for the large-size instances usually encountered in production planning
systems.

However, sophisticated techniques can be used to improve or tighten the
mathematical formulations of the models, or to design efficient optimization
algorithms for solving them. Using an adequate or tight reformulation for a
MIP model, or an efficient algorithm, may drastically reduce the running time
needed to solve it. For more difficult instances, these techniques allow one also
to increase the size of models solvable to optimality, or near optimality (i.e.,
giving solutions that are provably within a few percent of optimality).

It is the aim of Part I to provide the reader with the expertise re-
quired to model and solve industrial production planning problems
by using state-of-the-art optimization techniques and reformula-
tion results.

In order to be accessible to the widest possible audience, we
follow a step-by-step approach, from building an initial model and
a first mathematical formulation to solving industrial case studies
using sophisticated reformulations and algorithms.

We take a modeling perspective. The objective in this part is
to be able to use the reformulation results from the literature
by analyzing the structure of the initial model, and by applying
a classification scheme pointing to adequate reformulations. No
mathematical analysis of these reformulations is necessary in Part
I

These reformulations — described in the subsequent Parts II to
IV — can then be implemented either using a classical reformu-
lation approach with any modeling language and MIP solver, or
using a “black box” approach based on a library of reformula-
tions and heuristics (LS-LIB). This library is designed in such a
way that the user only needs to follow the classification scheme,
without any knowledge of the mathematical description of the re-
formulations, but it requires the utilization of specific modeling
and optimization software, namely Mosel and Xpress-MP.

We present two case studies showing how to use these reformu-
lation approaches.
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We assume some prior but elementary knowledge of optimization (linear
programming models and the simplex algorithm). The knowledge required
corresponds to the level of an introductory undergraduate course in optimiza-
tion for engineering, business, or economics students.

In Parts IT to IV of this book, we describe in detail all the reformulation
results and techniques mentioned and used in Part I. This deeper mathemat-
ical description and understanding allows one to develop more sophisticated,
and more efficient, tools for solving the same type of planning problems. The
effectiveness of this second level of improvement is demonstrated on some of
the case studies, but requires more taste for mathematical approaches.

We conclude this introduction by describing more precisely the contents
of Part L.

e We start in Chapter 1 by describing, with an example, the systematic
modeling approach that must be taken to build a correct initial model rep-
resenting a production planning problem. This example is a variation of
a well-known problem from the literature, namely the multi-item capaci-
tated lot-sizing problem. The results obtained by applying standard MIP
software to the example indicate the need for more sophisticated tools in
order to be able to solve large-size instances to optimality.

e In Chapter 2 we study the classical production planning models and sys-
tems. We first review some production planning models considered in
ERP (Enterprise Resources Planning) or MRP systems. We then present
and criticize the typical heuristic solution approach implemented in such
systems. Finally, we take a broader perspective and define the planning
tasks in the general context of the more recent APS (Advanced Planning
and Scheduling Systems), which include the well-known Manufacturing
Planning and Control Systems, Material Requirements Planning (MRP-
I), Manufacturing Resources Planning (MRP-II), and Hierarchical Pro-
duction Planning (HPP). We also provide examples of procurement, pro-
duction and distribution planning problems without mathematical models
or formulations to illustrate the planning tasks and the planning process
along the supply chain.

e Chapter 3 contains an introduction to mized integer programming (MIP)
models and algorithms for those whose background is limited to linear
programming. This includes a description of the branch-and-bound, cut-
ting plane, and branch-and-cut optimization algorithms used to find the
optimal solution of a MIP problem. It also includes the description of
some neighborhood search MIP-based heuristic algorithms used either to
construct an initial feasible solution, or to improve the best known feasi-
ble solution, of a MIP problem. Some emphasis is also put on the impact
of the quality of the mathematical formulation used on the running time
of these algorithms. This chapter can be skipped by those with an appro-
priate background.
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In Chapter 4 we present the algorithmic approach used to solve production
planning problems. First we briefly illustrate the reformulation approach
on the LS-U (uncapacitated single-item lot-sizing) model. Then we explain
informally how practical planning models that are almost always multi-
item and multi-period can be decomposed into single-item subproblems,
and solved using good formulations for appropriate single-item subprob-
lems.

We then introduce the classification scheme for single-item production
planning models that is central to our methodology because most opti-
mization approaches are based on the decomposition of the problem into
single-item subproblems.

The classification is then used to describe the reformulation results col-
lected from the literature. We propose a reformulation procedure designed
to identify and classify the structure of industrial applications, and to be
able to apply the known reformulation results for related or embedded
submodels to these applications.

Finally, we come back to our starting example from Chapter 1, and

analyze its structure using our classification scheme. We illustrate the use
of the reformulation procedure by showing how it allows one to reformulate
and solve this problem more efficiently.
We conclude in Chapter 5 by showing how to use the reformulations,
the cutting plane routines, and the primal heuristics available for solv-
ing production planning problems. In particular, we describe the library
of procedures LS-LIB, and illustrate the proposed black-box reformulation
approach on two industrial case studies.
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Motivation

To cope with the increasing complexity of their business, many large- and
medium-size companies have implemented computerized manufacturing plan-
ning systems in the past decades. Such systems are used to standardize the
planning processes followed by the various plants or production departments.
In most cases, they are pure transactional systems maintaining up-to-date
procurement and production information on each item, recording and dis-
tributing planning decisions. This is of course crucial.

However, significantly superior results can be obtained by changing these
tools into planning systems for coordination and optimization. For instance,
the Kellogg Company has developed an optimization system to plan the pro-
duction and distribution decisions for its cereal and convenience foods busi-
ness. This planning system subsumes an operational short-term system to plan
and optimize the flow of goods, as well as a tactical medium-term system to
help in making budgets, in solving capacity expansion problems, and in the
consolidation of decisions. Kellogg reports annual cost savings of 4 million
dollars with the operational system, and projects annual savings of the order
of 40 million dollars with the consolidated tactical system.

Till now the mathematical program behind the Kellogg Planning System
(KPS) has been a linear program. This does not allow the KPS operational
model to account for production and packaging set-up times (the time lost
because of equipment adjustments in between batches of different products).
This severe restriction also obliges the managers to review and modify man-
ually the plans suggested by KPS in order to obtain feasible plans that take
into account plant floor reality. This also means that the model used needs to
be improved to allow Kellogg to fully optimize short-term productivity.

The extension of KPS to a mixed integer program, so that one is able
to take into account set-up times, is under consideration. This is also the
case for many other companies trying to develop planning systems able to
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optimize productivity. The necessary first step is often the development of
new production planning models.

The resulting large-size mixed integer programs are typically much harder
to solve to optimality, or near optimality, than linear programs. Nevertheless,
it is often possible to (re)formulate them in such a way that the solution time
is drastically reduced. Unfortunately some of these advanced or sophisticated
reformulation techniques are not generic, in the sense that they depend on
specific structure in the problem/model to be applicable. In other words, the
identification of structure in the production planning problem is important
during model construction, especially for the use of the reformulation tech-
niques. Therefore a systematic modeling approach must be taken.

Objective

As a starting step towards the final objective of solving mixed integer produc-
tion planning problems, the specific objective of this chapter is to learn how
to systematically transform a problem description into a mathematical model.
The problem description is usually unstructured and given as the minutes of
a meeting, an internal memo, or a report.

This mathematical model, an abstraction from the real problem, should
be

e correct, that is, planning decisions or solutions suggested by the model
should represent reality with the desired level of detail, both in terms of
feasibility (through model constraints) and optimality (objective function),
and

e structured, that is, described using standard objects (products, machines,
or resources,..,) and standard building blocks or generic constraints (flow
conservation, capacity,...).

The structuring of the model will later play an essential role during the
model classification and reformulation phases. The classification scheme will
formally describe these generic constraints, and the combinations of generic
constraints for which reformulation results are known.

Contents

In this chapter:

e  We describe in Section 1.1 the concept of an optimization problem (indices
or objects, variables, constraints, objective function) with a tiny example.

o We illustrate in Section 1.2 the systematic modeling approach that must
be taken to build a correct and structured initial mathematical model of
a production planning problem on a more realistic multi-item example,
and we motivate the search for more sophisticated tools, by solving the
initial mathematical program obtained in this example, using standard
optimization software.
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1.1 A Tiny Planning Model

1.1.1 Problem Description

A manufacturer produces a wide variety of bicycles. We are interested in the
production plan of a single high-tech racing model whose production requires
special materials and production equipment. At most one batch is produced
per month, because of low demand and important economies of scale in the
manufacturing costs. Because of the need to install special equipment and
tools at the beginning of a batch, there is a high set-up cost, and thus it has
been decided that it makes no sense to produce more frequently.

The batch manufacturing cost is best approximated by the fixed charge
cost represented in Figure 1.1. The set-up cost represents the equipment and
tool installation and preparation costs, and then the constant marginal cost
corresponds to the constant time required to produce each bicycle. For the
racing model, the set-up cost is 5000 euros, and the marginal cost is 100 euros.
Hence, it costs 5100 euros to produce a batch of 1 bicycle, and 6000 euros for
a batch of 10 bicycles.

Batch
Production

Cost
marginal
cost

setup
cost

Batch Size

-

Figure 1.1. The fixed charge cost.

The capacity restrictions are ignored in planning this single-product vari-
ant because the work center and workers are shared by the many bicycle
variants, and because capacity can be increased by hiring temporary workers,
if necessary.

The company faces irregular or seasonal demand, sales being higher in
spring and summer. Table 1.1 gives the sales forecasts in number of bicycles
per month for the racing model in the coming year.

Moreover, there will be around 200 racing bicycles in stock at the end
of the current year. This projected inventory is based on current production
plans, sales forecasts, and customer orders up to the end of the year. To hold
one bicycle in inventory during one month costs on average 5 euros, including
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Table 1.1. Bicycle Manufacturer: Sales Forecasts for Next Year

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
400 400 800 800 1200 1200 1200 1200 800 800 400 400

the cost of capital and storage costs. Note that there is enough space available
in the warehouse to store the bicycles.

The manufacturer wants to plan the production and inventory levels of
this particular racing bicycle, in order to satisfy demand and minimize the
corresponding manufacturing and inventory costs. He wants to plan produc-
tion for next year up to the end of the peak demand period, that is, up to the
end of August. (Why ?)

1.1.2 Some Solutions

Many people would start by trying to find and enumerate some good solutions
of the above planning problem. And some people would be happy enough with
such an approach. In this toy problem, we only seek the best compromise
between inventory costs and production costs.

Because of the economies of scale, production costs are minimized by pro-
ducing very large batches. This leads one to produce the whole demand (7200
units up to end of August, minus the initial inventory of 200 units) in January,
but then to incur large inventory costs up to the end of August.

The opposite extreme is to minimize storage costs, which is one major
concern in production planning. The minimum inventory plan consists of pro-
ducing so as to just satisfy the demand in each month. But this requires one
to set up the machines every month, resulting in small batches, and therefore
significant manufacturing costs.

Table 1.2. Tiny Example: The Minimum Manufacturing Cost Solution

Jan Feb Mar Apr May Jun Jul Aug| Total
Demand 400 400 800 800 1,200 1,200 1,200 1,200] 7,200
Production 7,000 0 0 0 0 0 0 0 7,000
Unit cost 700,000 O 0 0 0 0 0 0 {700,000
Set-up cost 5,000 0 0 0 0 0 0 0 | 5,000
End inventory| 6,800 6,400 5,600 4,800 3,600 2,400 1,200 0
Inv. cost 34,000 32,000 28,000 24,000 18,000 12,000 6,000 0 [154,000

These two extreme solutions, and their costs, are represented in Tables
1.2 and 1.3, respectively. To compute the inventory costs, we have assumed
that, during each month, the inventory level evolves linearly over time from
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Table 1.3. Tiny Example: The Minimum Inventory Cost Solution

Jan Feb Mar Apr May Jun Jul Aug | Total
Demand 400 400 80 800 1,200 1,200 1,200 1,200 | 7,200
Production | 200 400 80 800 1,200 1,200 1,200 1,200 | 7,000
Unit cost |20,000 40,000 80,000 80,000 120,000 120,000 120,000 120,000{700,000
Set-up cost | 5,000 5,000 5,000 5,000 5,000 5,000 5,000 5,000 | 40,000
End Invent.| 0 0 0 0 0 0 0 0
Invent. cost| 0 0 0 0 0 0 0 0 0

the starting level to the ending level. If INV; represents the inventory level
at the end of month ¢, then the inventory cost can be represented by

Aug

: _ (INV,_1 +INV;)
mmventory cost = Z O * 5
t=Jan
which is equivalent to
Jul
inventory cost = 2.5x INVy + Z S*INV; +25%INVay, ,
t=Jan

where INV; is the initial stock (constant). Observe also that INV4,, = 0 in
these two solutions. In Tables 1.2 and 1.3, we have used this last and simpler
expression to compute the inventory costs as a function of the monthly ending
inventory levels.

We observe that the total cost of the minimum inventory solution is
740,000 euros which is significantly cheaper than the total cost of 859,000
euros of the minimum production cost solution. However, is it optimal? By
using trial and error, it is often possible to improve such initial solutions. But
how can one guarantee that an improved solution is indeed optimal? We need
a more systematic approach able to provide a proof of optimality.

1.1.3 A First Model

Our approach is very different from the ad hoc approach suggested above.
The essence of the modeling and optimization approach is to distinguish or
separate the modeling and optimization phases, and to build a correct model,
before going to the optimization phase.

e The objective of the modeling phase is to describe a mathematical abstrac-
tion (a model) of the problem to be solved. This model identifies
— the objects to be manipulated (products, resources, time periods, etc.),
— the data associated with the objects (demand for products during time
periods, capacity of resources, etc.),
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— the decisions (also called decision variables, or simply variables) to be
taken relative to the objects in order to propose or define a solution to
the problem,

— the constraints to be satisfied by the decisions in order to define feasible
or acceptable solutions to the problem, and

— the objective function which provides a way to evaluate or compare
feasible solutions, and to select the best or optimal solution among the
feasible ones.

e The objective of the optimization phase is to find an optimal solution of
the model.

Some claim that modeling is an art. Our goal here is to show that it is
also a science. Thus, to build correct models with the right level of detail,
it is necessary to follow a systematic approach in defining the objects, data,
variables, constraints, and objective function corresponding to the problem
description.

Moreover, to ease this translation from the real problem to the abstract
model, it is often very helpful to define higher-level structures. This is usually
achieved by defining appropriate concepts and notation. Such higher-level
structures are also mandatory for our main classification and reformulation
phases presented later in Chapter 4. For instance:

e Similar objects are grouped into object classes represented by mathemat-
ical indices, allowing one to use indexed notation for data, variables, and
constraints.

— The index t is used to represent an element in the set {1,..., NT} of
time periods, where NT is defined as the number of time periods in
the planning horizon.

— The index 7 is used to represent an element in the set {1,...,NI}
of products, where NI is defined as the number of products in the
planning problem.

— And so on.

e Similar data or variables are grouped into data classes or variable classes,
allowing one to use generic definitions and naming conventions.

— The data demand(i, t) defines the demand for all products 7 and time
periods t.

— The variable prod(i,t) defines the production-level decisions for all
products ¢ and time periods ¢.

— And so on.

e Similar constraints are grouped into constraint classes or global constraints,
allowing one to use generic definitions and common mathematical formu-
lations across a constraint class.

— The generic or global constraint demand_satisfaction(i,t) defines the
demand satisfaction constraint for all products ¢ and time periods t.

— And so on.
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To illustrate this systematic modeling approach, we now define the opti-
mization model associated with our tiny example.

(i) First the identification and naming of indices, data, variables, and con-
straints is performed by scanning through the problem description, and
systematically marking the objects, data, and so on, as they are encoun-
tered. This gives the following results.

Objects and Indices Mathematical Notation
One manufacturer
One product (racing bicycle) Object: bike

Monthly time periods Object: periods
Index:t=1,...,NT and NT =8

Production resources: ignored
Storage resources: ignored

Data Mathematical Notation
Production set-up cost For bike [euro]: ¢ = 5000
Production unit cost For bike [euro/unit]: p = 100
Demand forecasts For bike, period ¢ [unit]: d;

d = [400, 400, 800, 800, 1200,
1200, 1200, 1200]

Initial stock For bike [unit]: s_ini = 200
Inventory holding cost For bike [euro/unit, period]: h = 5
Variables Mathematical Notation
Production batch size For bike, period ¢ [unit]: z; >0
End inventory level For bike, period ¢ [unit]: s; > 0
Constraints Mathematical Notation
Demand satisfaction For bike, period ¢ [unit]: dem_sat;
Objective function Mathematical Notation
Minimize sum of production

and inventory costs [euro]: cost

(ii) Then, to complete the model it remains to define the mathematical for-
mulation of the constraints and objective function.

The demand satisfaction generic constraint dem_sat;, defined for all
products (here, only bike) and all periods ¢ € {1,..., NT}, simply states
that the amount of product bike available in period ¢ (which is defined
by the ending inventory s;_; from period ¢ — 1 plus the production xz;
in period t) must satisfy at least the demand d; of period ¢; that is,
S$t—1 + xy > d;. The number of bikes in excess of the demand d; defines
the ending inventory s;. This gives the constraint

dem_sat; := s4_1+x =dy+s; fort=1,...,NT,
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where the variable sy occurring in dem_sat; represents the initial stock
and is replaced by the constant s_ini.

This demand satisfaction constraint is common to almost all planning
models though it takes a slightly different form depending on the existence
of multiples machines, backlogging, or other variants. It is often called
a flow balance or flow conservation constraint because its feasible (z, s)
solutions correspond to the feasible flows in the network represented in
Figure 1.2, where the nodes correspond to time periods.

SESEEEEL

Figure 1.2. The flow conservation global constraint.

Modeling the objective function requires the addition of new binary
variables, that take only the two values 1 or 0, to indicate the existence
(1) or nonexistence (0) of a set-up in each period. Remember that a set-
up, representing the installation and preparation of the equipment and
tools, is required to produce a batch.

Variables (Revised) Mathematical Notation

Production batch size For bike, period ¢ [unit]: z; > 0
Production set-up For bike, period ¢ [-]: y; € {0,1}
End inventory level For bike, period ¢ [unit]: s; > 0

Assuming that y; takes the value 1 when there is a set-up in period ¢,
the objective function can be modeled as the sum of the production set-up
costs, production unit or variable costs, and the inventory holding costs.

N NT( . | NTh (5121 + 51)
cos -—;pmt q Yt “"tz:; D) )
which is equivalent to
NT o NI L
cost := tzzl(pxtJrqyt) +§ s_ini + tzzl h st+§ SNT -

Finally, we must add the necessary constraints to ensure that the re-
quired set-ups are performed in every period.
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Constraints (Revised)

Mathematical Notation

Demand satisfaction
Set-up enforcement

For bike, period ¢ [unit]: dem_sat;
For bike, period ¢ [unit]: vub;

15

The classical generic constraint used to enforce a set-up is the so-called
variable upper bound (VUB) constraint defined as

NT
vuby == xp < (de) Yt,
k=t

where Zi\g di is a true upper bound on x; when there is a set-up in
period ¢ and no ending inventory (see Figure 1.2). Therefore, either there
is no set-up in period ¢ (i.e., y; = 0) and the above constraint forces z; < 0
(i.e., &y = 0), or there is a set-up in period ¢ (i.e., yy = 1) at a cost of ¢
and the above constraint imposes a valid upper bound on x;, if we assume
that the ending stock sy = 0. In this particular model instance, we can
assume without loss of generality that sy = 0 because it holds for any
optimal solution.

(iii) The structure of the complete model is identified by

e the demand satisfaction global constraint for the single product bike
over eight consecutive time periods,

e the variable upper bound global constraint for the single product bike
over eight consecutive time periods,
the initial inventory of product bike,
the nonnegativity and integrality restrictions on the variables, and
the cost function to be minimized.

NT NT—-1

. h
min cost : ;(pmt—i—qyt) + ; hst—|—2 SNT
dem_sat; = St—1+x¢ =di + 5¢ forallt=1,...,NT
So = sani , sy =20
NT
vub; = T < (de)yt forallt=1,...,NT
k=t

x4, 8¢ € Ry, yp € {0,1} forallt=1,...,NT.

1.1.4 Optimizing the Model

Instances of optimization models involving only linear constraints and a linear
objective function, and both continuous variables (s; and ;) and binary vari-
ables (y;), are called mized integer or mized binary programs (MIP ). Such
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programs can be solved by general purpose branch-and-bound or branch-and-
cut algorithms.

These general-purpose algorithms, as well as an introduction to the ideas
of reformulation, are briefly described in Chapter 3.

For the more complex and larger size production planning applications
that we consider in this book, we need to use or develop more sophisticated
and specific optimization algorithms. We propose an approach based on model
classification and reformulation in Chapter 4.

For completeness, feeding our first model and data into a M I P optimizer,
we obtain the optimal solution of our tiny example given in Table 1.4. It has a
total cost of 736,000 euros and is similar to the minimum inventory solution,
but with two set-ups removed.

Table 1.4. Tiny Example: The Optimal Solution

Jan Feb Mar Apr May Jun Jul Aug | Total
Demand 400 400 800 800 1,200 1,200 1,200 1,200 | 7,200
Production 600 O 1,600 0 1,200 1,200 1,200 1,200 | 7,000

unit cost {60,000 0 160,000 0 120,000 120,000 120,000 120,000|700,000
set-up cost |5,000 0 5,000 0 5,000 5,000 5,000 5,000 | 30,000
End Inventory| 400 0 800 0 0 0 0 0
Inv. cost 2,000 0 4,000 O 0 0 0 0 6,000

1.2 A Production Planning Example

Here we take a more realistic example in order to further illustrate the system-
atic modeling approach that must be taken to build a mathematical model of
a production planning problem. We start by describing the problem and its
general context.

1.2.1 Problem Description
GW and the Global Supply Chain Department

GW is a large worldwide company in the fast-moving consumer goods indus-
try, selling hundreds of brands to millions of consumers dispersed all over the
world.

Bill Widge is the head of the Global Supply Chain Optimization (GSCO)
Department. He is responsible for the development, implementation, and in-
tegration into the manufacturing information system (the well-known PASI-2
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system) of new optimization approaches in order to improve capacity utiliza-
tion and process flexibility.

The company has installed a common manufacturing information, plan-
ning, and control system (MPCS) in all its facilities. This system is an ad-
vanced information system that allows the company to plan and coordinate
the procurement, production, and distribution activities. The implementation
and customization of this system has been a major project for the company,
spanning several years. It has led to major improvements in terms of supply
chain coordination.

Unfortunately, because the same planning system is used in all facilities,
the planning procedures used are generic procedures that have failed to im-
prove the productivity (broadly speaking, the ratio of the quantity of outputs
produced over the quantity of inputs utilized) and flexibility (ability to respond
quickly to the perpetually changing requirements from the marketplace) of
the manufacturing plants as much as their coordination.

Therefore, the Board has decided to create the GSCO department to rem-
edy this weakness. The objective assigned to GSCO is the development of
optimization based planning tools to support the planning tasks and improve
the productivity of key processes. The ultimate goal is to integrate specific
planning tools for these processes into the generic information system PASI-2.

The Problem

The problem we consider here is a successful GSCO project. It is aimed at
productivity optimization for the largest plant in the food sector. This plant
produces two families of products, designated Cereals and Fruits.

The following problem description is a summary of the information that
was available at the start of the project.

The Production Process

The production process is composed of three major steps: preparation, mixing,
and packaging.

e First, the raw materials, which are stored in huge tanks, need to be pre-
pared (cleaned, heated, etc.) before they can be used in the process. There
is only one preparation line.

e Next, the Cereals and Fruits are produced. This step is called mixing
because the major operation consists of blending the different ingredients.
Other operations at the mixing step include heating, crushing, and drying.
There is only one mixing line.

e Finally, the products are packed on two dedicated packaging lines, one for
Fruits and the other for Cereals.
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Figure 1.3. The Cereals and Fruits production process.

For each product obtained after mixing, there is only one packaging format

available. In other words, there is a one-to-one correspondence between mixing
products and finished products.

This production process is represented in Figure 1.3. Note that for build-

ing, and progressively fine-tuning a model, such a graphical flow representa-
tion of the problem elements helps to synthesize the information and is an
important part of the modeling process.

The Bottleneck

The bottleneck or the major constraint of the whole production process is the
mixing operation for the following reasons.

There are very few raw materials. They have short and reliable procure-
ment lead times, and their storage capacity is high relative to the needs.
The preparation step is a very fast continuous process, and takes very
little time. Thus a batch can always be prepared during the mixing of the
previous batch.

The pace of the mixing step is dictated by the mixing operation/machine.
The other operations of the mixing step can be synchronized with the
mixing operation without slowing down the process.

Moreover, the mixing machine is inflexible in the sense that there are
significant cleaning times at the end of each batch. These cleaning times
must be respected to guarantee product quality, and do not depend on the
sequence of products. They come from regulations imposed by the Food
Administration. There are no cleaning or machine preparation times for
the other operations of the mixing step. Apart from the cleaning times for
mixing, the production rate can otherwise be assumed to be constant on
every machine, with no economies of scale.

Thanks to a recent investment in a second packing line, each line is now
dedicated to a specific product family, and packaging can be carried out
without switching times in between products. The joint packaging capacity
exceeds the mixing capacity.
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e The packaging lines are composed of flexible automated machines. Within
a product family, they can switch from one product to another with almost
no productivity loss.

e Finally, for quality reasons, the storage capacity of intermediate products
between mixing and packaging is very limited, and intermediate products
have to be packed almost directly after mixing.

In summary, the bottleneck of the process is the mixing operation, be-
cause there are large cleaning times at the end of each mixing batch. The
preparation and all the subtasks of the mixing step can be synchronized with
the mixing operation. The packaging operations involve no switching times
and have a large enough aggregate capacity (the total packing capacity for
the two product families) to absorb the output of the mixing operation. This
packaging step must be synchronized with mixing because of limited storage
capacity between these two production steps.

The Production Policy and Current Planning System

Because of limited product variety, and in order to reduce the global supply
chain lead time, the company has imposed a make-to-stock (MTS) production
policy at the plant level. This means that the plant production must be able
to meet the demand coming from the distribution system directly from stock,
that is, with zero delivery lead time at the plant level. To achieve this, the
company establishes forecasts of weekly demand addressed to the plant, and
computes safety stocks needed to cover the difference between actual and
forecast demand. This process has been effective in the past. The forecasts are
of good quality, and the safety stocks allow the company to achieve excellent
customer service levels.

This bottleneck and production policy information is used in Figure 1.4 to
update the flow representation of the process. The current planning system is
typical of ERP/MRP type systems.

e Once a week, a Master Production Schedule (MPS) is generated for the
next few weeks. This schedule plans the production at the finished product
level (packaging level) in order to meet forecast demand and safety stock
requirements.

e The MRP system determines when and how much to produce or order of
each intermediate product (mixing and preparation level) or raw material
over the schedule horizon. The MRP calculation is based on the packaging
orders (batches) defined at the MPS level.

e Finally, detailed scheduling of the packaging and mixing operations is car-
ried out a week in advance based also on the MPS.

The planning jargon used here (ERP, MRP, MPS, etc.) is briefly explained in
Chapter 2.



20 1 The Modeling and Optimization Approach

Finished

Y / 1t0 1 sales
T S
—» I'I_’i :—»:
\\\ / Lol leees mmmmm Finished
\\,’I Tto TN Fruits
mixing ! sales
operation =
bottleneck
resource
+
cleaning MTS
times policy :
raw finished
materials Preparation mixing packaging step  products
storage  Step step inventory

Figure 1.4. The Cereals and Fruits production process and policy.

In the current MPS/MRP system, weekly time buckets are used for the
planning tools; that is, time is broken down into time periods of one week.
The plant operates five days a week, and the mixing machine must be cleaned
at the end of the week. Therefore no production batch runs over the weekend.
Weekly time buckets are also chosen because the forecasting system is using
weekly time buckets.

A time horizon of six weeks is currently used for the MPS and MRP. This
is slightly longer than the total procurement and manufacturing lead time
so as to allow GW to order and receive the raw materials on time. All raw
material purchasing orders can be calculated from the master production plan
for the finished products.

The Challenge

Unfortunately, the MPS process, which plays a central role in the planning
system, does not take the limited capacity of the bottleneck operation (mixing)
into account. Therefore the planner has to revise the MPS plan manually in
order to get a feasible production plan. This looks similar to the Kellogg case
mentioned at the beginning of the chapter, and has the same consequences: a
slow and inefficient planning process, unable to optimize capacity utilization
and to guarantee satisfaction of external demand.

The main difficulty in this planning problem is to optimize the trade-off
between productivity (which requires large mixing batches to avoid losing
capacity through frequent stoppages for cleaning at the bottleneck) and flex-
ibility (which requires small batches to be able to produce as late as possible
and to react quickly to market changes).

This difficulty arises because the MPS is not driven by the most scarce con-
straint in the process: the mixing capacity. Therefore, the goal of Bill Widge
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and the GSCO department is to design, develop, and install an efficient MPS
tool giving feasible production plans, both with respect to demand satisfaction
and capacity utilization. The aim is also to improve flexibility by producing
as late as possible.

1.2.2 Modeling

In the application of our stepwise modeling approach, we need to identify the
scope of the model, fix the boundaries of the model universe (which products
to consider? which resources to model?), and decide on the general struc-
ture of the model. The level of detail of the model is also a major decision:
enough detail is necessary to really optimize the productivity—flexibility trade-
off, whereas unnecessary detail will make the problem impossible or harder to
solve to optimality.

The role of the generic constraints becomes clear in this second example.
We are able to reuse some of the constraints encountered earlier, and thus
significantly simplify the modeling task.

(i) Identification and naming of indices, data, variables, and generic con-
straints by scanning through the problem description.

Objects and Indices Mathematical Notation
One plant ——

Product families C and F ——
Individual finished products Object: products
Index:i=1,...,NI

Weekly time periods Object: periods
Index: t=1,...,NT and NT =15
Mixing line Object: machine
Index: k=1
Packaging line for Cereals Object: machine
Index: k =2
Packaging line for Fruits Object: machine
Index: k=3

Other prod. resources: ignored ||——
Storage resources: ignored ——

Remarks and Assumptions:

e The MPS model must consider finished products (or mixing products,
because there is a one-to-one correspondence between them) individ-
ually, in order to be able to represent satisfaction of forecast demand.

o Weekly time buckets are used as in the current system, because there
is no need to increase/decrease the level of detail.

e The time horizon needed to establish the MPS is much longer than the
total procurement and manufacturing lead time (about six weeks),
because it is necessary to anticipate the capacity requirements over
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a long enough horizon in order to optimize capacity utilization. A
horizon of 15 weeks was selected based on a deeper analysis of short-
term variations of demand.

The capacity of the mixing stage is the main or global bottleneck be-
cause of the cleaning times, but the capacity of each individual pack-
aging line also needs to be taken into account because there is not
enough packaging capacity to produce (mix and pack) only Fruits or
only Cereals in a week.

All operations other than mixing and packaging are neglected in the
model because they can be synchronized with mixing and do not im-
pose any additional capacity restrictions.

Data Mathematical Notation

Demand forecast For product 7, period ¢ [unit]: D}

End period safety stock For product i, period ¢ [unit]: SS¢

Initial stock For product i [unit]: SS¢

Cleaning time after mixing |For product i [hour]: 3¢

Constant production rate For product i, machine k [hour/unit]: a®*
Machine capacity For machine & [hour]: L*

Product family Cereals =F? (Subset of products)

Product family Fruits =F3 (Subset of products)

Remarks and Assumptions:

We assume that the cleaning times at the end of the mixing batches
are product-dependent, but not time-dependent.

To be able to model mixing and packaging capacity utilization, we also
need to know the number of working hours for each time period and
each machine.

Finally, the family (Cereal or Fruit) of each product must be known
in order to assign the mixing batches to the packaging lines, and to
model the packaging capacity restriction.

Variables Mathematical Notation

Mixing batch size For product i, period ¢ [unit]: 2} > 0
Production set-up For product i, period ¢ [-]: y¢ € {0,1}
End period inventory level ||For product i, period ¢ [unit]: st > 0

Remarks and Assumptions:

The main decisions in the model are the batch sizes for the mixing
step for each finished product and each time bucket.

To represent the machine cleaning times, we need to use production
set-up variables for each product and period.

In order to represent the trade-off between productivity and flexibility,
we need to model the finished product inventory levels.
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Constraints Mathematical Notation

Demand satisfaction For product i, period ¢ [unit]: dem _sat!
Set-up enforcement For product i, period ¢ [unit]: vub}
Mixing capacity restriction fFor period ¢ [hour]: miz_cap;

with cleaning times
Packaging capacity restriction ||For product ¢, machine k = 2,3 [hour]:
without cleaning times pack_capf

Remarks and Assumptions:

e The generic set-up enforcement constraint is used as in the first exam-
ple to assign correct values to the production set-up variables.

e It is also assumed that the packaging of a batch occurs in the same
time bucket as the corresponding mixing batch, because there is no
intermediate storage capacity.

Objective function Mathematical Notation
Minimize total inventory [euro]: inventory

Remarks and Assumptions:
e The objective of the model is to produce as late as possible, which can
be expressed by minimizing the level of finished product inventory.

The structure of the optimization model is identified by

e the generic demand satisfaction constraints for each finished product
over 15 consecutive weekly time periods, including initial stocks and
safety stocks,

e the generic capacity utilization constraint for the mixing machine in
each time period including cleaning times,

e the generic capacity utilization constraint for each packaging line in
each time period, and

e the inventory minimization objective function.

This structure is apparent in the final graphical description of the MPS

model in Figure 1.5.

(ii) Mathematical formulation of the generic constraints and objective func-
tion.
The demand satisfaction global constraint dem_sati, defined for all
products ¢ € {1,..., NI} and all periods ¢t € {1,..., NT}, takes the same
general form as in the first example:

dem_sat! = st | +a! = Ditst fori=1,...,Nlandt=1,...,NT,

where again the variable s} occurring in dem_sat! represents the initial
stock and is replaced by the constant SSg, and with the additional safety
stock requirements:
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Figure 1.5. The structure of the Cereals and Fruits MPS model.

st > 88} fori=1,...,Nlandt=1,...,NT.

Modeling the cleaning times for the mixing capacity global constraint
requires the addition of the mixing binary set-up variables y¢ for all prod-
ucts ¢ € {1,..., NI} and all periods ¢t € {1,..., NT}. A set-up of product
i in period t is defined here as the realization of the cleaning operation
at the end of a batch of 7 in period ¢, and arises when the correspond-
ing binary variable y! takes the value 1. Again, a set-up is required when
there is a batch of product i in period t (i.e., i > 0). This is modeled
as before with the variable upper bound constraint or set-up enforcement
constraint:

NT
vubl ;== @y < (Y Dj, +SSkr) vy
k=t

where we again assume that the end-stocks s, = SSi, for all i €
{1,...,NI}.

Now, using these set-up variables and remembering that k£ = 1 identifies
the mixing machine, the mixing capacity constraint simply ensures that
there is enough capacity in period t to produce all batches and perform
all required cleaning operations:

mix_cap; = Zailxi+2ﬂiy2 <L! fort=1,...,NT .
i i
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The packaging capacity constraints are similar, but do not contain any
cleaning times:

paclc,capi€ = Z a“"xi < LF fort=1,...,NT and k=2,3.
i€Fk

Finally, the objective function simply corresponds to minimizing the
sum of ending inventory levels over all products and periods:

mventory = ZZ s .

This concludes the modeling of this Cereal and Fruit mix-and-pack MPS prob-
lem.

1.2.3 Mathematical Formulation

The following optimization model (mixed integer linear program) summarizes
the new MPS model designed by GSCO. It is based upon capacity utilization
at the bottleneck and demand satisfaction for finished products in each time
period as represented in Figure 1.5.

The indices identified are

e iec{l,..., NI} representing one of the finished products whose production
has to be planned,

e t € {l,...,NT} representing one of the time periods (time buckets or
weeks) of the planning horizon, and

e k € {1,...,3} representing one of the machines of the model (k = 1
corresponds to the mixing line, k = 2 corresponds to the Cereal packaging
line, and k = 3 corresponds to the Fruit packaging line).

Using these indices, the following data have been defined.

D¢ represents the forecast demand for item i in period ¢ in [units].
S5 represents the safety stock of item i needed at the end of period ¢ in
[units].

e SS! represents the initial stock of item i at the beginning of the planning
horizon in [units].

e o'F represents the capacity consumed on machine k to produce one unit
of product 4 in [hours/unit].

e (3! represents the mixing capacity consumed per cleaning operation at the
end of a batch of product ¢ in [hours/cleaning].

e L* represents the capacity available on machine k in each time period in
[hours].

e F? and F? form a partition of the N1 products into the Cereal family and
the Fruit family, respectively.
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The decision variables are

e 1! to represent the amount of product i produced during time period ¢
[units];

e 4! that takes the value 1 if there is a set-up of product i (i.e., a cleaning
operation because of the production of a batch of product 4) in period ¢,
and 0 otherwise [0/1];

e 5! to represent the inventory level of product i at the end of time period
t [units].

The final formulation obtained is written as follows.

min inventory := ZZ st (1.1)
¢

%

subject to
dem_sati = st | +xi=D!+s! for all 4,¢ (1.2)
sh =S98y, 5. >SS} for all 4,¢ (1.3)
vubl = xt < Miy: for all 4,¢ (1.4)
miz_capy = Z ol 4 Zﬁiyi < L' forallt (1.5)
pack_cap? = Z atkrt < L forallt and k=2,3 (1.6)
i€Fk
zi st e Ry, yi €{0,1} for all i,¢, (1.7)
where M} = kNZTt Di + 5S4 is a valid upper bound on the production

quantity z¢ of item i in period t.

1.2.4 Implementation

To conclude this modeling chapter, we illustrate the resolution of this MPS
optimization model on an instance involving 12 finished products, 6 cereal
products and 6 fruit products, to be produced over a planning horizon of 15
time periods, using standard state-of-the-art optimization software. As you
will observe, the quality of the solutions obtained, in reasonable computing
time on such a small instance, is not good enough to use such a simple and
direct approach in the new industrial planning system of GW. This motivates
the development of more sophisticated and more efficient tools.

We implement and test the solution of this model using the Mosel algebraic
modeling language and the default version of the Xpress-MP Optimizer MIP
solver. This easy to read and straightforward Mosel implementation follows
closely the mathematical formulation, and proceeds by defining the indices,
data, variables, and constraints.
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In the first part of the Mosel program or file, the indices are defined, and
the data are declared and read from data files. Some auxiliary data such as
M; for all i and t are also computed using the Mosel programming language.

model GWGSCO
uses "mmetc","mmxprs",'"mmsystem" ! Mosel libraries

! INDICES
declarations
NI=12 !number of products
NK=3 'number of machines
NT=15 !number of time periods
end-declarations

I DATA
declarations
CAP: array (1..NK) of real
FAM: array (1..NI) of integer !=2 for cereals ;
1=3 for fruits
SS: array (1..NI) of real Iconstant over time
SSINIT: array (1..NI) of real
ALPHA: array (1..NI,1..NK) of real !=1 for all machines
BETA: array (1..NI) of real !defined only for k=1
DEM: array (1..NI,1..NT) of real
end-declarations

IREAD DATA FILES
initializations from ’gw_mps.dat’
CAP
[FAM, SS, SSINIT, BETA] as ’PRODUCT’
DEM
end-initializations

'ASSIGN TRIVIAL DATA VALUES
forall (i in 1..NI, k in 1..NK)
ALPHA(i,k) :=1

!COMPUTE AUXILIARY DATA FOR VUB CONSTRAINT
declarations
DEMCUM: array (1..NI,1..NT) of real !residual demand till
! the end of the planning horizon
BIGM: array (1..NI,1..NT) of real Ivariable upper bound
end-declarations
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forall(i in 1..NI,t in 1..NT)
DEMCUM(i,t):= SS(i) + sum(tt in t..NT) DEM(i,tt)
forall(i in 1..NI,t in 1..NT)

BIGM(i,t):= DEMCUM(i,t)
forall(i in 1..NI,t in 1..NT, k in 2..NK | FAM(i)=k)
BIGM(i,t):= minlist((CAP(1) - BETA(i))/ALPHA(i,1),

CAP (k) /ALPHA(i,k),
BIGM(i,t) )

The second part of the Mosel program consists in the definition of the vari-
ables and constraints. Observe the two special object types used by Mosel:
mpvar for variables, and linctr for linear expressions and constraints. Ob-
serve also that the statement of the formulation in Mosel is very close to the
algebraic notation used to describe the mathematical formulation. The same
holds true for other algebraic modeling languages, such as AMPL, GAMS, or
OPL.

!VARIABLES
declarations
x: array(1..NI,1..NT) of mpvar
y: array(1..NI,1..NT) of mpvar
s: array(l..NI,1..NT) of mpvar
end-declarations

forall(i in 1..NI,t in 1..NT)
y(i,t) is_binary

ICONSTRAINTS

declarations
inventory : linctr
dem_sat, inv_min, vub: array(l..NI,1..NT) of linctr
mix_cap: array(l..NT) of linctr
pack_cap: array(l..NK,1..NT) of linctr
end-declarations

inventory:= sum(i in 1..NI,t in 1..NT) s(i,t)
forall(i in 1..NI, t in 1..NT)
dem_sat(i,t) := if(t>1,s(i,t-1),SSINIT(i)) + x(i,t) =
DEM(i,t) + s(i,t)

forall(i in 1..NI, t in 1..NT)
inv_min(i,t) := s(i,t) >= SS(i)

forall(i in 1..NI, t in 1..NT)
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vub(i,t) := x(i,t) <= BIGM(i,t)*y(i,t)

forall(t in 1..NT) !'k=1 for mixing
mix_cap(t) := sum(i in 1..NI)ALPHA(i,1)*x(i,t) +
sum(i in 1..NI)BETA(i)*y(i,t)<= CAP(1)

forall(k in 1..NK,t in 1..NT | k>1)
pack_cap(k,t):= sum(i in 1..NI |FAM(i)=k)
ALPHA(i,k)*x(i,t) <= CAP(k)

The final part of the Mosel program controls the execution of the mixed
integer programming algorithm (branch-and-cut), as well as the solution out-
put. Here we ask for the best solution found, without cutting planes, with a
time limit of 600 seconds, and then print out the solution obtained.

ISOLUTION
setparam("XPRS_verbose",true) ! Enable message printing
setparam("XPRS_CUTSTRATEGY",0) ! Disable automatic cuts
setparam("XPRS_MAXTIME",600) ! Maximum run time
minimize (inventory)

I'PRINT SOLUTION
forall (i in 1..NI, t in 1..NT) do
writeln("ITEM ",i," and PERIOD ",t,
" PROD= ",getsol(x(i,t)), " (", getsol(y(i,t)),
") STOCK= ", getsol(s(i,t)) )
end-do

'EXIT
exit(0) end-model

The only addition with respect to the initial formulation consists in the
computation of the big M} parameter in constraint (1.4). For each ¢ and ¢,
the batch size cannot exceed

M} = min{ S8’ + X7 Dj , (L' - @) /ait | ¥/}, (1.8)

where k is such that product i belongs to family F* (k = 2 or 3).

The data are read from the single data file gw_mps.dat, which contains the
values of the capacity, product data — family, safety stock, and initial stock,
cleaning times 3 — and demand data.

CAP: [1400, 700, 700]
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PRODUCT: [!FAM, SS
( 1 ) I[2, 10.
¢ 2 ) I[2, 10.
¢ 3 ) I[2, 10.
( 4 ) I[2, 10.
( 5 ) [2, 10.
( 6 ) [2, 10.
¢ 7 ) [3, 20.
¢ 8 ) [ 3, 20.
( 9 ) I[3, 20.
( 10) [ 3, 20.
( 11 ) [ 3, 20.
( 12 ) [ 3, 20.
]

DEM: [

0, 95, 110, 96,
98, 96, 96, 98,
106, 0, 89,123,
98,121, 0,105,

0,124, 113,123,
103,102, 0, 95,
110, 93, 0,112,
85, 92, 101,110,
122,116, 109, O,
120,124, 94,105,
117, 96, 78, 0,
125,112, 75, O,
]

1.2.5 Optimization Results

, SSINIT,BETA

00, 83
00, 31
00, 11
00, 93
00, 82
00, 72
00, 23
00, 91
00, 83

00, 61
00, 82

.00, 30.
.00, 20.
.00, 30.
.00, 40.
.00, 40.
.00, 10.
.00, 30.
.00, 20.
.00, 10.
00, 34.
.00, 30.
.00, 20.

00, 50.

IS W T Y TN TN N N S SN '

86,124, 83,108,
103,104, 122,101,
96,105, 83, 82,
98, 96, 101, 81,
123, 79, 111, 98,
107,105, 107,105,
84,124, 98,101,
93, 96, 120,109,
105,108, 88, 98,
92, 86, 101,106,
108, 87, 114,107,
116,103, 122, 88,

114,121, 110,124,
89,108, 101,109,
112,109, 119, 85,
117, 76, 103, 81,
97, 80, 98,124,
75, 93, 115,113,
83, 87, 105,118,
121, 87, 92, 85,
77, 90, 110,102,
75,109, 83, 95,
110, 94, 104,101,
85, 84, 76,102,

104, 86,
106,108,
99, 80,
95,105,
78,108,
111,105,
115,106,
91, 93,
107, 99,
79,108,
108,110,
84, 88,

87,
76,
123,
102,
109,
85,
78,
109,
96,
100,
80,
82

The results in Table 1.5 have been obtained with the default version of the
Xpress-MP Optimizer. The problem has been solved twice.

e In the first run, we have solved the problem by branch-and-bound, using
Xpress-MP defaults, except that cut generation has been switched off.
e In the second run, we have solved the problem by branch-and-cut using
Xpress-MP defaults including cut generation.
e In both cases Xpress-MP uses a branch-and-bound algorithm (see below
and in Chapter 3), but in the second case it tightens the formulation by
adding general cuts (MIR, knapsack and Gomory cuts; see Part II) so as

to obtain improved bounds.
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The general role of such cut generation procedures is explained in more

detail in Chapter 3, devoted to the description of mixed integer programming
algorithms, and is only roughly described here.

The branch-and-bound algorithm is based on the solution of the linear
relazation of the initial model, which is the model obtained by replacing
the integrality restrictions on the variables (in our example, 3! € {0,1})
by their (relaxed) bound restrictions (in our example, 0 < yi < 1).

The relaxed problem is a pure linear program, and is thus easy to solve,
but its optimal solution does not solve the initial problem if the relaxed
integer variables take on fractional optimal values (y! strictly between 0
and 1).

In the latter case, the relaxed problem provides only a lower bound on
the optimal solution value (in a minimization problem), simply because
the relaxed problem is defined by adding feasible solutions to the original
problem. This is the lower bounding part of the algorithm.

The branch-and-bound algorithm proceeds by enumerating a sequence of
linear relaxations, whose feasible solutions define some partition of the ini-
tial (i.e., nonrelaxed) model. Moreover, the best solution among all linear
relaxations is (proved to be) the optimal solution of the initial model. This
is the branching part of the algorithm.

During this enumeration, some feasible solutions of the initial model are
generated, that is, solutions where the relaxed integer variables take integer
values. The objective value of each such feasible solution provides an upper
bound on the optimal objective value. This is the upper bounding part of
the algorithm.

Finally, the branch-and-bound algorithm is exact if the enumeration is
complete, and provides only an approximate or heuristic solution if the
enumeration is truncated. In the latter case, the quality of the solution is
usually measured by the so-called duality gap defined as

Best UB - Best LB

1
Best UB x 100%,

Duality Gap =

where Best LB and Best UB are, respectively, the best values found
for the lower bound and the upper bound when the enumeration is
stopped. As the optimal solution value must lie somewhere in the range
[BestLB , BestUB], the duality gap measures the maximum relative de-
viation from optimality of the best feasible solution.

Note that in the solution reports from the Xpress-MP Optimizer, the dual-
ity gap is computed relative to the best lower bound (dividing by BestLB)
instead of the best upper bound, and is therefore larger.

In general, the running time of the branch-and-bound algorithm (i.e., more

precisely, the number of linear programs to be solved during the enumeration),
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as well as the quality of its approximate solutions (measured by the duality
gap), depend heavily on the quality of the initial lower bound.

This is why the initial formulation of a model is so important in mixed
integer programming. This is also why adding cuts or constraints, either auto-
matically by Xpress-MP, or by any other reformulation technique, to improve
the initial lower bound allows one to obtain better solutions.

Coming back to our illustrative example, Table 1.5 reports the results
obtained within a a time limit of 600 seconds (industrial users are often in-
terested in getting good solutions quickly). It compares the behavior of the
branch-and-bound algorithm with and without Xpress-MP cuts.

Table 1.5. GW MPS Example (1.1)—(1.7)

Algorithm Vars |LP Val.|XLP Val.|Best LB |Best UB t. (secs)
Formulation Cons Ncuts |Best UB Gap (%)
Basic form. B & B 540 | 2854 2854 3296 22
without Xpress-MP cuts| 585 0 6295 47.64
Basic form. B & B 540 | 2854 5416 5620 147

with Xpress-MP cuts 585 280 5732 1.95

NI =12, NT = 15. Maximum 600 second runs.

In Table 1.5, the column “Vars/Cons” shows the number of variables and
constraints in the formulation, “LP Val.” is the value of the initial linear
relaxation of the formulation, “XLP Val.” and “Ncuts” give the value of the
linear relaxation after the addition of the Xpress-MP cuts and the number of
cuts added, “Best LB” and “Best UB” give the value after 600 seconds of the
best lower bound and best upper bound (best feasible solution), respectively,
“Best UB t.” indicates the time in seconds needed to obtain this best feasible
solution, and “Gap” gives the final duality gap when the enumeration was
stopped.

e We see that the addition of 280 constraints by Xpress-MP has increased
the lower bound from 2854 to 5416. It means that the total inventory
objective function value will be at least 5416 in the optimal solution, and
this bound is known after a few seconds of computing time (after the
addition of cuts and the solution of the corresponding linear relaxation,
but before any enumeration). This is due to the automatic reformulation
of some low-level relaxation or structure identified by the optimization
system (see Chapter 3, Section 3.4 for the definition of this concept, and
Chapter 8 for the study of reformulations for such low-level relaxations).

e In comparison, without reformulation it takes as much as 600 seconds to
obtain a (weaker) best lower bound of 3296!
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e Also, the cuts have allowed the branch-and-bound algorithm to find good
feasible solutions in 600 seconds, whereas only bad solutions are found
without cuts.

e Moreover, the best feasible solution found in 600 seconds (found after 147
seconds) with cuts is guaranteed to be less than 2% away from the optimal
solution.

e Finally, it is impossible with this initial formulation and Xpress-MP cuts
to obtain the optimal solution and prove its optimality after several hours
of computing time.

It is not a simple matter to improve or tighten formulations. Our goal is
to provide the necessary modeling and reformulation tools to allow the reader
to perform this task. In particular, we illustrate this approach in Section 4.5
with the production planning example. We show how to use the classifica-
tion and reformulation scheme developed in Chapter 4 to improve the results
and obtain either good solutions quickly, or a provably optimal solution in
reasonable time.

These improvements are based on the identification of the specific produc-
tion planning structures contained in the model (called high-level relaxzations
in Section 3.4), and on their reformulations. The mathematical study of these
reformulations is the main topic of Parts II to I'V.

Exercises

Exercise 1.1 Consider the tiny example from Section 1.1, with a second type
of bike (mountain bike) whose production has to be planned over the same
planning horizon, from January to August.

The forecast demand for the mountain bikes is 200 bikes per month, except
in July and August when the demand will increase (most likely) up to 500
bikes per month.

Initially (January 1st), there is no mountain bike in stock. The production
set-up cost is 3000 euros, the unit production cost is 60 euros per bike, and
the inventory holding cost is 3 euros per bike, per month in inventory.

i. By using the same MIP model as for the racing bikes and changing the data,
determine the optimal production plan for the mountain bikes.

ii. In addition, there is a global production capacity restriction: at most 1500
bikes can be produced during each month. Change your MIP model to account
for the joint production capacity limit. Build a model to plan simultaneously
the production of both types of bike and optimize total production and in-
ventory costs.

iii. Solve the corresponding MIP, and analyze the optimal solution obtained. In
particular, what is the effect of the joint capacity restriction on the individual
production plans?
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Exercise 1.2 How would you change the GW-GSCO formulation from Sec-
tion 1.2 if only one product could be packed on each packaging line in each
time period?

Note that such constraints, called production mode constraints, are typi-
cally added in order to ease or simplify the organization of the mixing line,
or to reduce the cleaning costs, but have an impact on the line flexibility. We
assume implicitly here that the time periods are shorter than in the initial
model (e.g., days instead of weeks).

Exercise 1.3 How would you change the GW-GSCO model from Section 1.2
if only one product could be mixed on the mixing line in each time period?

We assume implicitly here that the time periods are shorter than in the
initial model (e.g., days instead of weeks). Given the current restriction on
the stock of intermediate products (no stock after mixing, before packing),
does this adapted model make sense?

Exercise 1.4 Consider the GW-GSCO model from Section 1.2, but under a
scenario in which we can carry a set-up over from one week to another on the
mixing line. That is, we do not have to clean the mixing line at the end of a
week if the last lot produced in a week is of the same product as the first lot
of the next week.

i. Change your MIP model to account for the set-up carryover possibility.

ii. Solve the corresponding MIP. Is it more difficult to solve than the initial
model? In what way is it more difficult?

Hint: Although there are different ways to model this, additional variables
are definitely needed, as well as new constraints to relate the new variables to
the set-up variables.

Exercise 1.5 Consider the GW-GSCO model from Section 1.2. How would
you change the model if the cleaning times on the mixing line were sequence-
dependent, that is, if the cleaning time for a lot of a given product depended
on what product was mixed immediately after it. The mixing line has to be
cleaned at the end of each week. This can be modeled as a special sequence-
dependent cleaning time, from the last product mixed to a dummy product
representing the idleness of the line at the end of the week.

i. Formulate this modified problem as a mixed integer (MIP) program. Is your
model correct?

ii. Create some data set for the sequence-dependent changeover times, and
solve the corresponding MIP. Is it more difficult to solve than the initial
model? In what way is it more difficult?

Hint: An additional set of variables is needed, as well as new constraints to
link this new set of variables to the set-up variables. Also, we can assume that
a product is never produced more than once in any time period.

Exercise 1.6 In the GW-GSCO model from Section 1.2, if it were possible
to hold products in inventory immediately after mixing, and before packing,
how would you change your model?
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i. Assuming that the objective is to minimize total inventory, defined as the
sum of stocks before and after packaging, change your MIP formulation to
account for this possibility.

ii. Solve the corresponding MIP. Is it more difficult to solve than the initial
problem? In what way is it more difficult?

Exercise 1.7 A company wants to plan the production of several finished
products (PRODUCTS = {A,B,C,D}), over the next four months. It is
using a make-to-stock production policy, and the estimated demands for each
product for the next four months are known. The demands are given in Table
1.6 in units of product.

Table 1.6. Demand, Production Capacity Limit and Inventory Cost

Demand Demand Demand Demand| Production Inventory
Products |Month 1 Month 2 Month 3 Month 4| Capacity Cost
[units] [units] [units] [units] |[units/month] [euros/
(unit,month)]
Product A| 5,000 6,000 3,000 10,000 8,000 35
Product B| 900 1,000 4,000 5,000 5,000 39
Product C| 6,000 9,000 4,000 2,000 8,000 45
Product D| 10,000 11,000 14,000 16,000 15,000 85

There is a monthly production capacity limit for each product, because
each product has its own production facility, except for packaging. These
monthly capacity limits are constant over time and given in Table 1.6 in units
of product.

There is also a single packaging department in the company, transforming
each product into a finished or packed product. So, there is also a global
capacity limit on the total number of product units packed during a month.
This limit is constant over time, and is estimated to be 28,000 units per month.

It is possible to store the finished products, as well as the products be-
fore packaging, in unlimited quantity because the warehouse is big enough.
Nevertheless, there is a unit inventory cost for each product, corresponding
to storage costs and the opportunity cost of capital. These costs are given
for each finished product in Table 1.6, in euros per month and per finished
product unit. They are time-independent. The inventory of a product before
packaging is estimated to cost 4 euros less than after packaging, per month
and unit.

The current or initial inventory is empty, there is no final inventory re-
quirement, and there are no restrictions on the availability of raw materials.
The planning objective is to minimize inventory costs, and demand has to be
satisfied on time during the whole four-month horizon. The following steps
need to be carried out to achieve this objective.
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i. Formulate this problem as a Linear Program (LP).

ii. Develop a model, reading all the data from a file, and solving this LP, using
Mosel or any algebraic modeling language.

ili. Solve the model, and print the optimal solution, using Mosel /Xpress-MP
or any LP solver.

iv. If you were the chief operations officer (COQO) of that company, would you
try to increase the packing capacity? What sort of data would you collect,
and what sort of computations would you perform in order to answer to this
question?

Exercise 1.8 Minimizing the inventory costs in Exercise 1.7 leads to an un-
satisfactory production plan in which each product is packed during each
month. This is not satisfactory because the packaging line has to be cleaned
between two campaigns of different products, and this cleaning or sterilization
process consumes very expensive products. So, we must try to avoid packaging
all products within the same month. We continue to work with and extend
the model of Exercise 1.7 to remedy this situation.

The company now also wishes to take into account the cost of setting up
or cleaning the packaging line. When a product is packed during a month, the
set-up cost is incurred once (only once because, usually, a product is packed
at most once in a month). These packing set-up costs are product-dependent,
but time-independent, and are (SUCOST,) = (500,000, 900,000, 800,000,
and 900,000) euros, respectively, for products p = A, B, C, and D. Finally,
there is no set-up cost for making the products because the production lines
are dedicated to each product. Answer the following in order to optimize the
production plan.

i. Formulate this problem as a Mixed Integer Program (MIP).

ii. Develop a model, reading all the data from a file, and solving this MIP,
using Mosel or any algebraic modeling language.

iii. Solve the model, and print the optimal solution, using Mosel/Xpress-MP
or any MIP solver.

Hint: To model the set-up costs, first introduce 0/1 or binary variables y,,; that
indicate whether product p is packed during month ¢. Then add constraints
to link the quantity z,: of product p packed during month ¢ to the set-up
decision y,;. Finally add the set-up costs in the objective function.

Notes

Introduction The description of the planning system and models developed
by the Kellogg Company can be found in Brown et al. [31].

Section 1.1 We refer to Heipcke [88] for a more general introductory overview
of optimization models, with a larger scope of applications than production
planning.
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Section 1.2 The GW company case, and its MPS story, are pure fiction.
The case is inspired by several research projects in which the authors have
been involved. The data used in Section 1.2.4 are derived from the standard
test cases in Trigeiro et al. [161].

The model of Section 1.2.3 has been implemented and tested using the
Mosel algebraic modeling language (version 1.4.1) and the default version of
the Xpress-MP Optimizer MIP solver (version 15.30). More information about
this software can be found at http://www.dashoptimization.com.

Here we have always used the default version of this commercial software.
Similar results to those presented in this chapter are obtained using other
modeling and optimization software.

All the tests reported here have been carried out on a 1.7 GHz PC (cen-
trino) with 1 GB of RAM running under Windows XP.

Exercises Exercises 1.7 and 1.8 are adapted (and the data taken) from the
syllabus and teaching material delivered with the Xpress-MP software.
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2

Production Planning Models and Systems

Motivation

In the two industrial production planning systems, the Kellogg Company and
GW, mentioned or analyzed in Chapter 1, we observed some important re-
quirements for the new production planning model and tool.

It was supposed to remedy important weaknesses of the current planning
system (the inability to model and plan capacity utilization accurately,
because of neglected machine preparation times in the case of the Kellogg
Company, and because of neglected machine cleaning times in the MPS
model for GW).

It needed some coordination with the global planning system in charge of
supporting all planning decisions from the strategic and long-term horizon
level to the very detailed and short-term level. We heard about the tactical
plan and the operational plan for Kellogg, and the MRP, ERP, and MPS
for the GW Company case, and we observed that these planning levels
are not independent (decisions at one level act as constraints at another
level).

It required a high level of integration in the decision processes in place, to
avoid manual replanning and make sure that the decisions suggested by
the model truly support and have an impact on the real planning decisions.

This need for improvement, coordination, and integration can be observed

in almost all industrial projects. In order to develop an effective planning
model, the modeler must be aware of the planning process and system used,
of the limitations of the current system, of the architecture and structure of
the existing system, and of the decision processes used by the planning teams.

This is our motivation for the inclusion of this chapter on production

planning models and systems.
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Objective

To do a useful job, the modeler must have sufficient knowledge about existing
planning models, systems, and processes to be able to evaluate the current
system, and in order to design improved, coordinated, and integrated solu-
tions.

The general objective of this chapter is to provide this necessary knowl-
edge. More specifically, the objective is to

e describe or survey the structure of the planning systems used by many —
or most — companies,
learn the general principles of the planning procedures, and
study some generic classes of production planning models encountered in
such systems.

We also provide some analysis and criticism of the planning models and
methods used in these systems to help readers to develop some evaluation
criteria to measure their performance, and to identify situations where the
optimization approach may help to improve the productivity and flexibility
of manufacturing systems.

Contents

In this chapter:

e In Section 2.1 we first give mathematical formulations of some of the clas-
sical production planning models considered in ERP (enterprise resource
planning) or MRP systems;

e Then we analyze in detail in Section 2.2 the well-known generic MRP
planning procedure used to solve these models by
— describing its inputs and its structured data model,

— presenting the single-item decomposition planning heuristic that forms
the basis of most MRP planning systems, and
— analyzing the limitations of the MRP decomposition approach;

e Next in Section 2.3 we take a broader view and define the planning tasks of
APS (Advanced Planning Systems), which subsume the well-known man-
ufacturing, planning, and control systems; material requirements planning
(MRP-I); manufacturing resource planning (MRP-II); and hierarchical
production planning (HPP); and

e Finally, to illustrate the planning tasks and the planning process along the
supply chain, we describe in Section 2.4, without mathematical models or
formulations, the generic strategic network design and supply chain master
planning problems as further examples of procurement, production, and
distribution planning problems.
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2.1 Some Production Planning Models

The purpose of this section is to provide further examples and mixed integer
programming formulations of production planning models. The formulations
described here correspond to classical models in ERP or MRP systems. The
next section describes the global structure of such systems.

Modeling Elements

There are a number of modeling elements present in many or most production
planning problems. Production planning deals mainly with the determination
of production lots or batches, specifically the size of batches and the time of
production, in order to meet some demand over a given finite horizon, called
the planning horizon. Demand is usually generated from forecasts in a make-
to-stock environment, or by customer orders in a make-to-order environment,
or often by a combination of the two.

In order to define feasible and economical production plans, several other
characteristics of the manufacturing system are usually taken into account:
the availability of resources (machine hours, workforce, subcontracting, etc.),
the production and inventory costs, and other performance measures such as
customer-service level.

The simplest such production planning model is presented next. It is known
as the single-item uncapacitated lot-sizing model (LS-U ). It corresponds to the
planning of a single item to meet some dynamic demand over a discretized
planning horizon. It contains all the modeling elements cited above, apart from
the fact that there are no resource capacity restrictions. Our tiny economical
example in Chapter 1 is one instance of this LS-U model.

There are also modeling elements that are present in some, but not all,
models. Such elements usually make the models more complex and more dif-
ficult to solve.

e For instance, the products may compete for the allocation of capacity
from some shared resources. This has been illustrated with the mixer or
the packaging lines in our industrial example in Section 1.2, and is typical
of the Master Production Schedule (MPS) model presented hereafter. This
MPS approach is often used to plan the production of finished products.

e In some other cases, the products interact through multi-level product
structures. In other words, a product can be an output of some produc-
tion stage and also an input of some other production stage, or it may
be delivered from an external supplier. This creates some precedence con-
straints between the supply and the consumption of that product. These
restrictions are usually modeled through inventory balance constraints.
Examples of such models are the Material Requirements Planning (MRP)
model, or the MPS/MRP integrated model described later in this Section.
This MRP model is used to integrate the production and procurement
plans of all products and components.
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e Finally, there are other elements needed to refine the model, or to model
capacity utilization in a more precise way. For instance, the demand satis-
faction process may allow demand for finished products to be backlogged.
In this case, it is possible — but penalized because it has a negative impact
on customer satisfaction — to deliver to a customer later than required.
This occurs, for example, when a factory does not have enough capacity
to deliver to all customers on time.

e In some other cases, it is necessary to model capacity utilization more
precisely in order to guarantee to obtain feasible production plans. For
instance, the capacity consumed when a machine starts or finishes a pro-
duction batch, or when a machine switches from one product to another,
may need to be considered. In these cases, we obtain models with set-up
times, start-up times, changeover times, or models with sequencing re-
strictions. This was the case for the mixer in our industrial example in
Chapter 1. On the other hand, such models may be too complex to be
solved with set-up or start-up time restrictions, and then simpler models
involving only set-up or start-up costs may be worth considering.

Uncapacitated Lot-Sizing Model

The first model is the single-item, single-level, uncapacitated lot-sizing model.
This model is the core subproblem in production planning because it is the
problem solved repeatedly for each item (from end products to raw materials)
in the material requirements sequential planning system (see Section 2.2).

We use the index ¢, with 1 < ¢t < n, to represent the discrete time periods,
and n is the final period at the end of the planning horizon. The purpose is
to plan the production over the planning horizon (i.e., fix the lot size in each
period) in order to satisfy demand, and to minimize the sum of production
and inventory costs.

Classically, as in our tiny economical example in Chapter 1, the production
costs exhibit some economies of scale that are modeled through a fixed charge
cost function. That is, the production cost of a lot is decomposed into a
fixed cost independent of the lot size, and a constant unit or marginal cost
incurred for each unit produced in the lot. The inventory costs are modeled
by charging an inventory cost per unit held in inventory at the end of each
period. Any demand in a period can be satisfied by production or inventory,
and backlogging is not allowed. The production capacity in each period is not
considered in the model, and is therefore assumed to be infinite.

For each period ¢, with 1 < t < n, the data p¢, q¢, hs, and d; model the
unit production cost, the fixed production cost, the unit inventory cost, and
the demand to be satisfied, respectively. For simplicity we suppose that d; > 0
for all periods t. The decision variables are xy, 3¢, and s;. They represent the
production lot size in period ¢, the binary variable indicating whether there
is a positive production in period t (y; = 1 if ; > 0), and the inventory at
the end of period t, respectively.
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The natural formulation of this uncapacitated lot-sizing problem can be
written as follows, using the demand satisfaction and set-up enforcement (vari-
able upper bound) generic constraints described in Chapter 1.

min Y7 (P + quyr + husi) (2.1)

subject to
Si—1+x¢ = di + s¢ for all ¢ (2.2)
so=8,=0 (2.3)
x; < My, for all ¢ (2.4)
zeRY, se R ye {01}, (2.5)

where M, is a large positive number, expressing an upper bound on the max-
imum lot size in period t. Constraint (2.2) expresses the demand satisfaction
in each period, and is also called the flow balance or flow conservation con-
straint. This is because every feasible solution of LS-U corresponds to a flow
in the network shown in Figure 2.1, where d14 = Zle d; is the total demand.
Constraint (2.3) says there is no initial and no final inventory. Constraint (2.4)
forces the set-up variable in period ¢ to be 1 when there is positive produc-
tion (i.e., x; > 0) in period ¢. Constraint (2.5) imposes the nonnegativity and
binary restrictions on the variables. The objective function defined by (2.1) is
simply the sum of unit production, fixed production, and unit inventory costs.

Figure 2.1. Uncapacitated lot-sizing network (n = 4).

Master Production Scheduling Model

The next model is known as the multi-item (single level) capacitated lot-sizing
model. Tt corresponds to the simplest Master Production Scheduling prob-
lem solved to plan the production of finished products in a Manufacturing
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Planning and Control System (MPCS) (see Section 2.3). Our GW example in
Section 1.2 is another example of such a MPS model.

The purpose is to plan the production of a set of items, usually finished
products, over a short-term horizon corresponding at least to the total pro-
duction cycle of these items. For each item, the model is the same as the LS-U
model in terms of costs and demand satisfaction. In addition, the production
plans of the different items are linked through capacity restrictions coming
from the common resources used.

We define the indices i with 1 < i < m to represent the set of items to
be produced, k with 1 < k < K to represent the set of shared resources with
limited capacity, and ¢ with 1 < ¢t < n to represent the time periods. The
variables z, y, s and the data p, ¢, h, d have the same meaning for each item
i as in the model LS-U. A superscript i has been added to represent the item
1 for which they are each defined.

The data L¥ represent the available capacity of resource k during period ¢.
The data a’* and 3% represent the amount of capacity of resource k consumed
per unit of item ¢ produced, and for a set-up of item %, respectively. The
coefficient % is often called the set-up time of item i on resource k, and
represents the time spent to prepare the resource k just before the production
of a lot of item i. Together with o*, it may also be used to represent some
economies of scale in the productivity factor of item ¢ on resource k.

The natural formulation of this multi-item capacitated lot-sizing model,
or basic MPS model, can be written as follows,

min 33,37, (i + qiyi + hist) (2:6)
subject to
st 4al=d +s! for all ¢,t (2.7
zt < My} for all 4,¢
Z ki 4 Zﬂmyz < LF for all ¢, k (2.9)
zeRT", s e RTY gy e {0, 1) (2.10)

where constraints (2.6)—(2.8) and (2.10) are the same as for the LS-U model,
and the generic constraint (2.9) expresses the capacity restriction on each
resource k in each period t.

Material Requirements Planning Model

As a last example model, we describe the multi-item multi-level capacitated
lot-sizing model, that can be seen as the integration of the previous MPS model
for finished products, and the LS-U models for all intermediate products and
raw materials, into a single monolithic model. It is often referred to as the
Material Requirements Planning model, or the integrated MPS/MRP model.
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The purpose of this model is to optimize simultaneously the production and
purchase of all items, from raw materials to finished products, in order to sat-
isfy for each item the external or independent demand coming from customers
and the internal or dependent demand coming from the production of other
items, over a short-term horizon.

The dependency between items is modeled through the definition of the
product structure, also called the bill of materials (BOM). The product struc-
tures are usually classified into Series, Assembly or General structures; see

Figure 2.2.
|
3\

Series Assembly General Structure

O

Figure 2.2. Types of product structures in multi-level models.

The indices, variables, and data are the same as before, except that, for
simplicity, we also use the index j with 1 < j < m to identify items. For item
i, we use the additional notation D(4) to represent the set of direct successors
of 7, that is, the items consuming directly some amount of item ¢ when they
are produced. Note that for series and assembly structures, these sets D(i) are
singletons for all items ¢, and for a finished product i, we always have D(i) = (.
For j € D(i), we denote by 7% the amount of item 4 required to make one
unit of item j. These 7% values are indicated along the edges (i,7) in Figure
2.2. This parameter 7 is used to identify the dependent demand, whereas d:
corresponds to the independent demand. For each item 4, we denote by ~°
the lead-time to produce or deliver any lot of i. More precisely, ! represents
the size of a production or purchase order of item 4 launched in period ¢, and
delivered in period ¢ + ~°.

The natural formulation for the general product structure capacitated
multi-level lot-sizing model, or the monolithic MRP model, is

min Y7 30, (pixl + qiyi + his}) (2.11)

subject to
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i1+ ay_ = [di + Z rizl] + st for all i,¢ (2.12)
JED(i)

zt < Myt for all 4,¢t (2.13)

> otz + Zﬂ”@ <Lf for all ¢, k (2.14)

r€R™, s¢ RT‘"“), y € {0,1}™", (2.15)

where the only difference with respect to the previous MPS model resides in
the form of the generic demand satisfaction or flow conservation constraint
(2.12). For each item 7 in each period ¢, the amount delivered from production

or vendors is xi_wi ordered in period t — v, and the demand to be satisfied is

the sum the independent demand di and the dependent demand ZJ-GD(Z-) Tijx{
implied by the production of direct successors j € D(3).

Because of the multi-level structure, the presence of single item LS-U
models as submodels is less obvious, but we show in Part IV how to refor-
mulate this model in the form of single-item LS-U models linked by capacity
and product structure restrictions. This reformulation is known as the echelon
stock reformulation, and plays a very important role because it allows one to
use all the results on the reformulation of single-level problems when treating
multi-level problems.

2.2 The MRP Planning Model

Many industrial production planning models are variants or extensions of the
the generic MRP model (2.11)—(2.15), described in Section 2.1, which is typical
of discrete parts manufacturing systems. Provided that the BOM structure
allows one to describe the product structure, which is usually the case for
discrete parts manufacturing, this model potentially plans the procurement
or production of all components needed to satisfy external customer demand
over a medium-term horizon.

The numerous extensions or adaptations to this basic model correspond
usually to better or refined models to include overtime, product or compo-
nent substitutes in BOMs, alternate routings or machine selection to perform
production operations, shipping and transportation to and from other sites,
buying or subcontracting of some components, productivity and capacity uti-
lization, and so on.

Nevertheless, the basic MRP model (2.11)—(2.15) is the kernel of many or
most multi-item single-facility production planning models, and is solved in
most integrated planning systems (see Section 2.3 for a general introduction
to such systems). Moreover, most MRP and ERP planning systems use the
same basic or trivial decomposition approach based on LS-U in order to solve
this model or, at least, to provide feasible solutions.
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In this section, we describe this simple but generic MRP model and its
inputs, using the standard operations management terminology for produc-
tion planning models. We also describe the traditional and heuristic MRP
decomposition approach, and discuss its weaknesses.

In such boxes, we establish the link between the generic MRP
planning model and its inputs described here, and the
mathematical programming formulation (2.11)—(2.15).

A major difference between the traditional MRP approach and the model-
ing/optimization approach is that the latter forces the user/modeler to make
a clear distinction, and avoid some confusion, between the data required as
input to the model and the model formulation itself (decisions, constraints,
and objective), and also between the model formulation and the algorithm
used to build a feasible or optimal production plan.

2.2.1 The Planning Model and Its Inputs

The data required to define and implement the MRP model are now described.

Independent Demand over the Planning Horizon

The main objective of production planning is to meet the so-called independent
demand, which is defined for each facility as the demand coming from external
sources. This comprises demand from customers for the main finished prod-
ucts, but also spare parts demand and demands from the distribution system
or from other facilities.

The independent or external demand for item ¢ in period ¢ is
represented by d in Equation (2.12)

In a make-to-stock (MTS) production policy, this independent demand
must be already in stock when the customer demand arrives at the facility.
Therefore, all the procurement and production activities must be carried out
in anticipation of this demand, and be based on demand forecasts. This policy
is typically used for standard products, with little product variety or diversity,
such as fast-moving consumer goods and many standard items of household
equipment.

In a make-to-order (MTO) or assemble-to-order (ATO) production policy,
some activities can still be performed after the external ordering of the prod-
ucts. The delivery lead-time is the time promised to customers for delivery.
Therefore, at the time of ordering, the facility must hold enough raw mate-
rials or semi-finished products in inventory in such a way that the remaining
production lead-time required to terminate the finished products ordered is
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less than (or equal to) the commercial lead-time. This implies that planning
is decomposed in two phases or two separate problems. The upstream phase,
also called anticipation or “push” phase, plans the procurement and produc-
tion from raw materials up to some semi-finished products, and is based on
demand forecasts for these semi-finished products. This is similar to MTS
planning. The downstream phase, called the final assembly, on-order phase,
or “pull” phase, schedules the production from the semi-finished products held
in inventory up to the finished products, and is based on effective customer or-
ders. This decomposition is illustrated in Figure 2.3. This approach is typical
of production systems where there exists a large variety of finished product
variants, based on a limited variety of raw materials or semi-finished products.
This makes it more economical to hold these semi-products in inventory, but
imposes a positive commercial lead-time to complete production. This is, for
instance, the policy used by Dell to assemble its PCs.

raw semi- finished
material finished product
available available available

semi-finished

procurement final assembly

production
I 1 1 1 [
I T T T Ll
time
MTS >
finished
products
semi-finished demand
products forecasts
demand
forecasts
ATO ,
:ﬁ
semi-finished finished
_products products
inventory customer
orders

Figure 2.3. MTS and ATO production policies.

Formulation (2.11)—(2.15) is used to represent either a MTS
policy, or the push phase of an ATO policy.

For all production policies, the planning horizon must be long enough
to cover at least the total or cumulative lead-time, including procurement,
production, and satisfaction of demand. This is necessary if one is to reach
a high customer-service level, defined as the fraction of customer demands
delivered on time, because we need to order the right materials now from
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our suppliers (i.e., the right quantity of each material) to be included into
the finished products that will be delivered one lead-time from now. In other
words, the total lead-time represents the required anticipation time in the
planning process or, equivalently, the minimal planning horizon length. Then,
the planning model will be solved and used in a rolling horizon manner. That
is, the solution proposed for the early time periods will be implemented, the
model data and parameters will be updated for the subsequent time periods,
the model will be solved again, and so forth.

In formulation (2.11)—(2.15) the number of time periods n is at
least as large as the total cumulative lead-time from the ordering
of raw materials to the completion of finished products,
expressed in number of periods.

Bill of Materials (BOM) to Compute Dependent Demand

The bill of materials defines the product structure by specifying for each
component (finished or semi-finished product) all of its direct predecessor
components (raw materials or semi-finished products), as well as the number
of each required per unit of the successor component. This BOM information
allows one to transform the finished product or external time-phased demand —
forecasts or orders — into detailed time-phased requirements for all components
in the production system.

FP (LT = 1 period)

(LT=1| B C C | LT=2)

Figure 2.4. The bill of materials for finished product F'P.

A BOM example is given in Figure 2.4, where

e each unit of finished product F'P is obtained by assembling one unit of A
with one unit of C,

e cach unit of A is itself directly obtained from two units of B and three
units of C, and
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e items B and C are raw materials.

We use this simple example to illustrate the MRP planning process. In this
example, a total of four units of raw material C' are required to produce
each unit of F'P, three units of C' per unit of item A are consumed when a
production order of item A is performed, and one unit of C' per unit of F'P is
used when an order of F'P is released.

The BOM structure is modeled in Equation (2.12) by r% for all
items ¢ and all j € D(4), that is, all direct successors j of i,
where r% is the number of units of ¢ required per unit of j.

The demand for intermediate products (such as A or C' in the example)
coming from the production orders of their successors is called dependent
demand, as opposed to independent for finished products, because it depends
entirely on the production plans of successor items. Such plans are controlled
by the planner, whereas independent or external demand is not. For instance,
item C will be consumed only when a production order of A or F'P is started (a
decision under the control of the planner), but not when a finished product F'P
is ordered or delivered. This distinction between dependent and independent
demand is crucial and constitutes the basis of the MRP planning process.

The dependent demand for item ¢ in period ¢ is represented by
2 jep) rz] in Equation (2.12).

Procurement and Production Lead-Times

Procurement and production activities cannot be performed instantaneously.
In order to build realistic production plans, procurement or production lead-
times, lead-times for short, are taken into account for all components in the
BOM structure. They represent the total time needed to complete a pro-
curement or production order, including preparation, administration, wait-
ing, production, quality control and tests, and delivery, and are measured as
an integer number of time periods. This information is written next to each
component in Figure 2.4.

In the MRP planning model, such lead-times are constant over time, are
independent of the order sizes, and are an input of the planning process.

The constant procurement or production lead-time for item i is
represented by 7% in Equation (2.12).
We can now rephrase our minimum length condition on the
planning horizon. The number of time periods n is at least as
large as the sum of 4* values along any path in the BOM graph.
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However, there is an important difference between the value of +* used
in the planning optimization model (Equation (2.12)) and the value of the
production lead-time used in the MRP planning process.

In the optimization model, 4% is the minimum lead-time required for a
batch of item i to be produced, minimum in the sense that no queue time
(waiting time for the availability of machines or resources) is included. This
holds because the explicit capacity constraints of the optimization model guar-
antee that there are enough capacity and resources to produce each lot without
any delay, and therefore no safety queue time is required.

In contrast, the MRP planning process does not take capacity restrictions
directly into account, and the constant production lead-time principle forces
the planner to take a worst-case approach. The minimum production lead-time
~* must be augmented by some safety lead-time to guarantee the feasibility
of the production plans. For instance, in Figure 2.4, the lead-time for A has
been fixed to two periods because item A is sometimes produced in large lots
or on machines that are heavily loaded. Therefore a lead-time of two periods
is reserved for all production orders, even though most of these orders are of
small size, and will be released when there is enough capacity to complete
them effectively after one time period. As a side effect, this also increases the
level of work-in-progress inventory.

We come back later to the dramatic effects of the necessary inflation of
production lead-times in the MRP planning process.

Routing of Components

In addition to the product structure defined by the BOM and to the pro-
duction lead-times, the routing of products through different work centers, as
well as the time and capacity consumed at each work center by a production
order, are described in order to model and control capacity utilization.

Workcenter FP (LT =1 period)

cutting
] 1
Workcenter |
assembling A |LT=2)
2 ' 3
Workcenter | |
painting
B |LT=1) ¢ C |wr=2)

Figure 2.5. The routing of semi-finished product A.
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The simplest routing model consists of the decomposition of the production
order of each BOM component into a sequence of production operations. This
is illustrated in Figure 2.5 where the production of component A is shown to
require three successive operations (cutting, assembling, and painting).

The corresponding routing data for component A is given in Table 2.1.
The sequence of operations is defined by numbering the operations. For each
operation in the sequence, and for important or critical resources (manpower,
machines, departments as a whole, etc.), the unit production time ([minutes
per unit]) and the resource preparation or set-up time ([minutes per order or
batch]) are defined. This set-up time is independent of the batch size. Usually,
transportation and transfer times between operations are also modeled.

Table 2.1. Routing Data of Semi-Finished Product A

| Routing of Component i = A ‘

Operation|Operation |[Resource Unit Set-up

Number |Description Time Time
(k) |(@™, [min])| (8%, [min])

10 Cutting Mach S100 1.5 25

15 Transfer Forklift - 20

20 Assembling||Mach ASS 0.5 10

30 Painting Mach PPP 2.5 30

For instance, according to Table 2.1, a production order of 10 (resp., 20)
units of component A requires 130 (resp., 175) minutes in total, assuming that
20 (resp., 40) units of component B and 30 (resp., 60) units of component C
are available, and assuming that the resources are also available when needed.
Even if the lot size of component A is almost always below 20 and requires
thus less than 200 minutes, the production lead-time for component A has
been fixed to two periods — two days or almost 1000 minutes — simply because
the machines used are not always available when they are required to produce

A.

These routing data are first used to model capacity utilization.

The unit production time of item ¢ on resource k is denoted a**
in Equation (2.14). Similarly, the set-up or preparation time of
resource k to produce one batch of item 7 is denoted 5% in
Equation (2.14).

The routing information allows one to compute the minimal lead-time
required for each production order, as well as their load profiles (i.e., the
evolution of the load over time) induced by the production plans in each work
center and on each critical resource.
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Capacity of Resources

To perform finite capacity planning, one needs additional information on the
actual or usable capacity of each resource in each time period. The actual
capacity is defined as the number of effective production hours that can be
performed on the resource during the time period. This capacity will be com-
pared with the load profiles computed from the production plans and routing
data.

Usually, the available capacity is obtained as the product of the gross ca-
pacity (i.e., the office or worked hours), and the productivity factor (i.e., the
fraction of worked hours that are effectively used for production). This pro-
ductivity factor accounts for unavoidable breaks, interruptions, disturbances,
or inefficiencies during the utilization of the resource.

Table 2.2. The Usable Capacity

Resource Gross  |Productivity| Usable
Description|| Capacity Factor Capacity
[hours/day] [hours/day]
Mach S100 8 0.95 7.6
Forklift 8 0.85 6.8
Mach ASS 16 0.85 13.6
Mach PPP 8 0.95 7.6

The only capacity information needed in production planning models is
the net or usable capacity. These data are illustrated in Table 2.2 for the
resources used in the routing of component A, where the productivity factors
are higher for the automated cutting machine S100 and painting cell PPP
than for the resources and operations requiring some manual intervention.
There are 16 gross hours per day for assembly because two identical machines
are available during one shift.

The net capacity on resource k in time period ¢ is represented by
LF in Equation (2.14).

Inventory Records

For all components, the independent and dependent time-phased demand de-
fine together the so-called gross requirements, corresponding to the total con-
sumption, by external customers or internally by the production orders, of the
components over time. This consumption requirement can be satisfied either
from current inventory or from additional production or purchase orders. In
order to compute the amounts that still need to be produced or purchased,
the inventory status of each component must be known. This includes
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the on-hand inventory, which is the physical inventory in the warehouses;
the allocated or reserved inventory, which is the part of the on-hand inven-
tory that is reserved for production orders that have already been released,
and is therefore not available any more to satisfy the gross requirements;

e the back-orders, which correspond to overdue or late component orders,
and will be satisfied or delivered at the next reception; and

e the on-order inventory, which is the quantity of components already or-
dered (purchase or production) but not yet received, and for each such
released order the scheduled receipt time period is known.

The available inventory is the inventory status used in production planning
models, and is defined as the on-hand inventory minus the allocated inventory.
It is often called inventory. The inventory position is defined as the available
inventory augmented by the on-order inventory minus the back-orders. It is
the most useful inventory status for inventory control, but it is rarely directly
used in production planning models.

The planned available inventory of item 7 at the end of period ¢
is represented by the variable si in formulation (2.11)—(2.15).
The on-order inventory of item 4, scheduled to be received in

period ¢, corresponds to the fixed quantity xi_v,; released in the

past (typically with t —~% < 0).
The planned back-orders of item i at the end of period ¢ will be
represented by adding a new backlogging variable r¢ in the
formulation of the flow balance equation (2.12).

The net requirements of a component are the time-phased requirements
obtained by subtracting the available inventory, and the on-order inventory
when its reception is scheduled, from the gross requirements. They represent
the amount still to be purchased or produced in order to satisfy the total or
gross requirements.

The inventory status of each component is central and crucial informa-
tion for the reliability of MRP systems. They are updated very regularly to
incorporate the most recent events or transactions (order release, order recep-
tion, physical removal from stock, etc.) in order to reflect accurately the real
situation on the shop floor and in the warehouses.

Planning Rules

Finally, the product database has to contain some more information relative to
the definition and parameters of the planning rules used. Typically, it contains

e the rules and parameters for safety stocks, where the safety stock of a
component is defined as the minimum stock to be held at the end of each
planning period in order to be able to cover small variations of demand or
consumption during the realization of the plan;
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e the rules and parameters for safety times, where the safety time of a compo-
nent is the time added to the component lead-time to cover unpredictable
lead-time variations during the realization of the plan;

e the single-item lot-sizing rules and parameters for each component; such
rules are used to transform the computed net requirements into economi-
cal procurement and production plans satisfying the requirements; we de-
scribe below the role of such single-item plans in the global MRP planning
process; and

e component data required to use the lot-sizing rules: the procurement or
production cost, the inventory holding cost, and so on.

The unit production cost, fixed set-up cost, and per unit and per
period inventory holding cost are represented, respectively, by pi,
qi, hi in the objective function (2.11).

The safety times are part of the lead-time parameter +* in
Equation (2.11).

There is no safety stock in formulation (2.11)—(2.15). Such safety
stocks can be represented as simple lower bounds on the
inventory variables s.

2.2.2 The Planning Process: Single Item Decomposition

So far we have studied the MRP model as defined by its inputs — prod-
ucts, BOM, routing, resources, capacity, inventory — and its mathematical
representation. Now, the challenge is to design a solution approach for the
mathematical programming problem (2.11)—(2.15).

Unfortunately, this model is usually too large to be solved directly, for the
following reasons.

e Short time intervals/buckets are required to model demand satisfaction
and capacity utilization accurately.

e Long planning horizons, and thus a large number of time periods, are
required to cover the global procurement and production cycle.
Capacity utilization needs to be tracked for all the critical resources.
All the intermediate items need to be modeled in order to guarantee the
feasibility of the planned flow of materials.

Therefore, decomposition approaches have been proposed to solve the plan-
ning model, leading to suboptimal production plans. The typical approach
used in ERP/MRP planning systems is illustrated in Figure 2.6 for a MTS
production policy and consists of the following steps.

(i) Master Production Scheduling (MPS)

The process starts with the computation of the Master Production Schedule,
which, in a make-to-stock setting, is the production plan (lot or batch sizes
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Figure 2.6. Planning models for an MTS policy.

per period) for finished products. This means that the MPS is only concerned
with the plan of the last production operation yielding the finished product.

The MPS is built to satisfy the combination of firm customer orders — some
are usually available for the very short term — and forecasts of customer orders
throughout the planning horizon, as well as the required inventory levels at
the end of the planning horizon. This last requirement is in anticipation of
some future peak demand period, or simply to cover demand up to the next
production batch for low-demand items. The MPS must take into account the
existing inventory, the scheduled receipts of already released orders, as well
as some safety stock requirements to cover forecasting errors.

The MPS mechanics are illustrated in Table 2.3 for the finished product
FP from the BOM Figure 2.4, where the planning horizon has been fixed to
six time periods; we are currently at the end of period 0, and all inputs to the
MPS process are indicated in italics.

In this example:

e The gross requirements are defined, by convention, as the maximum of
firm orders and forecasts in each time period, and correspond to updated
forecasts.

e The required ending inventory plays the same role as an additional demand
forecast for period 6.

e The net requirements are the minimal additional production quantities
needed to satisfy the gross requirements, or equivalently the minimal quan-
tities needed for the projected inventory to reach the safety stock level.

e The MPS is chosen to correspond to the net requirements and, therefore,
the projected inventory corresponds to the safety stock after the consump-
tion of the initial stock (and where the projected inventory in each period
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Table 2.3. MPS Planning Process for Product F' P

Planning Parameters HTime Periods H 1 ‘ 2 ‘ 3 ‘ 4 ‘ 5 ‘ 6 ‘
Firm customer orders 171 9| 2

Ending inventory = 10||Demand forecasts 15| 25| 40| 40| 20| 20
Gross requirements 17125(40(40|20 |30
Scheduled receipts 20

Safety stock = 5 Net requirements 20(40|40|20]30

Current inventory = 7 ||Projected inventory 10{5|5|5|5|5
MPS planned orders (end) 20(40(40{20 |30

Lead-time = 1 MPS planned orders (start)|| 20 | 40 | 40 | 20 | 30
Available to promise 10111 |38(40|20|30

is equal to initial inventory plus scheduled receipt plus finished MPS orders
minus gross requirements).

e The planned MPS orders have to start one period (the lead-time) before
their completion.

e The available to promise (ATP) row gives the basic information needed to
accept new customer orders; it indicates how many units of F'P become
available to satisfy new customer orders in each period.

In this example, we have just tried to minimize the finished product inven-
tory by producing as little as possible. More economical plans can be built by
minimizing production and inventory costs, but this would remain a single-
item single-stage production plan.

(ii) Rough Cut Capacity Planning (RCCP)

The above approach can be used to determine, or even optimize, the MPS for
each finished product individually. However, such finished products usually
share some critical scarce resources, and some consolidation of the MPS plans
is needed. This is carried out in parallel to the MPS process and is known as
Rough Cut Capacity Planning. Its role is to check globally or “roughly” the
feasibility of the MPS with respect to capacity utilization.

In the simplest case, the MPS is established without considering the ca-
pacity restrictions and RCCP consists of the computation of approximate load
profiles implied by the MPS for some critical resources or for some aggregate
view of the capacity (e.g., by department) using historical capacity utilization
factors or simplified BOM structures. If the load exceeds the capacity, the
planner has to adapt the MPS or increase the capacity manually.

In more sophisticated systems, the consolidation and modification of the
MPS or the increase of capacity are suggested by the system.

In all cases, this approach remains approximate or rough because this
capacity planning process does not take into account production stages other
than the final one, and in particular does not consider
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e the current inventory and in-progress orders at various stages, as if net
requirements were equal to gross requirements at all stages but the final
one, and

e the size and timing of production orders required at various production
stages to produce the components consumed by the MPS.

Therefore, a detailed finite capacity verification step can only take place once
the detailed production plans for all components are known.

(iii) Final Assembly Scheduling (FAS)

In the case of an assemble-to-order (ATO) production policy, a similar ap-
proach is used but the MPS is established for the decoupling items. The
decoupling items are the semi-finished products at the interface between the
push and pull planning phases; they are thus the last items produced to stock.
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Figure 2.7. Planning models for an ATO policy.

For the MPS, the only modification with respect to the MTS policy is the
need to compute customer demand forecasts at the level of the intermediate
decoupling items, rather than at the finished product level. In other words,
to behave as if customers were ordering directly the semi-finished products to
be assembled.

Then, assuming that these decoupling items are available in stock when
needed, the Final Assembly Schedule (FAS) determines when to realize the
operations required to transform the intermediate items into the finished prod-
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ucts, in order to meet firm customer orders on time. This approach is illus-
trated in Figure 2.7.

(iv) Material Requirements Planning (MRP)

The MPS and RCCP fix the production plan for all finished products, or
decoupling items. Using a similar approach, that is, planning the production
to meet uncertain forecasts, does not make sense for the other items in the
BOM structure. One can do much better.

Once the production plan for finished products is fixed, one knows exactly
when and in what quantity the components entering in the final production
stage are required. This information has been called the dependent demand.
So, we can replace uncertain forecasts by certain dependent demands, com-
puted using the BOM structure. This eliminates the major source of uncer-
tainty from the planning process, and hence the major reason to hold huge
safety stocks. Then, we can plan the production of these components to meet
their dependent demand. These production plans determine in turn the de-
pendent demand of their immediate predecessors.

This process can be repeated, level by level in the BOM structure, all
the way through, from the finished products back to the raw materials. It is
known as the Material Requirements Planning process. Its sequential aspect
is illustrated in Figure 2.8 on the BOM structure from Figure 2.4, assuming
a MTS policy. Observe for instance that the total dependent demand and the
production plan of item C' can only be computed after the production plans

of both F'P and A have been fixed.
forecast
FP

planning

FP

planning
MRP B

planning
MRP C

Figure 2.8. The MRP planning process.
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For each item in the BOM structure subject to dependent demand, this
sequential MRP planning process involves the following steps.

MRP Process: Step 1. Computation of the gross requirements.

These are time-phased requirements equal to the sum of dependent and
independent demand. For some items such as spare parts, there can be
a mix of a dependent and independent demand. In this case, forecasts
must be computed for the independent part of the demand. The depen-
dent demand is derived directly from the production plans of the direct
successors in the BOM.

MRP Process: Step 2. Netting or computation of net requirements.
The net requirements are time-phased requirements. They correspond to
the minimal additional (i.e., in addition to available stock and scheduled
receipts) production quantities needed to satisfy the gross requirements.

MRP Process: Step 3. Planning or uncapacitated lot-sizing.

This last step consists in solving the single-item planning subproblem
(LS-U) to determine the production plan meeting the net requirements,
and satisfying some criterion. A production batch of an item in a period
is called a suggested production order, or a suggested procurement order,
or simply a suggested order.

Production plans or suggested orders are computed in MRP systems
by using so-called lot-sizing planning rules. For instance the lot for lot
(LFL) planning rule consists in taking the suggested orders equal to the
net requirements, in every time period. This means that one produces
exactly the demand, and therefore one minimizes the inventory level or
cost. Other heuristic planning rules try to balance the set-up and inventory
costs by grouping net requirements over several time periods in a static
way (economic order quantity (EOQ), period order quantity (POQ)) or
a dynamic way (part period balancing (PPB), least unit cost (LUC), or
least period cost (LPC)).

Finally, this single-item lot-sizing problem with the objective of min-
imizing the sum of unit production costs, set-up costs and inventory
costs (i.e., LS-U) can be solved to optimality by dynamic programming
and mixed-integer programming approaches. This single-item subproblem
plays a central role in our optimization approaches, and is studied exten-
sively in the sequel.

In all these solution methods, the single-item lot-sizing problem is
solved as an uncapacitated problem, simply because the problem is solved
separately for each item. This makes it impossible to take joint capacity
restrictions into account, and this is also why the lead-time is fixed and
independent of the production order sizes.

The MRP mechanism is illustrated in Table 2.4 for the raw material C' from
the BOM Figure 2.4, using the usual MRP record presentation. According to
the sequential MRP process, we assume that production plans are available
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for FP and A, and all data available prior to the computation of the MRP
record are given in italics.

Table 2.4. MRP Record for Raw Material C

Planning Parameters “Time Periods “ 1 [ 2 [ 3 [ 4 [ 5 ‘
Orders for F'P (start) 20| 40| 40| 20| 30
Orders for A (start) 20 20| 10| 20| 20
Gross requirements 80 {100| 70 | 80 | 90
Scheduled receipts 120

Safety stock = 0 Net requirements 60 | 90

Current inventory = 150||Projected inventory 70190 | 20| 70 |110

Plan. rule: EOQ=130 Suggested orders (end) 130130

Lead-time = 2 Suggested orders (start) 130|130

In the MRP record in Table 2.4:

There is no independent demand for item C.
The dependent demand for item C' is three times the suggested orders of
A plus the planned orders of F'P (see the BOM structure in Figure 2.4).

e The initial inventory is large enough to cover the gross requirements up to
period 3, and there are only net requirements in periods 4 and 5.

e The planning rule used is the fixed-order size rule (EOQ), and an order
of size 130 (this order size is computed using the EOQ formula as the
best compromise between inventory and set-up costs for the average net
requirement observed) is suggested each time the projected inventory be-
comes negative.

e The suggested MRP orders have to start two periods (the lead-time dura-
tion) before their completion.

This MRP planning process automatically computes suggested orders for
all components in the product structure. The MRP records are updated reg-
ularly to take into account all transactions that have occurred and have mod-
ified the status of the production system, such as new customer orders, new
order releases, order reception from suppliers, and so on.

In this dynamic context, the role of the planner (i.e., the user of the MRP
system) is first to check the availability of the components and of the resources
to perform the orders suggested in the coming or next few periods, and then to
release the corresponding orders to the shop floor or to the supplier. In some
cases, the MRP system makes infeasible or inadequate suggestions, mainly be-
cause it does not take capacity into account during the MRP process, and the
planner has to adapt or improve the suggested plan manually. In such cases,
the modified orders are transformed into firm suggested orders or blocked or-
ders to prevent the MRP system changing them on the next run or automatic
update.
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(v) Capacity Requirements Planning (CRP)

The above approach determines the production plan for each component in-
dividually. As for MPS and RCCP, some consolidation of the MRP plans is
needed. This is done after the MRP computations and it is known as Ca-
pacity Requirements Planning. Its role is to check the feasibility of the orders
suggested by the MRP with respect to capacity utilization.

As for RCCP, there are several versions of CRP. In the simplest case,
the CRP consists in the computation of detailed load profiles implied by the
MRP orders. This is done by starting each MRP suggested order at its earliest
start date, or at its latest finish date, and loading each work center or each
resource according to the detailed description of the sequence of operations in
the routing data. Once this is done for all suggested and in-progress orders, if
the load exceeds the capacity in a work center, the planner has to adapt the
suggested orders — start earlier or later to smooth the load — and to create
firm suggested orders, or has to increase the capacity, manually. Hence, CRP
identifies capacity problems, but does not resolve them.

In more sophisticated systems, the modification of the proposed orders or
an increase of capacity are automatically suggested by the system.

In all cases, this approach remains very heuristic and suboptimal. Un-
capacitated production plans are first generated, and then locally adapted
to become feasible, by moving orders backward and forward in time or by
increasing the capacity (overtime, alternate routing, etc.).

2.2.3 Limitations of MRP and the Optimization Answer
Although MRP systems are very powerful integrated production management

and information systems, their planning modules implementing the myopic
decomposition approach described above suffer from very severe limitations.

periods
t=1 t=2 t=3

Gee 60O
o

a) b) c)

20

Figure 2.9. A two-level serial production planning example: (a) the minimum cost
flow model; (b) its MRP solution with cost = 675; (c) an optimal solution with cost
= 575.
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This decomposition approach is called myopic because it does not exploit any
knowledge about the model in the decomposition.

In other words, the decomposition is carried out in the same naive way for
all models. The planning problem is decomposed into uncapacitated single-
item subproblems, that are solved independently and sequentially, without
backtracking, from finished products to raw materials. Capacity restrictions
are taken into account only after the calculation of the production plan, and
mainly to compute capacity requirements or to adapt the production plans
locally (i.e., using minor modifications) with the hope of making them feasible.

In particular, in terms of productivity optimization, the major drawbacks
of this myopic approach are the following.

Drawback 1:
Single-Level Decomposition = Suboptimal Productivity
(Inventory and Production Costs)

The level-by-level decomposition of the product structure leads to suboptimal
solutions with respect to the global minimum cost objective function. This
is illustrated in the following simple example, the simplest one can imagine,
involving only two items.

Suppose that we have an instance of the MRP model (2.11)-(2.15) with
three periods and a serial BOM structure with 2 levels, one item at each level,
where one unit of the raw material (i = 2) is required to produce one unit of
the finished product(i = 1). For simplicity, we assume that the lead-time ~*
is zero for each item.

The external or independent demand for the finished product is d' =
(10, 15,20). There is no external demand for the raw material. There is a fixed
ordering cost of g7 = 200 for the raw material, and fixed production cost of
qf = 100 for the finished product for all t. The unit production cost is constant
over time, and thus constant in all solutions, and therefore not considered. The
inventory cost is hi = 5 for all 4, t. There are no capacity restrictions. This
planning problem can be viewed as the fixed charge minimum cost network
flow problem represented in Figure 2.9a.

In the MRP approach, we first determine the MPS for the finished product
1 = 1 in order to satisfy its external demand. The optimal solution, minimizing
the set-up and inventory costs, is to produce 25 units in period 1, stock 15
from period 1 to period 2, and produce 20 units in period 3 with a total cost
of 275. This production plan defines the internal or dependent demand for the
raw material: 25 units of raw material have to be available in period 1, and
20 units have to be available in period 3. We then solve the MRP subproblem
for the raw material, and find that it is optimal to order 45 units in period
1, and stock 20 units from period 1 to period 3 at a cost of 400. Note that
an alternate optimal solution for the raw material is to order twice (25 units
in period 1 and 20 units in period 3), and avoid the inventory costs. So the
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MRP process has produced a global production plan with a cost of 675. This
MRP solution is represented in Figure 2.9b.

The optimal solution with a cost of 575 is represented in Figure 2.9c.

Furthermore, when determining the MPS (which corresponds to solving
the single-level minimum cost flow subproblem for item i = 1), the worst
possible solution for item 1 (which is to produce the 45 units in period 1, and
satisfy the demands in periods 2 and 3 from stock) forms part of the globally
optimal solution shown in Figure 2.9c. This holds because it avoids the very
costly procurement of the raw material. Such interactions between the items
are simply ignored in the MRP decomposition process.

This example illustrates the difficulty of optimizing the production plans
by solving independent single-level subproblems sequentially.

Drawback 2:
Single-Item Decomposition =- Infinite Capacity Planning =-
Suboptimal Productivity (Capacity Utilization Plans)

The main characteristic of the MRP process is the decomposition into inde-
pendent single-item planning subproblems. Because the resources are usually
shared by several or many items, this decomposition scheme does not allow
one to take capacity restrictions directly into consideration, that is, into con-
sideration when the production plan is drawn up. In other words, the capacity
available for item ¢ depends on the production plans of some other items, and
is therefore not known when planning item 3.

Therefore finite capacity planning in MRP is carried out as follows. First,
infinite capacity production plans (i.e., production plans defined as if capacity
were infinite) are determined for all components (MPS and MRP). Next, these
plans are translated into capacity requirements (RCCP at the MPS level,
and CRP at the MRP level). Finally the plans are heuristically, and often
manually, adjusted when some resources are overloaded. This clearly defines
suboptimal capacity utilization plans. There is no reason to believe that the
best or even good plans can be obtained in this way. The bottleneck (i.e., the
most heavily loaded resource) capacity should be accounted for initially in the
planning procedure, and exploited optimally, in order to optimize the global
productivity.

Drawback 3:
Infinite Capacity Planning = Constant Lead-Times = Increased
Inventory, Decreased Flexibility

Another consequence of infinite capacity planning is the impossibility of deter-
mining the production cycle and production lead-times as part of the output
of the planning process.

As already explained in Section 2.2.1, in a finite capacity planning process
it is possible to build realistic or feasible production plans without adding
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safety waiting times to the minimum production lead-times (7% in the MRP
optimization model). This is done by taking work center capacity and routing
data explicitly into account, and by only releasing orders for which enough
capacity is available.

Unfortunately, in an infinite capacity planning approach, the load of the
resources cannot be estimated or anticipated. Therefore, the effective produc-
tion lead-time for each operation is the sum of the technical or minimum
production lead-time +* and the waiting time for the availability of the re-
sources. This waiting or queue time clearly depends on the resource load,
and consequently varies over time for each resource. Because these waiting
times cannot be anticipated, a worst-case approach has to be taken, and the
constant lead-time used in MRP is inflated by a large enough safety time to
guarantee that the lead-time can be met in all cases. This safety time is useful
in the rare cases when the resources are heavily loaded, and useless in all the
other cases.

A first consequence is that production orders are most often completed
well in advance of the due-date or requirement date. Thus the safety times
translate into increased work-in-progress inventory. A second and indirect
consequence is that the total production cycle is augmented by the safety times
at all production stages, the MPS time horizon is augmented accordingly,
and the whole MRP planning process is based on longer-term forecasts. As
long-term forecasts are usually much worse, larger end-product safety stocks
are needed to protect the system against larger forecast errors. Finally, this
longer MPS horizon requires more anticipation, and reduces the flexibility of
the production system.

Summary

In summary, the myopic MRP decomposition scheme leads to important pro-
ductivity and flexibility losses, two of the key levers in all manufacturing
strategies, which is exactly the opposite of what is expected from a good
planning system, and the opposite of what was initially expected from MRP
systems. Indeed, the starting idea of MRP was to distinguish the dependent
demand, which is computable, from the uncertain independent demand, for
which forecasts are needed, with the objective of knowing when and how much
is needed of each component, and thereby opening the way to a reduction of
the global inventory levels.

The Optimization Approach

The observed limitations all relate to the MRP decomposition approach and
planning process, and not to the MRP model itself. The MRP model formu-
lated and discussed above adequately represents the planning problem faced
by many companies, but a global solution and optimization approach is needed
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in order to reach the desired goal of improving the productivity and flexibility
simultaneously.

This global optimization approach depends on the two main modeling
ingredients to which we hope to contribute: the expertise needed to build
correct and adequate mathematical models, and the expertise required to
improve the initial problem formulations and to design optimization software
allowing one to solve larger instances globally, without resorting to myopic
decomposition.

2.3 Advanced Planning Systems

The purpose of this section is to describe the general context of production
planning and supply chain planning models and systems.

2.3.1 Supply Chain Planning

A supply chain (SC) consists of a set of organizations, often legally separated,
linked by materials, information, and financial flows, that produce value in the
form of products and services for the ultimate customer. It can also consist of
the geographically dispersed sites of a single and large company. Along this
supply chain, raw materials have to be purchased, intermediate and finished
products have to be produced or transformed, and finished products have to
be sold and distributed.

Therefore a SC is usually modeled as a network composed of vendor nodes;
plant nodes where products are produced or transformed; distribution center
nodes where products are received, stored, and dispatched but not trans-
formed; market nodes where products are sold or consumed; and transporta-
tion arcs connecting the nodes and supporting both the physical and infor-
mation flow.

Supply Chain Planning (SCP) is defined as an integrated planning ap-
proach used to organize the SC activities.

e This multi-dimensional integration is concerned with the functional inte-
gration of the primary activities — purchasing, manufacturing, warehous-
ing, transportation — and support activities that constitute the value chain
of the SC.

e [t is also concerned with the inter-temporal integration — often called hi-
erarchical planning — of these activities over strategic, tactical, and oper-
ational planning horizons. Strategic problems deal with the management
of change in the production process and the acquisition of the resources
over long-term horizons based on aggregated data. Tactical problems ana-
lyze the resource allocation and utilization problems over a medium-term
planning horizon using aggregate information. This consists in making de-
cisions about, for instance, materials flow, inventory, capacity utilization,
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and maintenance planning. Operational problems aim at planning and
controlling the execution of the production tasks. For instance, produc-
tion sequencing and input/output analysis models fit into this category.
This integration is critical to success because the design of the SC must
take into account the operations performed under this design, and because
a company cannot maintain competitive operations and position with poor
strategic decisions regarding its technology or the location of its plants and
facilities.
e Finally it is concerned with the spatial integration of these activities.

Integrated planning is made possible because of the recent advances in
information technology (IT). Focusing only on the procurement and manu-
facturing or production functions of the supply chain, Manufacturing Plan-
ning and Control (MPC) systems are developed to cope with these complex
planning environments, and integrate these planning problems into a single
integrated management system.

Aggregate planning | ————— Forecasting

7
e
e

Master production
- scheduling

\ Y

Inventory
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N Material requirements
planning
Shop floor
scheduling Vendor control
and control

Figure 2.10. An MRP-II system.

For instance, Figure 2.10 describes how the tactical and operational plan-
ning problems are integrated in Manufacturing Resources Planning (MRP-II)



68 2 Production Planning Models and Systems

systems, an example of an MPC system. In these systems, medium-term ag-
gregate or master planning consists in deciding about capacity utilization, and
aggregate inventory levels to meet the forecast demand over a medium-term
horizon of about one year. A medium-term horizon is usually needed to be
able to take into account some seasonal pattern in demand. MPS consists of
planning the detailed short-term production of end-products in order to meet
forecast demand and firm customer orders, taking into account the capac-
ity utilization and aggregate inventory levels decided at the master planning
stage. Here the time horizon is usually expressed in weeks and corresponds
to the duration of the production cycle. MRP-I establishes the short-term
production plans for all components (intermediate products and raw mate-
rials) from the production plan of end-products decided at the MPS stage,
and from the product structure database (bills of materials). Then, shop-floor
control systems (for manufactured components) and vendor follow-up systems
(for purchased components) control the very short-term execution of the plans
decided at the MRP-I stage. The time horizon at this stage is usually of a few
days.

Other well-known integrated production planning concepts and systems
fit into this general manufacturing, planning, and control framework. For in-
stance, the MRP-II system represented in Figure 2.10 subsumes the original
MRP-I system, and follows the Hierarchical Production Planning (HPP) prin-
ciples.

Such MPC systems are based on transactional databases. However, the
existence and storage of transactional data, as well as faster and cheaper
data communication, do not automatically lead to improved decisions. The
effective application of IT in SC management requires the building of effective
decision-support systems. These are called analytical IT systems, as opposed
to transactional IT systems.

Optimization planning models are an essential component of these ana-
lytical systems because they are able to evaluate and identify provably good
plans and optimize the trade-off between financial and customer satisfaction
objectives. In supply chain planning, as well as in operations management
in general, the financial objectives are usually represented by transportation
costs for purchasing and delivering products, production costs for machines,
materials, manpower, start-ups and overheads, inventory holding costs, op-
portunity costs of the capital tied up in the stocks, insurance, and so on.
Customer-service objectives are represented by the ability to deliver the right
product, in the right quantity, at the right date and place.

2.3.2 Advanced Planning Systems and the Supply Chain Planning
Matrix

The analytical IT or “computerized” planning systems, based on the trans-
actional data gathered from an Enterprise Resource Planning transactional
System, are called Advanced Planning Systems (APS). The structure of the
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planning tasks of such APS is described in Figure 2.11, and is known as the
Supply Chain Planning Matriz (SCPM).
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Figure 2.11. The Supply Chain Planning Matrix ([70]).

The main characteristics of an APS are the following:

e Integral or global planning: coordination of the planning of the entire sup-
ply chain;
e Optimization focus: the definition of alternatives, objectives, and con-
straints for all the planning tasks; and
e Hierarchical approach: the decomposition into planning modules, and their
vertical and horizontal coordination by information flows.

These characteristics are reflected in Figure 2.11. In most of the applications,
traditional MRP or ERP systems do not share these characteristics. They are
restricted to the production function, and they do not optimize. Moreover,
when they consider various planning horizons, they use essentially a sequential
or independent approach for the different planning tasks. In other words, with
respect to the APS as in Figure 2.11, there is no real bottom-up coordination
with respect to planning horizons, and no left—right coordination with respect
to planning functions.
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This SCP matrix is also used by APS software providers to offer a set of
software modules covering the matrix as much as possible. The typical module
architecture of such systems is depicted in Figure 2.12.
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Figure 2.12. Architecture of Advanced Planning Systems ([70]).

Of course, the SCPM defines the general structure of an APS, but a single
APS consisting of a fixed combination of software modules cannot respond
to the management requirements of all supply chains. Typologies of supply
chains are defined in the literature in order to identify supply chains having
or sharing the same major characteristics, and therefore sharing the same
planning requirements and tasks. One such typology is based on supply chain
functional attributes — related to the functions of procurement, production,
distribution, and sales — and structural attributes — related to the topography,
integration, and coordination of the SC. For instance, this typology has been
used to design APSs for specific industries, such as the computer assembly
and consumer goods industries.

In the context of APS and its planning matrix, the objective of this book
is to give a state-of-the-art description of the modeling and reformulation
theory needed to design efficient optimization- or mathematical programming-
based algorithms to support the supply chain planning tasks. In other words,
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we focus on one of the major characteristics of the APS approach, namely
optimization.

2.4 Some Supply Chain Planning Problems

We describe here briefly, without mathematical formulations, two generic
classes of supply chain planning problems. They extend the scope of pro-
duction planning models presented so far by considering the entire supply
chain rather than a single production facility or plant.

2.4.1 Strategic Network Design Problems

The purpose of supply chain strategic network design problems is to config-
ure the supply chain network as a whole, from suppliers through production,
warehousing, and distribution facilities, down to end customers, which can be
downstream subsidiaries.

Decisions

The main decisions to be taken at this stage are the status of the nodes
and arcs in the supply chain network. For each node, the decision is usually
whether to install a facility at a specific location or site, and also the amount
of product processed (bought, produced, transformed) at the node. For the
arcs, the decision is whether to use a specific route for a given product to
link some nodes in the network using a given transportation mode, and also
the amount of product flowing through that route. These major decisions
are either considered as static, requiring single-period decisions and a single-
period model, or dynamic, involving a multiple-period model. In the case of
a multiple-period model, similar decisions can be taken in each time period,
and inventory arcs are added in the network at some specific nodes, typically
modeling production and storage facilities.

Restrictions

These decisions have to be taken in order to satisfy the forecast demand of the
customers. Therefore, the main constraint in this problem is the flow conserva-
tion constraint for each product at each location or node in each time period.
This means that during each time period, the amount of product received
from the local suppliers plus the amount available from initial inventory, the
input flows, cover exactly the amount shipped to local customers or to other
facilities and the amount put into final inventory, output flows, at each node.

Moreover, there are usually capacity restrictions attached to the various
activities. These can be supply capacity, production, processing or trans-
portation capacity, or storage capacity restrictions. Capacity installation (the
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amount to install) and expansion (the increase of capacity) become decisions
to be taken in these problems.

Objective

The objective of the problem is to design a network able to satisfy customer
demand and to maximize the after-tax discounted yearly profit of the cor-
porations involved in the supply chain. This includes all costs and revenues
in the supply chain, namely revenues from sales and supply, manufacturing,
warehousing, inventory, and transportation costs. When the supply chain is
composed of different legal entities or covers several countries, this also re-
quires decisions to be taken regarding the product transfer prices between
these entities, and the modeling of the legal restrictions on the pricing mech-
anisms.

Model Type

The manufacturing costs and investment costs often exhibit economies of scale
with respect to the amount produced or the capacity installed. This is usually
approximated or modeled using fixed charge cost functions, that is, cost func-
tions with a fixed component to be paid if there is production/investment and
a linear component directly proportional to the amount produced or capacity
installed. In such cases, the resulting model is a mixed integer programming
model, very often linear.

The general structure of these problems is of the multi-period, multi-
product, multi-echelon or level, capacitated fixed charge network flow type.
This comprehensive modeling and optimization approach was used to design
the supply chain of Digital Equipment Corporation.

Challenges

Solving such complex and often large-scale models to optimality is still chal-
lenging. This is particularly true when transfer prices have to be incorporated
in these problems because this feature often makes the model nonlinear.

2.4.2 Supply Chain Master Planning Problems

The purpose of supply chain master planning problems is to optimize and syn-
chronize the materials flow along the complete supply chain over a medium-
term horizon. The main purpose is to adapt supply and production levels to
demand for aggregated products, taking the capacity of bottleneck resources
into account, with a centralized view considering all relevant costs and con-
straints. This global supply chain perspective for the mid-term decisions al-
lows one to reduce inventory levels by improved coordination and by removing
redundant buffers between supply chain entities.
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This problem takes the design of the supply chain network as fixed by
a higher-level, longer horizon, planning module. The results of master plan-
ning impose restrictions on lower level detailed planning modules, which are
very often functionally decomposed into short-term procurement, production,
distribution, and transportation modules. Feedback mechanisms have to be
implemented in order to coordinate these three planning levels.

Decisions

The main decisions are the aggregate production and distribution plan for all
supply chain entities. In particular, production quantities are decided for each
product group, each time period and location (plant or warehouse). Similarly,
transportation quantities are decided for each link in the supply chain network,
each product group and each time period.

These problems are always dynamic, multiple-period problems because
their major objective is to optimize the trade-off between variations in pro-
cessing levels and variations in inventory levels over time, in order to minimize
the cost of satisfying the global supply chain demand for all products. Inven-
tory levels over time are a consequence of the production and transportation
decisions.

The main difference with respect to the strategic network design problem is
the level of detail for the decisions modeled. Usually, the length of the planning
periods is shorter, more detailed product groups are modeled by incorporating
intermediate and storable products, and production and storage facilities are
modeled in more detail. For example, set-up times and changeover times,
the time or capacity consumed when a machine starts a production batch or
when a machine switches from one product to another, are incorporated in
master planning when they have a significant impact on capacity utilization.
This level of detail is required in order to exploit the flexibility of the supply,
production, and distribution processes in satisfying demand. To facilitate the
coordination with short-term planning, it is often the case that the short-
term horizon (the first few days or weeks) within the medium-term horizon is
modeled using smaller time period intervals.

Restrictions

As for the strategic problem, the decisions are taken in order to satisfy the
forecast demand. Therefore, the main constraint is again the flow conservation
constraint for each product at each location in each time period.

The other main constraints are the capacity restrictions on supply, pro-
duction, transportation, and inventory levels.

Objective

The objective of the problem is to optimize the trade-off among inventory
costs, production, and transportation costs.
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Model Type

Again, the manufacturing and transportation costs exhibit economies of scale
with respect to the amount produced, and are modeled using fixed charge cost
functions.

The general structure of these problems is of the multi-period, multi-
product, multi-echelon or level, capacitated fixed charge network flow type.
For instance, impressive returns with this master planning optimization ap-
proach have been obtained at the Kellogg Company.

Notes

Sections 2.1 and 2.2 In addition to the detailed planning case studies pro-
vided in this book, and to the generic planning models described here, we refer
the reader to Voss and Woodruff [186] for an introduction to the modeling
and solution of MRP optimization problems. For another general survey on
production planning, we refer to Graves et al. [78].

Section 2.3 Our general definitions of supply chains and supply chain man-
agement are adapted from Christopher [38], Shapiro [149], and Stadtler and
Kilger [155].

The presentation of the structure of Manufacturing Planning and Control
Systems is derived from Vollmann et al. [185], integrating original characteri-
zations of MRP-I systems by Orlicky [127] and Hierarchical Production Plan-
ning approaches by Hax and Meal [87]. The reader should refer to Vollman
et al. [185] and Browne et al. [32] for a general description of MRP systems,
to Hopp and Spearman [91] for a critical analysis of MRP systems, to stan-
dard operations management texts such as Silver et al. [151] and Johnson and
Montgomery [93] for a more extensive treatment of the heuristic lot-sizing
rules, and to Chopra and Meindl [37] for a modern textbook on Supply Chain
Management.

The important distinction between analytical and transactional I'T systems
is emphasized in Shapiro [149] and Fleischmann et al. [70].

The description of the general architecture of Advanced Planning Systems
comes from Fleischmann et al. [70], where a complete description of the Supply
Chain Planning Matrix and its planning modules can be found. A similar
structure focusing on the difference between transactional and analytical IT
systems can be found in Shapiro [149].

The typology of supply chains we refer to is defined by Meyr at al. [120].
They illustrate how to use this typology to design an APS for the computer
assembly and the consumer goods industries (see also Fleischmann and Meyr
[69]) .

Section 2.4 Our description of the generic supply network design problem
is inspired by the more complete review on the subject by Goetschalckx [76].
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Its application to Digital Equipment Corporation can be found in Arntzen et
al. [12].

A more complete introduction to the required coordination between the
master planning SC module and the other SC modules, through disaggregation
and feedback mechanisms, can be found in Rohde and Wagner [146].

The application of master planning to the Kellogg Company, and its im-
pressive returns, can be found in Brown et al. [31].



This page intentionally left blank



3

Mixed Integer Programming Algorithms

Motivation

Our approach to help in solving industrial production planning problems is
based on the solution of mixed integer programs by optimization methods.
This means that we want either to find provably optimal solutions to these
programs, or to find near-optimal solutions with a performance guarantee,
expressed usually in terms of a percentage deviation of the objective value
from the optimal value (duality gap; see Sections 1.2.5 and 3.3.4).

For readers that are not familiar with mixed integer programming, and
in order to make this book accessible to a wide audience, we provide a — not
too technical — introduction to mixed integer programming algorithms and
reformulation techniques. This introduction contains all the material necessary
to understand and to use the reformulation approaches and results presented
in later chapters.

Our motivation is also to help the reader to develop a less myopic un-
derstanding of the reformulation approach by carefully defining the concepts
and describing the main steps of the reformulation methods and the main
questions one needs to answer in order to use these methods.

Objective

The general objective of this chapter is to present

e the general optimization methods used to solve mixed-integer program-
ming models, namely the branch-and-bound and branch-and-cut methods,
and

e the different reformulation techniques used to improve the mathematical
formulations of these models.

Contents

More specifically:
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In Section 3.1 we define a mized integer program.
In Section 3.2 we provide an intuitive introduction to the analysis of run-
ning times of algorithms,

e In Section 3.3 we formalize the branch-and-bound algorithm used to solve
general MIPs.

e In Section 3.4 we define the main steps of the a priori reformulation ap-
proach taken to tighten the initial mathematical formulation, including
the important concepts of valid inequalities, good and bad formulations,
and the ideal convex hull or tight reformulation.

e In Section 3.5 we formalize the branch-and-cut algorithm, using separation
algorithms and cutting plane algorithms as building blocks.

e Finally in Section 3.6 we describe basic construction and improvement
heuristics designed to find and improve feasible solutions quickly, and to
be used in combination with a branch-and-bound algorithm.

3.1 Mixed Integer Linear Programs

All the example models that we have formulated so far, and that we consider
in this book, belong to the general class of mixed integer linear programs.

Definition 3.1 A mixed integer linear program (MIP) is an optimization
program involving continuous and integer variables, and linear constraints.
Any MIP can be written as

(MIP) Z(X) = min { cx+ fy : (z,y) € X },

(z,y)

where the set X is called the set of feasible solutions and is described by m lin-
ear constraints, nonnegativity constraints on the x,y variables, and integrality
restrictions on the y variables. In matrixz notation

X = {(z,y) eRY xZh : Az +By>b},

where

e Z(X) denotes the optimal objective value when the optimization is per-
formed over the feasible set X.

e 2 and y denote, respectively, the n-dimensional (column) vector of non-
negative continuous variables and the p-dimensional (column) vector of
nonnegative integer variables.

c € R" and f € RP are the (row) vectors of objective coefficients.
b € R™ is the (column) vector of right-hand side coefficients of the m
constraints.

e A and B are the matrices of constraints with real coefficients of dimensions
(m x n) and (m X p), respectively.
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Definition 3.2 A mixed binary linear program (MBP), or mixed 0-1 pro-
gram, is a MIP (according to Definition 3.1) in which the integer variables y
are further restricted to take binary values. This means that the feasible set
X of a MBP is defined by

X = {(z,y) €ERL x{0,1} : Az +By>b}.

In these definitions, we have indicated the dimensions of all vectors for
completeness. When these dimensions are clear from the context, or not im-
portant, they are usually omitted. Note also that the nonnegativity of variables
is not essential in this definition. We have included this restriction because it
is usually present in practice.

As we show, the linear relaxation of a MIP plays a very important role in
the optimization algorithm used to solve it. It is obtained by removing the
integrality restrictions on the y variables. Specifically if

Px = {(z,y) eR} x[0,1]7 : Az +By>b},
then X is the set of points in Px with y integer; that is, X = Px N (R"™ x ZP).

Definition 3.3 The linear relaxation (LR) of the MIP min{cx+ fy : (x,y) €
X} with X = Px N (R™ x ZP) is the linear program

(LR)  Z(Px) = min {ecx+fy : (z,y) € Px },

where the feasible set is Px. We call Px a formulation for X.

It is important to note that the linear programming relaxation of a MIP
with feasible set X depends not just on X, but on the set of linear constraints
used in describing Px.

The set Px is a larger set than X. Indeed, to get Px we have just added to
X all the points (z,y) € R} x RY satisfying the linear constraints Az + By >
b, and with some non-integer y-coordinate. Because we minimize the same
objective function over a larger set (i.e., Px 2 X), the optimal objective
values satisfy the following property.

Observation 3.1 For any MIP with a minimization objective function, the
linear relazation defines a lower bound on the optimal objective value,

Z(Px) < Z(X).

On the other hand, upper bounds are obtained from feasible solutions.
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Observation 3.2 For any MIP with a minimization objective function, the
objective value Z = cx + fy achieved by any feasible solution (z,y) € X
provides an upper bound on the optimal objective value,

Z2(X) < Z

These lower and upper bounds will play an essential role in the solution of
MIP using a branch-and-bound algorithm. This is explained in Section 3.3

To illustrate the notation of MIP, and the behavior of the branch-and-
bound and branch-and-cut algorithms, we use the following small example
involving only two integer variables (p = 2), and no continuous variables
(n = 0). Such MIP programs with only integer variables are called pure integer
programs (PIP).

Z(X) = m;n{—y1—2y2 sy =(yy2) €X }, (3.1)

where the feasible set X is defined by

X ={y=Www) el : n > 1
—Y1 > =5
—y1 —0.8y2 > —5.8
y1 —0.8y2 = 0.2
-1 —8y2 > —26 }

This is a MIP as it fits Definition 3.1 withn = A =¢ =0,

1 0 1

1 0 -5

m=5 p=2 f=(-1,-2), B=| -1-08 | and b=| —5.8
1-0.8 0.2

1 -8 —26

The MIP instance problem (3.1) is illustrated in Figure 3.1, where the feasible
set Px of the linear relaxation is represented by the shaded area. The feasi-
ble set X is the set of integer points satisfying the constraints defining Py.
Therefore X corresponds to the black dots inside Px. The line orthogonal to
the direction of minimization simply indicates points with the same objective
value.

Graphically, the objective is to translate this line, as far as possible in the
direction of minimization, and still find a feasible integer point lying on the
translated line. Clearly, the line in Figure 3.1 has been translated too far out
of the feasible set, and does not contain any feasible solution.



3.2 Running Time of Algorithms 81

Ay2 dire:ftion
minimization
3 o o o
4
2 o o o
Px
1 = o
-~ \ Y Y Y Y o

1 2 3 4 5 VAl

Figure 3.1. The MIP instance (3.1), its formulation Px, and its feasible set X.

3.2 Running Time of Algorithms

Before describing the algorithms used to solve MIPs, we give now a very brief
and intuitive introduction to the classical way of representing and analyzing
the running time of (optimization) algorithms.

3.2.1 Performance of an Algorithm

Suppose that we want to solve a given optimization problem P, such as the
PIP defined in (3.1), or the single-item LS-U instance formulated in Section
2.1. In addition we are given an algorithm A that solves P, either exactly or
heuristically.

We suppose first that our intuitive understanding of the notion of an algo-
rithm — as a sequence of computations starting with a mathematical program
and its associated data, and producing a solution to the program — is precise
enough.

The basic question to ask in studying the optimization problem P and
algorithm A is the following.

Question 3.1 Is algorithm A a fast and good algorithm for the program P?

The two natural criteria or performance measures needed to analyze or
compare the behavior of algorithms are the quality of the solutions obtained
(good algorithm) and the time required (fast algorithm) to obtain these so-
lutions. In the case of a MIP, the quality of a solution (z,y) will be defined



82 3 Mixed Integer Programming Algorithms

by the objective function value cx + fy, or by some function of this value
such as the duality gap (see Sections 1.2.5 and 3.3.4) when the algorithm out-
puts lower and upper bounds on the optimal objective value. The speed of an
algorithm will be defined by its running time or computing time.

Running Time of an Algorithm

In complexity theory, the running time of an algorithm is not measured di-
rectly by the time it takes to run on a computer, so as to

e avoid dependence on the software, compiler, or computer used, and
e define a run-time measure that is really characteristic of algorithm A,
rather than characteristic of the computing tools used.

Definition 3.4 The running time of an algorithm on a particular instance
is defined as the number of elementary operations performed. The elementary
operations are the elementary arithmetic operations (+, —, X, /) and the
comparison of two numbers.

The assumption behind this definition is that the running time needed to
perform any elementary operation is a constant, and thus that the numbers
encountered are not enormous. For example, summing n real numbers, or
finding the minimum of n numbers, requires n elementary operations. Of
course this constant will depend on the computing tools used, but it is not a
characteristic of the algorithm itself.

Classes of Problems

In many cases, we are interested in designing algorithms to solve a more
general class of problems of which P is a member. We adopt the following
simple definition.

Definition 3.5 A class of problems is defined as a set of problems sharing
a common mathematical structure or model. Particular problems in a class,
often referred to as instances, differ in their size and their data.

Thus Definition 3.1 defines the class MIP and each problem instance P €
MIP is defined by the size parameters n, p, m, and by the data A, B, b, c,
f- Subclasses of the MIP class are the MBP class and the PIP class. The
example (3.1) is an instance from the class MIP and its subclass PIP.

We analyze algorithms and formulations for smaller subclasses of MIP.
For instance, the LS-U problem defined in Section 2.1 is such a subclass. The
problem classes we consider here are defined and classified in Chapter 4.
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Running Time of an Algorithm for a Problem Class

Now we are interested in the running time of algorithms for solving all problem
instances P belonging to a given class C'. It is usual and natural to express
the running time for solving P € C as a function of its size. For example,
the running time of an algorithm A on any instance of LS-U with n time
periods in the planning horizon is defined as the number N (A, n) of elementary
operations required, and could be equal to
N(A,n) = 3@ + n? (3.2)
Remark: More precisely, note that the running time of an algorithm also
depends on the size of the data (and not only the number of data items),
because elementary operations on very large integer numbers take more
time than on small integers. In complexity theory, it is usual to capture
both the problem size and data size factors by expressing the running time
for solving P € C' as a function of the length of the data (string) required
to define problem instance P.
For example, consider the LS-U model with n time periods. There are
n demands to store, and if each demand is an integer between 0 and
31 = 2% — 1, then it takes a string of at most 5n bits to store the demand
data with the usual binary encoding scheme for integer numbers.
We do not enter into these details here, and express the running time
as a function of the problem size only, assuming implicitly that all the
elementary operations take constant time.

Run-Time Order of an Algorithm for a Problem Class

Finally, the running time required to solve small-size instances P of the class
C is often not very relevant. To analyze the running time of an algorithm, one
usually prefers to take an asymptotic perspective.

Definition 3.6 The run-time order of algorithm A for problem class C' is
f(n) if there exists a constant p such that the running time required to solve
any instance P is bounded from above by u f(n), where n is the problem size
parameter and n is sufficiently large.

Typical values that one encounters for the run-time order f(n) are n, n?,
n3, ..., logn, log?n, ..., 2", or combinations thereof.

The mathematical notation for the run-time order is O(n), O(n?*logn),

In other words, the run-time order of an algorithm is the dominating term
of an upper bound on the running time when the problem size goes to infinity.
For example, the complexity measured in (3.2) corresponds to a run-time order
of O(n?) because N(A,n) < 5n? (for large enough n).
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Definition 3.7 An algorithm with polynomial run-time order O(nP) for some
fixed value p is called a polynomial algorithm.

For the problem classes that we consider here, the mon-polynomial algo-
rithms are called exponential algorithms.

The distinction between polynomial and exponential algorithms is crucial
for the running time and the solution of large-size instances, as illustrated in
Table 3.1. Observe also the difference between logs n and n.

Table 3.1. Illustration of Polynomial and Exponential Complexity

n= 10 10° 103 107 10° 10°
log, n=|3.32 6.64 9.97 13.29 16.61 19.93
logZ n =|11.04 44.14 99.32 176.56 275.88  397.27
n?= | 100 104 108 108 1010 10%2
2" = 1024 1.27 10%° 10.72 103°° 19.95 103°%° 9.99 1030102

Definition 3.8 Problems for which there exists a polynomial algorithm are
considered to be “easy” problems, and belong to the “complexity” class of poly-
nomial problems.

Problem LS-U belongs to the class of polynomial problems. Also, the time
required to solve a linear program using the interior point (barrier) algorithm
is polynomial in its size. Therefore linear programs also belong to the class of
polynomial problems. Note that the time to solve a linear program using the
simplex algorithm is not polynomial, but is very fast in practice.

On the contrary, this does not hold for mixed-integer programs. The only
guaranteed bound on the running time required is in general exponential in
the size! Moreover, if a MIP is solved by a branch-and-bound approach, the
time required depends heavily on the way in which the problem is formulated.
This is the topic of the following sections.

3.2.2 The Size of a Formulation

By extension, we use the same asymptotic notation to define and characterize
the size of a mathematical program as for the running time of algorithms.

For instance, the LS-U formulation given in Sections 1.1 and 2.1 contains
3n variables and 2n constraints, on top of the nonnegativity and integrality
restrictions on the variables. This formulation is said to have O(n) (i.e., of
the order of n) variables and O(n) constraints. We often write that this LS-U
formulation is of size

O(n) x O(n),

where the first factor characterizes the number of constraints, and the second
the number of variables.
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This notation does not characterize the running time needed to solve a
mathematical program, but just the formulation size.

3.3 Branch-and-Bound Algorithm

We now describe the branch-and-bound algorithm which is the basic or general
algorithm used for solving mixed-integer programming programs as defined in
Definition 3.1. We illustrate the behavior of this algorithm on the simple two-
dimensional PIP example (3.1).

For simplicity, we repeat and generalize the description of the optimization
program MIP and its linear relaxation LR. Let

Z(V) = min { cx+ fy : (z,y) €V}

(z,y)

be the optimal value of the optimization problem defined over the feasible set
V and with objective function cx + fy. By convention, we write Z (V) = 400
when the feasible set V' is empty. Program MIP and its optimal value Z(X)
depend on the feasible set X, where

X = {(z,y) ER" xZ) : Ax+By>b}.

Similarly, the linear program LR and its optimal value Z(Px) are defined by
the feasible set Px, where

Px = {(z,y) €R" xR% : Az +By>b}.
We also recall our basic observation regarding the lower and upper bounds.
Z(Px) < Z(X) < Z,

where Z is the objective value of any feasible solution found.

3.3.1 The Enumeration Principle

We describe first the general “divide-and-conquer” principle of the branch-
and-bound algorithm for solving M1P.

(i) The initial lower bound on Z(X) is provided by the optimal value Z(Px)
of the linear relaxation LR. This program is easy to solve (in the com-
plexity sense and in practice) because it is a linear program. Let (z*, y*)
be an optimal solution to LR.

Assumption. We assume here without loss of generality that LR is
bounded. Otherwise, when Z(Px) = —oo, problem MIP is either un-
bounded too, or infeasible. To distinguish between these two cases, it
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suffices to impose arbitrarily large bounds on the variables to obtain a
bounded MIP, and to run the branch-and-bound algorithm on this mod-
ified problem. If it produces an optimal solution, then the original problem
was unbounded, and otherwise infeasible.

Observation. Solving MIP can be rephrased as finding the best (with
respect to the objective function) solution (x,y) in the set Px with y € ZP.

Principle. We try to solve M I P by solving a sequence of linear programs.

(ii) If y* € ZP, then it is feasible for MIP as (z*,y*) € X and it

also provides an upper bound on Z(X). Therefore (x*,y*) is an opti-
mal solution to MIP, because the lower and upper bounds are equal
(cx*+fy* = Z(Px) < Z(X) < Z = cx*+ fy* implies Z(X) = cx*+ fy*).

(iii) Otherwise, y* ¢ ZP and the solution (z*, y*) is not feasible for MTP. We

try to eliminate this useless solution from LR by adding linear constraints
so as to keep a linear program.

Let y; with j € {1,...,p} be some variable taking a fractional (non-
integral) value y7 in the solution (z*,y*) to LR.

Observation. In any feasible solution (x,y) € X, we must have either
y; < lyj] or y; > [y;], where [y;] and [y}] denote the value of y
rounded down and up to the nearest integer respectively.

32 32

For instance, with y; = %, we must have either y; < 3 = [5] or

y; >4 =227 for all (z,y) € X.

Branching Step. To eliminate the solution (z*,y*), as well as all solu-
tions with [y7| < wy; < [yj], we replace the set Px by the union of two
disjoint sets PY and Py, where

Py =PxN{(z,y) €RY xRY : y; < [y;] } and

Py =Px N{(z,y) eRE xRY : y; > [y}] }.

The variable y; is called the branching variable, and the constraints y; <

ly; | and y; > [y7] are called the branching constraints.

Observation. We can now replace the search for the best integer solution
in Py by the search for the best integer solution in P} U P%. Unfortu-
nately, the price to pay in order to keep linear programs is that we have
replaced a single linear program by two linear programs defined over two
disjoint sets.

Example. The initial decomposition of Py into P and P} by branching
on variable y; is illustrated in Figure 3.2 for the M IP example (3.1). The
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Figure 3.2. The MIP program (3.1) and its decomposition in the branch-and-bound
algorithm.

(iv) We look now for the best integer solution lying in one of the formulations
on the list L = {P$, P%}. We can continue the decomposition approach
in the same way. This requires us to analyze separately each formulation
in the list L.

Main iteration. We are given a list L of formulations, and the value Z
of the best integer solution found so far. As long as no feasible solution is
known, we set Z = +o0.

Selection and Solution Step. We select one formulation V' from the
list L, and solve the corresponding linear program (LP) to obtain Z(V)
and an optimal solution (zV,4"). This value Z(V) is a lower bound on
the value of the best integer solution in the set V.

Pruning Step. As in the first iteration detailed above, several cases may
arise in examining the set V.

a.If Z(V) > Z, then the best solution in V' cannot be strictly better than
Z, because Z(V) is a lower bound on the value of the best solution is
V. Therefore we do not need to consider the integer solutions in V,
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and we simply remove V from the list L. This is called pruning by
bound.

. As a special case of the preceding one, when V' is empty, we obtain

Z(V) = 400 > Z, and we can remove V from the list. This is called
pruning by infeasibility.

. If Z(V) < Z and y¥ € ZP, then we have found the best integer

solution (zV,y") in V (because the best solution in V is integral),
and this solution improves the value of the best known solution so far.
Therefore we do not need to decompose V' further. We record the new
best solution value by setting Z = Z(V), and remove V from the list
L. This is called pruning by integrality.

If Z(V) < Z and y¥ ¢ ZP, then the optimal solution of the linear

program V is fractional, and the value of the best integer solution in
V may still improve on the best known solution value Z. Therefore,
we need to decompose the problem further, remove V' from the list
L, and add to L the two sets V? and V! obtained by branching as
described above. This is called branching.

(v) Termination. The algorithm stops when the problem list L is empty.

This is guaranteed to occur in finitely many steps, if the integer variables
y are bounded. However, the number of formulations to consider in the
list L can grow exponentially with the number p of integer variables.

Running Time. Theoretically, the branch-and-bound algorithm requires
a number of iterations that is exponential in the number of integer vari-
ables (p). Each iteration consists of the solution and treatment (pruning
or branching) of one linear program from the list L, which can be carried
out in polynomial time if an appropriate interior point algorithm is used.

3.3.2 The Branch-and-Bound Algorithm

We now summarize the branch-and-bound algorithm.
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Branch — and — Bound

1. Initialization
L ={Px}
Z = +00
Assume that LR is bounded (Z(Px) > —o0)
2. Termination
If L =0 Then
{ If Z = +00 Then X = 0 (infeasible problem)
If Z < +oco Then the solution (z,y) € X with
7 = cx + fy is optimal
STOP
}
3. Node Selection and Solution
Select V € L and let L := L\ {V}
Compute the optimal LP-value Z(V) and solution (zV,y") of V
4. Pruning
If Z(V) > Z Then GO TO 2. (V is either infeasible or dominated
by the best solution (upper bound) found so far)
If Z(V) < Z Then
{If yJV € Z (i.e., is integral) for all j =1,...,p Then
{ (a better feasible solution (upper bound) is found)
Update the upper bound by setting Z := Z(V)
Update the list L by removing dominated programs
(for each W € L: If Z(W) > Z, then L:= L\ {W})
GO TO 2.

}
}

5. Branching
(occurs only when program V' has not been pruned)
(i.e., when Z(V) < Z and y)’ ¢ Z for some j € {1,...,p})
Select j for which yj‘./ ¢ Z (y, is the branching variable)
Update list L by adding programs with restricted y; values
Set L := LU{V° V!'} where
Vo=V n{(z,y) eR} xR : y; < Ly{,J }
Vi=Vn{(zy) eRE xRY : y; > [y)]}
(y; < ly)] and y; > [y)'] are the branching constraints)
GO TO 2.

It is standard to represent the sequence of problems or sets obtained as
elements of the list L during the branch-and-bound algorithm by an enumer-
ation tree. The first node of the tree, called the root node, always represents
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the initial linear relaxation (LR). Then, the two sets V° and V! obtained by
branching from a set V' are represented as child nodes of the node V.

A Branch-and-Bound Example

xVyV)=(3.56,281)=a
Z(V)= -9.16

fractional sol.

Branch

xVyVy=(3,2.875)= b

AV (Zx(‘\//)y\:) =22
Branch fractional sol.
Branch
yp<2 y2 >3
VyV)=4.2,2)=¢
Z(V)= -8.2
fractional sol.

Branch

Wy\)=@.2)=c  ZV)=+e AN
V)= -7 Infeasible, Infeasible,
integer sol. Prune Prune
Best so far, Prune
Y1 <4
VyV)=(4,2)=f WyV)=(5,1=g
Z(\V)= -8 Z\V)= -7
integer sol. integer sol.
Best so far, Dominated,
Prune Prune

Figure 3.3. The branch-and-bound tree for Example (3.1).

The branch-and-bound enumeration tree corresponding to the simple ex-
ample (3.1) is represented in Figure 3.3. In the figure:

The nodes are numbered according to the selection order in Step 3.
The linear program corresponding to node n is defined by the initial lin-
ear relaxation (LR) (node 1 or root node) augmented by the branching
constraints on the path from the root node to node n.

e The solutions (2V,y") found in Step 3 are illustrated in Figure 3.4 by
letters from a to g in the graphical representation of program (3.1).

e The pruning status in Step 4 is indicated next to the nodes (not pruning
means going to branching in Step 5).

e The branching variables and constraints in Step 5 are indicated on the
branches (arcs) of the tree.
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Figure 3.4. The MIP program (3.1) and points (z",y") found in Step 3 of the
branch-and-bound algorithm.

3.3.3 Node Selection and Branching Rules

Finally, note that to implement a branch-and-bound algorithm, one needs to
specify a node selection rule and a branching rule.

The node selection rule specifies which linear set from the list L to select
at each iteration of Step 3. This rule has an impact on the order in which
the nodes are treated, and therefore on the evolution of the lower and upper
bounds during the execution of the algorithm. Some standard rules are:

e Depth-first search in which one selects a child of the preceding node after
branching, and backtracks (i.e., moves back in the enumeration tree to
select the next node) as few nodes up as possible after pruning a node;

e DBreadth-first search in which one selects nodes that are closest to the top
of the tree;

e Best-bound search in which one selects the node with the best (lowest)
lower bound;

e (Combinations of these, such as
— breadth-first search for a certain number of nodes followed by depth-

first search, or
— depth-first search as long as branching is performed, and then best-
bound after pruning a node.

The choice of the rule is often heuristic. Depth-first search allows one to
obtain solutions quickly (because there are more branching constraints deep in
the tree, and such bound constraints help to obtain integer solutions), but with
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the risk that the solution quality suffers if wrong branching decisions are taken.
On the other hand breadth-first search avoids this risk by working in parallel
on all branches of the tree, but is rather slow to obtain feasible solutions. Best-
bound search minimizes the number of nodes treated to prove optimality, and
the combinations of rules are attempts to find a good compromise.

All MIP solvers offer the possibility of implementing and testing a number
of node selection rules.

The branching rule is concerned with the selection of the fractional variable
on which to branch. A common rule is most fractional (closest to one-half).
Here one selects the variable whose fractional part is closest to 0.5, or equiv-
alently the variable that is farthest from being integer. For instance, 3.6 is
more fractional than 2.3. In order to increase the lower bound as fast as pos-
sible, more sophisticated rules try to estimate the impact of the branching
variable on the lower bound values. Again, a number of basic branching rules
are implemented and may be selected in most MIP solvers.

In addition, the user can specify a branching priority for the variables.
The goal is to branch first on variables that have a major impact on the
solution quality. For instance, in production planning, it is sometimes useful
to branch first on the variables corresponding to the initial periods of the
planning horizon (if they take fractional values).

3.3.4 Solution Quality and Duality Gap

For large-size industrial applications, the branch-and-bound tree is often trun-
cated because solving the problem to optimality takes too much computing
time. In such cases, the node selection and branching rules also have an im-
portant impact on the quality of the solution obtained. The quality of the
solution is usually measured by the so-called duality gap.

Definition 3.9 When the branch-and-bound enumeration is unfinished, the
duality gap measures the maximum relative deviation from optimality of the
best feasible solution found. It is defined as

Best UB - Best LB
Duality Gap = e Bost U;S x 100 [%] ,

where Best LB is the minimum lower bound among all outstanding problems
or nodes in the list L (i.e., Best LB = minyer Z(V')), and Best UB is the
value of the best solution found, when the enumeration is stopped.

Note that in the solution reports from the Xpress-MP Optimizer, the du-
ality gap is computed relative to the best lower bound (dividing by Best LB)
instead of the best upper bound, and is therefore larger.
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3.4 Reformulation

The branch-and-bound algorithm is a general-purpose algorithm able in the-
ory to solve any MIP as described in Definition 3.1. However, in practice
the number of nodes may grow exponentially with the number p of integer
variables, and the computing time may become too large for the production
planning instances typically encountered in industrial applications.

3.4.1 The Quality of a Formulation
Good and Bad Formulations

However, there is still hope to solve large size instances, based partly on the
following observation.

Observation 3.3 The number of branch-and-bound nodes needed to solve a
MIP depends heavily on the formulation used. It is therefore crucial to iden-
tify a good formulation.

The importance of the initial formulation is now illustrated with our two-
dimensional PI P example. We have already seen in Figure 3.3 that nine nodes
were needed to complete the branch-and-bound enumeration using the initial
formulation given by

X =PxNZ% and Px = {y=(y1,92) €RT : u > 1
=1 > =5
—y1 —0.8y2 > —5.8
Y1 —O.8y2 > 0.2
-y —8y2 > —26 }.

On the other hand, we can check in Figure 3.1 that the following inequal-
ities are satisfied by all feasible points (z,y) € X. Such inequalities are called
valid inequalities

—Y1 —Y2 Z _6a
y1—y2 > 0,
—Y2 > —2.

By adding all these valid inequalities to the initial formulation, one gets the
formulation and linear relaxation represented in Figure 3.5. Observe that this
reformulation does not change the set of feasible solutions X (because we have
added valid inequalities only), but the linear formulation is now a smaller set.

Using this alternative and tightened formulation of X, one can solve the
same PIP problem, using the same branch-and-bound algorithm, at the root
node, as a pure linear program. This holds because the optimal solution of the
new linear relaxation is an integral solution, represented by point f in Figure
3.5, and therefore no branching is required.
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Figure 3.5. The MIP program (3.1) with an improved formulation.

Tight or Convex Hull Formulation

Moreover, this new formulation enables us to solve this PIP as a pure LP (i.e.,
without any branching step) for any linear objective function because our new
linear relaxation coincides with the convex hull of the points in X.

Without giving a formal definition before Part II, the convex hull of X,
denoted conv(X), is a formulation (i.e., its feasible set is defined by a set of
linear inequalities), and it is characterized by the fact that all its extreme
points (vertices in Figure 3.5) belong to X. In this sense, the convex hull
formulation is the smallest or tightest valid formulation or valid linear pro-
gramming relaxation for X. It is the best formulation (i.e., conv(X) C Py for
any formulation Px of X).

As all extreme points of conv(X) belong to X, all extreme optimal solu-
tions to the linear relaxation belong to X, whatever the direction of mini-
mization. Therefore it suffices to solve the linear relaxation to get an extreme
optimal solution to LR, which is also an optimal solution to M IP.

This can be generalized to any MIP with rational data.

Observation 3.4 Any MIP problem can be solved as a pure linear program
by using as formulation the description by linear inequalities (or polyhedral
description) of the convex hull of its feasible set X. Such a formulation is also
called a tight formulation. A feasible set, such as conv(X), described by linear
inequalities is called a polyhedron.

In practice, using this reformulation approach (replacing the formulation
by the polyhedral description of conv(X)) encounters two major difficulties.

1. The polyhedral description of conv(X) is not known, and finding this
description is, in general, at least as hard (in the complexity sense) as
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solving problem MIP. Thus, we have just moved the challenge from solv-
ing a hard MIP to finding the adequate formulation as an LP.

2. For most MIP instances, the polyhedral description of conv(X) involves a
number of linear inequalities that is exponential in the number of variables.
Solving this linear relaxation may not be possible, or may require a very
long computing time.

Therefore, one cannot expect to use this ideal or tight formulation (conv(X))
in a direct reformulation and solution approach. We postpone the discussion of
the second difficulty to Section 3.5 devoted to the branch-and-cut algorithm.

3.4.2 Valid Inequalities

Adding valid inequalities or constraints a priori to the initial formulation, that

is, before the optimization starts, is a first level of improvement. The objective

is

e to obtain a tightened formulation (tightened linear relaxation, i.e., closer
to conv(X)),

e in order to improve (increase) the lower bounds provided by the linear
relaxations solved at each node, and so

e to reduce the number of branch-and-bound nodes needed to solve the M 1P
program, and finally

e to reduce the total branch-and-bound computing time.

Definition 3.10 A valid inequality (VI) for the feasible set X of MIP,
X = {(x,y) eRYL xZ : Av+By>b},

is a constraint or inequality ax + By > v (with « € R™, § € R? and v € R)
satisfied by all points in X; that is,

azx™ + By* >« for all (z*,y*) € X.

Of course, we are not interested in any VI, but only in the VIs tightening
the initial formulation, that is, eliminating part of the initial formulation or
linear relaxation. Otherwise the reformulation will have no impact on the
number of branch-and-bound nodes.

For instance, in the PIP represented in Figure 3.5, the inequality y; < 6
is valid, but it does not tighten the formulation. On the contrary, the valid
inequality y1 +y2 < 6 is very useful because it is one of the inequalities defining
conv(X).

Definition 3.11 A facet-defining valid inequality for X is a valid inequality
that is necessary in a description of the polyhedron conv(X).
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As we have already observed, facet-defining VIs are strong inequalities in
the sense that they must be part of the formulation if one wishes to solve MIP
(optimize over X for all objective functions cx + fy) without any branching.

Unfortunately, the polyhedron conv(X) and its facet-defining VIs are gen-
erally unknown. Therefore one performs a partial reformulation, where only a
subset of the (facet-defining) valid inequalities defining conv(X) are added to
the formulation. Moreover, the VIs added are not systematically facet-defining
for conv(X), because it is too difficult or time-consuming to check, or simply
unknown.

As a consequence, we expect such a partial reformulation to reduce the
number of nodes enumerated, but not to eliminate branching completely.

Analyzing Relaxations to Find Valid Inequalities

There are several ways to identify VIs, or classes of VIs, for a given formulation
or feasible set X. It is beyond the scope of this introduction to explain methods
of identifying classes of VIs. Nevertheless, we illustrate the general approach
in order to help the reader to use the available reformulation results and
software adequately (which is our main objective in Part I), to understand
our reformulation and decomposition approach, and to prepare the transition
to Part II.

Usually, finding facet-defining valid inequalities for conv(X) requires one
to take into account the complete structure of the set X, which is itself a very
hard problem.

Therefore, one uses a simpler approach which is to identify facet-defining
VIs for various relaxations of X, where a relazation Y of X is any superset of
X (i.e., X CY). The following observation derives directly from the notion
of relaxation and the definition of valid inequality.

Observation 3.5 Any valid inequality for a relaxation’Y of X is also a valid
inequality for X.

One typical low-level relazation Y consists of a single constraint from the
inequalities defining X and the bounds on the variables. This clearly defines
a relaxation of X.

For instance, the initial inequality y; + 0.8y2 < 5.8 and the bounds 1 <
y1 < 5,0 < ys <3 from the PIP defined in (3.1) and represented in Figure
3.5, define the relaxation

Y = {(y1,92) € Z% : y1+0.8y> <5.8
1<y <5
0<y2<3 b,

where the bound y, < 3 is derived directly from the initial constraint y; +
8y2 < 26 and the nonnegativity of y1 (26 > y1 + 8y2 > 8ya, which implies

y2 < |22] = 3 as y» must be an integer). Now, it is easy to verify that
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the inequality y; + y2 < 6 is valid for Y, and thus for X. This inequality is
facet-defining for conv(Y) and also by chance for conv(X).

The low-level relaxation approach can also be used to derive the valid
inequality 3 — y2 > 0 from the initial inequality y; — 0.8y > 0.2 and the
trivial bounds on y; and yo.

Such wvalid inequalities based on low-level relaxations or structures are de-
rived automatically by the most advanced MIP solvers, that is, without any
prior knowledge of the structure of the model other than the matrix of con-
straint coefficients. Examples of such inequalities are the the Knapsack, the
Mixed Integer Rounding (MIR), and the Flow Cover VIs that we study in
Part II. They are all based on single constraints and simple or variable bounds
on the variables.

It is sometimes possible to derive valid inequalities and facets for more
global or high-level relazations Y. This is of interest because more global
relaxations should lead to better or stronger reformulations of conv(X).

For instance, the single-item uncapacitated lot-sizing model (LS-U) is a
high-level structure or relaxation present in many production planning prob-
lems. This relaxation is defined by the demand satisfaction and set-up forcing
(variable upper bound) constraints described in Chapter 1.

Using the same approach, one can derive valid inequalities and facets for
conv(X5=U) in order to improve the formulation of production planning
models.

We illustrate the reformulation results known for model LS-U in Sections
4.1.1 and 4.1.2. It is the specific objective of Chapter 4 to classify the high-
level relaxations encountered frequently in production planning models, and
their known reformulation results that can be exploited in branch-and-cut
algorithms.

The automatic reformulation approach implemented in MIP solvers, as
well as the reformulations based on higher-level relaxations lead generally
to a very large number of valid inequalities. This is the reason why they
are sometimes added as cuts in a branch-and-cut approach (see Section 3.5),
rather than a priori to the initial formulation.

3.4.3 A Priori Reformulation

Suppose that the analysis of some relaxations of the feasible set X yields a
set or a family of valid inequalities. The inequalities can be added a priori to
the formulation (i.e., before the optimization starts), and used directly in the
branch-and-bound algorithm.

Let us first introduce some new concepts and notation. We are given a
MIP to solve over the feasible set X, defined by the formulation Px.

Px = {(z,y) eR} xRY : Az +By>b}
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and
X =PxnN(R" xZP) .

We have already seen that several formulations or reformulations exist for
the same feasible set X. For example, we have described three alternative
formulations of the set X in our small two-dimensional example defined in
(3.1).

The usual way to define valid or correct reformulations of X consists of
adding to the formulation a set or a family C of valid inequalities for X. For
simplicity of notation we assume that the family C of valid inequalities for X
is given explicitly by a list of constraints

C = {ddo+Fy>~forallj=1,---,|C| } .

Definition 3.12 The reformulation of X by the family C of valid inequalities
18 the formulation defined by the initial constraints Ax + By > b and the valid
inequalities in C. It does not modify the set of feasible solutions X,

X = {(z,y) eRY xZX :Ax+By>c}
ol + fly >~ forallj=1,---,|C| },

but the reformulation allows one to obtain a tighter formulation Px, where

Px = Px N C C Px

and C' is the set of points satisfying all valid inequalities in the family C,
¢ = { (x,y) € R" x RP OZJCU‘F/BJyZVJ forallj: ]-7 7‘0‘ }

The a priori reformulation approach consists of using the reformulation
and its linear relaxation Py, instead of Px, in the branch-and-bound algo-
rithm. It is practical only if the number |C| of inequalities added is not too
large.

A Priori Reformulation Example

As an example of this approach, we come back to our two-dimensional pure
integer program defined in (3.1).

To illustrate the a priori reformulation approach, we suppose that we have
found two valid inequalities by analyzing the single constraint relaxations of
X. They define a partial description of conv(X):

—y1 —yo > —6
C = , eR? . Y1 7% = .
{192) + y1—y2 > 0
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xVyV)=(3.14,2.86) = a’
Z(V)= -8.9

fractional sol.

Branch

y124

xVyV)=(3,2.875)=
Z(V)= -8.75
fractional sol.

Branch
WyV)=@,2)=f
Z(\V)= -8
y2< 2 y22 3 integer sol.
Best so far,
Prune

Wy\)=@,2)=c  Z(V)=+e
Z\V)= -7 Infeasible,
integer sol. Prune

Best so far, Prune

Figure 3.6. The branch-and-bound tree for the a priori reformulation Px of Ex-
ample (3.1).

direction
AY2 of
3 o b , o minimization
2 o p o o
P
1 = g o
-~ \ Y Y Y Y o
1 2 3 4 5 y1

Figure 3.7. The formulation Px of Example (3.1) and points (z",3") found in
Step 3 of the branch-and-bound algorithm.
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Adding these inequalities a priori and solving by branch-and-bound allows
one to obtain the branch-and-bound tree represented in Figure 3.6. The corre-
sponding formulation and linear relaxation Px are represented in Figure 3.7.
Adding these two valid inequalities has tightened the linear relaxation, which
can also be observed by the increased lower bound obtained at the root node,
and has reduced the number of branch-and-bound nodes from 9 to 5.

3.4.4 A Priori and Extended Reformulation

Another way to obtain an a priori reformulation is based on an extended
reformulation.

Definition 3.13 An extended reformulation for the feasible set X of a MIP
is a formulation (defined by linear constraints in the sense of Definition 3.3)
involving new (and usually more) variables (see Chapter 6 for a formal defi-
nition).

By using the additional modeling flexibility offered by an extended space of
variables, it is often possible to obtain good reformulations of (some relaxation
of) conv(X) requiring far fewer constraints than good reformulations in the
original space of variables. Of course, there is a price to pay for increasing the
number of variables, and one has to find the best compromise among

— the increase in number of constraints to get a good formulation in the
original variable space,

— the increase in number of variables (and constraints) to get a good formu-
lation in an extended variable space, and

— the improved quality of the bounds obtained by the reformulations.

For example, for a program involving initially O(n) variables and con-
straints, we might have the choice between working in an extended variable
space involving O(n?) or O(n?) variables, providing a good reformulation with
only O(n?) or O(n?) constraints, or working in the original variable space, but
needing an exponential O(2™) number of constraints to obtain a formulation
of the same quality as the extended one.

Several examples of such a choice are shown in the reformulation results
for standard lot-sizing problems in Chapter 4. This choice is also illustrated
explicitly in Sections 4.1.1 and 4.1.2 on extended reformulation and original
space reformulation approaches for the LS-U model.

A compact extended reformulation has the advantage that it can be used
directly, that is, by adding the corresponding constraints a priori to the for-
mulation. In contrast, for reformulations in the original space having an ex-
ponential number of inequalities, the indirect cutting plane or branch-and-cut
approach described in Section 3.5 has to be used.
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3.5 Branch-and-Cut Algorithm

Motivation

Once valid inequalities have been derived to improve a formulation, we often
face the second difficulty mentioned for tight reformulations. In many cases,
the number of valid inequalities identified by analyzing X (or its relaxations)
grows exponentially with the number of variables. This occurs particularly
when the reformulation is carried out in the original space of variables.

In such a situation, it is not practical to add all the valid inequalities
a priori in the formulation. We look thus for another way to benefit from
the improved formulation (tighter formulation Py, increased lower bounds,
reduced number of branch-and-bound nodes), while keeping the time to solve
the linear relaxation reasonable.

The following observation gives us some indication on how to solve the
linear relaxation defined by the reformulation Px efficiently.

Observation 3.6 For a given MIP, let Px be the reformulation obtained by
adding an exponential number of valid inequalities to the initial formulation
Px. For a fized objective function cx + fy, only a limited number (equal to at
most n+ p, the number of variables) of these valid inequalities is necessary to
solve the linear relazation over the set Px to optimality.

This observation holds because, when solving the linear relaxation over Py,
the valid inequalities that are inactive at the optimal solution can be dropped
from the formulation, and the optimal solution (a vertex of the polyhedron Px
in the geometrical interpretation) is obtained as the intersection of at most
n + p active constraints, where n + p is the dimension of the variable space.

For instance, in the pure integer program represented in Figure 3.5, the
optimal solution f of the linear relaxation defined over Px = conv(X) is the
intersection of two facet-defining inequalities for conv(X), where n +p = 2
is the dimension of the variable space and is independent of the number of
facets describing conv(X).

3.5.1 Separation Algorithm

Observation 3.6 suggests also the idea of the cutting plane algorithm and
separation algorithm used to solve the linear program over the set Px. Instead
of adding initially all valid inequalities from C to the formulation (in which case
most of these exponentially many inequalities will be inactive and useless),
the initial formulation Px is used and the linear relaxation LR is first solved.
Then the VIs from C are added only when they are needed, that is, only when
they are not satisfied at the optimal solution of LR.

The separation problem for valid inequality family C and a given point
(z,y) is the problem of deciding whether (z,y) € C, that is, satisfies the
constraints in C.
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Definition 3.14 Given a feasible set X of a MIP, and a family C of
valid inequalities for X, the separation problem SEP((z*,y*)|C) for a given
(x*,y*) € Px is

e cither to prove that (x*,y*) € C, that is, to prove that (x*,y*) satisfies all
valid inequalities from C,

e or to find a valid inequality (a’z + By > ~7) € C that is violated (not
satisfied) at (x*,y*), that is, such that a’x* + y* < 7.

In other words, solving the separation problem for a given point (z*,y*)
means finding an inequality from C that is violated at (z*, y*), or proving that
no such inequality exists.

An algorithm for solving the separation problem is called a separation
algorithm. It is of course often challenging to find an efficient separation algo-
rithm for a family involving exponentially many valid inequalities. This is an
important step in assessing the complexity of a cutting plane algorithm.

The separation algorithm is called ezact if it guarantees to find a violated
inequality in the family C when one exists. Otherwise the separation algorithm
is called heuristic. Heuristic separation algorithms are often used to speed up
the solution of the separation problem.

3.5.2 Cutting Plane Algorithm

First, we recall the notation used to represent the optimal solution values
of the optimization problem MIP and its tightened linear relaxation Px =
Px NC. Let

Z(Px)=Z(PxNC) = %ni%{cx—kfy : (z,y) € PxNC}
m’y

be the optimal value of the optimization problem with objective function
cx + fy defined over the points in the sets Px and C, where C is the set
of points satisfying the valid inequalities in C. As before, Z(Px) denotes the
optimal value of the linear relaxation without reformulation, that is, without
the valid inequalities from C.

The tightened reformulation improves the lower bound value (i.e., Z(Px) >
Z(Px)), but the optimal value of program MIP is unchanged (i.e., Z(X N
C) = Z(X)) because the inequalities in C are valid for X.

The cutting plane algorithm solves the improved linear relaxation over Px
and computes Z (st), without adding a priori the valid inequalities in C, but
by calling instead the separation algorithm repeatedly to generate the valid
inequalities needed from the family C.

We describe directly the cutting plane algorithm in a more general setting.
In the branch-and-cut algorithm, the cutting plane algorithm will be called
for each formulation V' (defined by the initial formulation Px plus branching
constraints) in the list L; that is, it is called at each node, to compute the
improved lower bound Z(V N C) > Z(V), where
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Z(VNC) = min{cx+ fy : (z,y) eVNC}.
wly
Note that Z(Px N C) will be the lower bound computed at the root node.
So, let V' be a formulation with V' C Py, that is, a subset of Px de-

fined by linear constraints (Px and branching constraints). The cutting plane
algorithm computes Z(V N C).

Cutting Plane Algorithm to compute Z(V N C)

a. Initialize W := V| where W will contain the final formulation at
the end of the cutting plane algorithm
Compute Z (W) the optimal LP-value without VIs from C
Let (z*,y*) be an optimal LP-solution

b. Solve the separation problem SEP((z*,y*)|C)

Either all inequalities from C are satisfied at (z*,y*) Then

{ (z*,y*) € VN C is an optimal solution with value Z(V N C)
STOP

}

Or SEP returns some violated inequality (a’x + 37y > ~7) Then
{ Add (o/z + 37y > +7) to the formulation:
W:=Wn{(z,y) eR" xR? | oz + iy > ~7}
Compute the optimal LP-value Z(W)
Let (z*,y*) be an optimal LP-solution
GO TO b.

During this algorithm, we always have VN C C W C V because W is
initialized as the set V' and is updated only by adding valid inequalities from
C. Therefore, when the optimal solution (2*,y*) over W belongs to C, it is
also the optimal solution over the set VN C'. Finally, the algorithm terminates
because |C| is finite. Hence, the algorithm is correct.

The constraints returned by the separation problem are called cuts or
cutting planes because they are hyperplanes used to eliminate or cut off the
current solution (z*,y*).

By Observation 3.6, we can hope that the separation problem does not need
to be called too many times before the cutting plane algorithm terminates.
Experience shows that only a fraction of the total exponential number of valid
inequalities in C is indeed added. So, we have replaced the solution of a large
or huge LP, by a (it is hoped, short) sequence of smaller LPs.
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In practice, the total running time of the cutting plane algorithm is reduced
by generating and adding several cuts at each iteration. This is called the
multiple cut variant.

3.5.3 Branch-and-Cut Algorithm

Putting all the pieces together, the branch-and-cut algorithm is

the branch-and-bound algorithm,
applied to a reformulation defined by a family C of valid inequalities (i.e.,
each linear set V solved during branch-and-bound is tightened and re-
placed by V' N C), and

e where the solution of the linear program to compute Z(V N C) at Step 3
of branch-and-bound is performed by a cutting plane algorithm.

The cut-and-branch variant is the branch-and-cut algorithm in which the
cutting plane algorithm is only called at the root node (first iteration of Step
3) to compute Z(Px N C). So it consists of the computation of Z(Px N C)
at the root node using a cutting plane algorithm, followed by pure branch-
and-bound applied to the resulting formulation (initial formulation Px plus
the cuts added at the root node). Compared to branch-and-cut, this variant
allows one to save processing time for the nodes in the enumeration tree, but
works with a weaker formulation.

In order to save some computing time in the separation algorithm, it is
usual to store the cuts added to a linear relaxation feasible set V' for the
successor nodes. This is because cuts active at one node are likely to be active
at some later node. This is done either by keeping the cuts in the formulation
(i.e., keeping W instead of V at the end of the cutting plane algorithm in
Step 3, and branching on the set W in Step 5 of branch-and-bound), or by
storing the cuts in a “cut pool” containing a list of existing cuts. Then, before
calling the regular separation algorithm, one starts by checking if one of the
inequalities in the cut pool is violated. This is called cut pool separation.

The complete branch-and-cut algorithm, in which all the cuts generated
are kept in the formulation, is summarized next.

Branch-and-Cut for a family C of valid inequalities
1. Initialization

L ={Px}

Z = +00

Assume that LR is bounded (Z(Px) > —o0)
2. Termination

If L =0 Then

{ If Z = 400 Then X = {) (infeasible problem)

If Z < 400 Then the solution (z,y) € X with
Z = cx + fy is optimal

STOP
}




3.5 Branch-and-Cut Algorithm 105

Branch-and-Cut for a family C of valid inequalities (continued)

3. Node Selection and Solution with the Cutting Plane Algorithm
Select V € L and let L := L\ {V}
3a. Compute Z(V) and an optimal LP-solution (z",y"") over V
3b. Solve the separation problem SEP((z",y")|C)
Either all inequalities from C are satisfied at (z",y"") Then
{ (zV,yY) € VN C is an optimal solution with value Z(V N C)
GO TO 4.
}

Or SEP returns a violated inequality (a/x + 37y > 47) Then
{ Add (o/z + 37y > +7) to the formulation:
Vi=Vn{(z,y) eER? xRE | ada + By > 17}
Compute the optimal LP-value Z(V) and solution (z",
Let (z*,y*) be an optimal LP-solution
GO TO 3b.
}
4. Pruning
If Z(V) > Z Then GO TO 2. (V is either infeasible or dominated
by the best solution (upper bound) found so far)
If Z(V) < Z Then
{If yJV € Z (i.e., is integral) for all j =1,...,p Then
{ (a better feasible solution (upper bound) is found)
Update upper bound by setting Z := Z (V)
Update list L by removing dominated programs
(for each W € L: If Z(W) > Z Then L:= L\ {W})
GO TO 2.

}

5. Branching

(occurs only when program V' has not been pruned)

(i.e., when Z(V) < Z and y)’ ¢ Z for some j € {1,---,p})

Select j for which y]V ¢ Z (y; is the branching variable)

Update list L by adding programs with restricted y; values
Set L := LU{V° V'} where
VO=vVn{(z,y) eR} xRE | y; < Ly]-VVJ }
Vi=Vn{(z,y) eRY xR | y; > [y/] }

(y; < ly)] and y; > [y)'] are the branching constraints)
GO TO 2.

y")

Note finally that the branch-and-cut algorithm for solving program MIP
is an alternative to the a priori reformulation approach. If it takes as input
the same reformulation by the family C of valid inequalities, if the separation
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algorithm is exact and if the same node selection and branching rules are used,
then the branch-and-bound algorithm will enumerate the same sequence of
nodes with both the a priori reformulation and the branch-and-cut approaches.

Therefore, the choice between these two approaches depends mainly on
the running time required to solve each node of the enumeration tree.

Cutting Plane and Branch-and-Cut Example

For the two-dimensional pure integer program defined in (3.1), the branch-
and-cut enumeration tree based on exact separation of the two valid inequal-

ities
C = —Y1 —Y2 > —6
y1 —y2 > 0
is exactly the same as the tree obtained with a priori reformulation. This tree

is given in Figure 3.6. The difference with a priori reformulation is in the
solution of the linear relaxations at each node of the tree.

directi
AY2 |re:f|on
3 o b a’ o minimization
. / N a
2 o / E o o
w
1 = () 0 o
cut
y1+y2 <6
- Y T Y Y Y »o
1 2 3 4 5 y1

Figure 3.8. The MIP program (3.1) and the cut generated in the cutting plane
algorithm.

The cutting plane algorithm at the root node will execute the following
steps:

e First solve the initial linear relaxation (with W = Px) to obtain point a
in Figure 3.8;

e Solve the separation problem SEP(a|C) and identify the violated inequal-
ity or cut y1 + y2 < 6;
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e Update W by adding this cut, and resolve the linear relaxation over W to
obtain point ¢’ in Figure 3.8;

e Solve the separation problem SEP(a’|C) and prove (because no cut is
found in the family C) that o’ is the optimal solution of the improved
linear relaxation PX.

The shaded feasible set W in Figure 3.8 represents the set of solutions
satisfying the initial constraints with the single cut added. The cut added
has cut off the triangle aga’ from the linear relaxation set Pyx. The set W is
the feasible set of the linear program solved at the root node, and branching
constraints are added to this root node formulation. It is easy to check that
the other constraint from C is never violated and will not be generated at the
other nodes of the branch-and-cut enumeration.

We have described or surveyed here the generic algorithms, and their algo-
rithmic components, used to solve mixed integer programs. We specialize this
optimization approach in the next chapter to the solution of multi-item pro-
duction planning models. In particular, we describe how these models can be
decomposed into simpler single-item planning problems, and how to derive,
use, and integrate a priori reformulation, valid inequalities, and separation
algorithms for this class of models.

3.6 Primal Heuristics — Finding Feasible Solutions

So far we have worked mainly on improving the formulation of a specific
problem instance. There the main goal was to improve the quality of the linear
programming lower bound, but there was also the hope that the y variables
in the solution of the linear program would be closer to being integral so that
finding a good or optimal feasible integer solution would be easier.

Here we look directly at ways to find (it is hoped) good feasible integer
solutions. These may be useful when the branch-and-cut algorithm is too slow,
or takes a long time to find good feasible solutions. Most of the simple heuris-
tics we present can be implemented at each node of the branch-and-cut tree,
but for simplicity we just consider that we are at the root node in the branch-
and-cut tree. Thus we have the optimal LP solution (&, §) obtained using the
initial formulation Px or some improved formulation Px, and possibly the
best known feasible solution (z, 7).

Typically there are two types of heuristics: construction heuristics that
produce a feasible solution from scratch, and improvement heuristics that try
to improve a given feasible solution (Z, ). We assume here that y € {0,1}?
for simplicity.

Truncated MIP

The first heuristic is the trivial heuristic MIP consisting of running a branch-
and-bound or branch-and-cut algorithm for a fixed amount of time. The best
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solution obtained when the time limit is reached is the MIP heuristic solution.
This heuristic is thus both a construction and an improvement heuristic.

Diving

A next class of heuristics is known as diving, and diving is in fact a strategy
for carrying out depth-first search in the branch-and-cut tree. At each node
all the y variables that take value 0 or 1 in the linear programming solution
are frozen at that value, and we need to create one branch by fixing one of
the y variables that is fractional to an integer value.

LP-driven dives traditionally use the latest LP solution (&,¢), and fix a
variable that is closest to integer. Namely, with F' = {j : §; ¢ Z'}, they find
gr = minjep gj, where g; = min[y;,1 — ;] for j € F, and set y, = 0 if
Jr < 0.5 and yr = 1 otherwise.

IP-driven or guided dives use the incumbent solution (z, §). Having chosen
the variable y; to be fixed next, the branching direction is fixed by setting
Yr = Ui, that is, equal to its value in the incumbent solution.

LP-driven diving is a construction heuristic, whereas guided diving is an
improvement heuristic. We do not emphasize such heuristics here because
they are typically implemented efficiently within the MIP systems, and their
implementation requires some minimal knowledge about how the tree is con-
structed, and so on. However, we already see that either the LP or the incum-
bent solution is usually the guide.

Below we concentrate on heuristics that just require us to solve one, two,
or a small number of modified LP or MIP versions of the original MIP

min{cz + fy : Avr+ By >b, x € R}, yc {0,1}'}.

The modifications consist of either the fixing of some variables, the addition
of a constraint, or the relaxation of some integrality constraints. They are
chosen in such a way that the modified LPs or M I Ps are easier to solve than
the original M 1P, and lead to a heuristic solution of the original M I P guided
by the information contained either in the linear relaxation solution or in the
incumbent solution, or both.

3.6.1 Construction Heuristics

We describe two procedures for building an initial solution for MIP.

Let @ = {1,...,p} be the index set of the y variables.

LP-and-Fix or Cut-and-Fix

This is a very simple heuristic closely related to diving. We just fix whatever
is integral in the LP solution (Z,7), and solve the resulting M [P*P—FIX
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(M IPLP=FIXY min{cz + fy: Az + By >b, x € R}, y € {0,1}7,
y; =g, for all j € Q with g; € {0,1} }.

Either the problem is infeasible, and the heuristic has failed, or else it provides
an LP-and-fix heuristic solution.

In general, this heuristic produces better solutions when a tighter formu-
lation is used, and when the corresponding LP solution has fewer fractional y
variables. The cut-and-fix variant is the same heuristic applied to a formula-
tion that has been tightened either with cuts or with an extended reformula-
tion.

Relax-and-Fix

Here we suppose that the 0-1 variables y can be partitioned into R disjoint sets
Q',...,QF of decreasing importance. We also generalize a little by choosing
subsets U™ with U” C Uf_, ., Q" for r =1,..., R — 1. We then solve sequen-
tially R MIPs, denoted MIP" with 1 < r < R, to find a heuristic solution to
the original MIP.

For instance, in a production planning problem, Q' might be all the y
variables associated with time periods in {1,...,;}, Q? those associated with
periods in {t; + 1,...,t2}, and so on, whereas U! would be the y variables
associated with the periods in some set {t; + 1,...,u;}, and so on.

In the first MIP!, we only impose the integrality of the important vari-
ables in Q' UU! and relax the integrality restriction on all the other variables

in Q.
(MIPY) min {cx+ fy: Ax+By>b

r e R}
y; € {0,1} for all j € Q*UU!
y; €1[0,1] for all j € Q\ (Q'UU") }.

Let (2!, y') be an optimal solution of MIP'. Then we fix the variables in Q!
at their values in y', and move to MIP2.

In the subsequent MIP", for 2 < r < R, we additionally fix the values of
the y variables with index in Q"~! at their optimal values from MIP""!, and
add the integrality restriction for the variables in Q" U U".

(MIP") min { cx+ fy :

Ax+ By > b

z e R}

yj:y§_1€{0,1} forall je Q'U---UQ™ !
y; €{0,1} for all j € Q"UU"

y; € [0,1] forall j € Q\ (Q'U---UQ"UU") }.
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Let (z",y") be an optimal solution of MIP" for 2 <r < R.

Either MIP" is infeasible for some r € {1,..., R}, and the heuristic has

failed, or else (z%, y*) is a relax-and-fix heuristic solution of the original M IP.

As an example to illustrate the notation, consider a production planning

problem defined over a planning horizon of 20 time periods. Using the cur-
rent formulation, assume that it is only possible to obtain good solutions in
reasonable computing time for problems with up to about 10 time periods.
Therefore a relax-and-fix heuristic is used with the following sets Q" and U",

with R = 4.

e Q! contains all the y variables associated with periods in {1,...,5}.

e (%2 = U! contains all the y variables associated with periods in {6, ..., 10}.
° 3 = U? contains all the y variables associated with periods in {11,...,15}.
e Q* = U? contains all the y variables associated with periods in {16, ..., 20}.

We describe now the iterations of the relax-and-fix heuristic.

In the first MIP!, the y variables associated with periods 1 up to 10 (i.e.,
in Q1UU?) are restricted to be integer, the other y variables being relaxed.
From the solution of MIP!, we fix the y variables corresponding to periods
1to 5 (i.e., @), and solve MIP? where the y variables associated to
periods 6 to 15 (i.e., in Q>UU?) are now integer, and y variables associated
with periods 16 to 20 (i.e., Q@ \ (Q* U Q? U U?)) are relaxed.

From the solution of M IP?, we additionally fix the y variables correspond-
ing to periods 6 to 10 (i.e., Q?), and solve MIP? where the y variables
associated with periods 11 to 20 (i.e., in Q3UU?) are now integer, and there
are no remaining variables to be relaxed because Q\ (Q'UQ?UQ3UU?) = ().
The optimal solution to MIP3 — if any — gives the relax-and-fix heuristic

solution, because of our choice of U3. In this case, there is no need to
proceed to MIP*.

The status of the variables over the iterations is summarized in Table 3.2,

where we assume that the integer variables of the production planning model
are the binary set-up variables y; for each item ¢ in each period ¢.

Table 3.2. Iterations of the Relax-and-Fix Heuristic

Iteration| MIP |/Fixed Variables|Binary Variables|Relaxed Variables||Solution
vi=w)" | wefo1} 0<yi <1
for all ¢ and for all ¢ and for all ¢ and
r=1 |[MIP! - 1<t<10 11 <t<20 (=%, yh)
r=2 |MIP?| 1<t<5 6<t<15 16 <t < 20 (22, %)
r=3 |[MIP?}| 1<t<10 11 <t <20 - (z3,y°)

The basic idea of the relax-and-fix heuristic is clear in this example. At each

iteration, we solve a M IP problem involving ten periods of binary variables,
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and to avoid being too myopic we then only fix the values of the variables
corresponding to the first five of these periods. Thus the sets U” allow us to
smooth the heuristic solution by creating some overlap between the successive
planning intervals.

Observe that the optimal objective value of MIP! provides a valid lower
bound on the optimal value of MIP, because MIP" is a relaxation of MIP.
This does not hold for the subsequent iterations r, with r > 2, because some
integer variables have been heuristically fixed.

Finally, note that there are many variants of relax-and-fix, also called time
decomposition or time partitioning, where some problem-specific relaxations
or approximations are used to define the problems MIP".

For instance, in our production planning example, assume that the prob-
lem involves 200 time periods. The first relaxation M TP could be constructed
using the same sets Q' and U! as above, but with the difference that all vari-
ables and constraints for periods after period 20 are completely ignored. This
defines a smaller size relaxation MIP1 than the original M TP, and is thus
easier and faster to solve. Then MIP! is solved, and the z and y variables cor-
responding to periods 1,...,5 become fixed at their optimal values obtained
in MIP'. Next, problem M IP? covering periods 6 to 25 is solved (with binary
set-up variables in periods 6,...,15, and linearly relaxed set-up variables in
periods 16, ...,25), the solution obtained for periods 6,...,10 is fixed, and
so on. In this way, all problems MIP" are defined over a planning horizon
involving only 20 time periods.

However, this procedure may fail to produce feasible solutions because of
capacity restrictions in later periods. If this occurs, one possibility is to add
lower bound constraints on the final inventory level (period 20 in M IP1) that
guarantee feasibility for the complete problem without eliminating any feasi-
ble solutions. However such bounds can only be calculated fast for relatively
simple problems without set-up times. Otherwise one can guess such bounds,
in which case one is working with approximations instead of relaxations, and
the optimal value of MIP! no longer provides a valid lower bound on the
optimal value of MIP.

Finally observe that in certain cases relax-and-fix heuristics can also be
based on decomposition by machine, product family, or geographical location.

3.6.2 Improvement Heuristics

First, we consider two recent approaches. The information available is the
linear programming solution at the top node (Z,§), and the best known fea-
sible solution (Z,§). In both cases the idea is to use MIP to explore some
promising neighborhood for a limited amount of time. Then if a better (or
even worse) feasible solution is found, the step can be iterated.
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Relaxation Induced Neighborhood Search (RINS)

The idea here is to explore the neighborhood between the LP solution (&, )
and the IP solution (Z, 7). If a y; variable has the same value in both solutions,
that value is fixed. Thus we solve the MIPREINS

(MIPRINS) min {Cerfy: Az + By > b
zeRY, ye{0,1}?
y; =g for all j € Q with g; = g; }.

Either MIPRINS ig infeasible or does not find a feasible solution in the al-
lotted time, so the heuristic has failed, or else the best solution found is a
relaxation induced neighborhood search or RINS heuristic solution.

This heuristic can be seen as the improvement version of the cut-and-fix
construction heuristic.

Local Branching (LB)

Here the neighborhood is just constructed using the integer solution. An inte-
ger k is chosen, and the neighborhood consists of those y vectors that do not
differ from % in more than k coordinates. So the M1P%® to be solved is

(MIPEB) min {cx+ fy: Ax+By>b
reRY, ye{0,1}7

Yooyt DY -y <k}

JEQ:y;=0 JEQ:y;=1

Either MIP%? is infeasible or does not find a feasible solution in the allot-
ted time, so the heuristic has failed, or else the best solution found is a local
branching heuristic solution.

It is easy to see that there are many possible variants of these heuristics.
One may just consider a subset of the variables in @), or one may distinguish
in importance between variables at value 0, and variables at value 1, and so
on. There are also some obvious ways to combine the heuristics.

Observation 3.7 Fizing constraints y; = y; for j € Q*, and for some Q* C
Q (as in relaz-and-fix or in RINS), can be represented using a single local
branching constraint

Yoowit Y, (-y)<o.
JEQ*:y;=0 JjEQ*:y;=1

This immediately suggests the possibility of generalizing (and relaxing)
the relax-and-fix or RINS fixing constraints by using constraints of the form
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Z yj + Z (1—yj) <k,

JEQ*:y;=0 JEQ*:g;=1

with some value of k > 1.

Exchange (EXCH)

Finally, we describe briefly an improvement version of the relax-and-fix heuris-
tic, called exchange.

We keep the same decomposition of integer variables in sets Q" and U,
with 1 < r < R. At each step r with 1 < » < R, all integer variables are
fixed at their value in the best solution (Z,y) found so far (or in the last
solution encountered), except the variables in the set Q" (or Q" U U") which
are restricted to take integer values. So the problem MIPFXCHT solved at
step r is defined by

(MIPEXCHTY min {cx 4 fy: Ax+By>b

z e R}
yj =Y forall j e Q\ Q"
y; €{0,1}  forallje Q" .

Then, if a better solution is found, this exchange procedure can be repeated.
Note that the different steps r with 1 < r < R are independent of one another,
and any subset of steps can be performed in any order.

These construction and improvement heuristics are illustrated in some ap-
plications and case studies described in this book. In particular, they are ap-
plied at the end of Chapter 4 to the GW-GSCO master production scheduling
example from Section 1.2.

Notes

We refer to Wolsey [193] for a general introduction to integer programming
models and techniques.

Section 3.6 For heuristic procedures using the relax-and-fix idea, see Stadtler
[154] for an application to multi-level lot sizing with set-up times and capacity
constraints, and Federgriin and Tzur [64] and Federgriin et al. [62] for prob-
lems with family set-up variables, among others. Local Branching has been
proposed in Fischetti and Lodi [66]. The Relaxation Induced Neighborhood
Search and Guided Diving procedures have been described in Danna et al. [52].
Several of these improvement heuristics are implemented in state-of-the-art
MIP solvers.
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4

Classification and Reformulation

Motivation

Given the diversity of planning functions in the supply chain planning matrix
described in Chapter 2, and given the diversity of supply chains (each sup-
ply chain can be characterized by a combination of functional and structural
attributes, implying a huge diversity in planning requirements; see Section
2.3), a single advanced planning system or a single monolithic mathematical
programming planning model cannot represent all planning problems.

Therefore, in parallel to the supply chain typology, our approach for the
construction of planning models is to decompose and classify them based
on their main attributes: decisions, objectives, and constraints. This building
block approach and classification helps us and allows us first to construct a
model and an initial mathematical formulation for the planning problem to
be addressed.

Beyond modeling, there is a second and major motivation for this clas-
sification. Most real-life production planning problems are complex because
they involve many products and many resources, such as machines, storage
facilities, and plants, and many restrictions have to be satisfied by acceptable
production plans. This results in mixed integer programs of large size that are
usually very difficult to solve.

In Chapter 3 we have surveyed the state-of-the-art generic branch-and-
bound and branch-and-cut algorithms based on a priori reformulation, valid
inequalities, and separation. In the literature many reformulation results are
known and described for canonical production planning models, such as single-
item and/or single-resource problems, which are much simpler than the com-
plex real-life problems.

In order to be able to incorporate these reformulation results in specialized
branch-and-bound/cut algorithms for solving production planning models, it
is crucial to be able to identify which results to use, which requires one to
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identify which canonical submodels are present in a model. The classification
scheme presented here pursues exactly this goal.

Objective

In the context of a decomposition approach, it is the specific objective of this
chapter to

e describe and classify the canonical production models frequently occurring
as relaxations or sub-models in real life production planning problems,

e identify and classify the reformulation results that are known for these
canonical models in order to design efficient branch-and-bound/cut algo-
rithms for solving practical production planning models.

For complex planning problems, the objective is also to present and illus-
trate the effectiveness of a systematic reformulation procedure allowing us to
take advantage — through the classification scheme — of reformulation results
for standard single-item subproblems to obtain improved formulations and to
design branch-and-cut optimization algorithms.

In Chapter 5 we then demonstrate how to use the classification scheme
and the reformulation procedure in practice, with appropriate software tools.

The (more) technical and detailed presentation and derivation of the refor-
mulation results listed here, as well as some additional reformulation results
and techniques useful for more complex models (but requiring a less automatic
approach) are given in Parts II to IV, and illustrated in Part V.

Contents

Step by step:

e In Section 4.1 we illustrate on the LS-U (uncapacitated lot-sizing) produc-
tion planning model the use and impact of reformulations on the perfor-
mance of the branch-and-bound/cut algorithm, namely the effect of using
the extended (or compact linear) reformulation technique and the cutting
plane reformulation technique defined in Chapter 3.

e In Section 4.2 we describe the decomposition approach used to reformulate
and solve complex planning models involving many items and resources,
starting from available reformulations for simpler (i.e., single-item, single-
machine) planning models.

e In Section 4.3 we describe our classification scheme for canonical single
item production planning models in the form of a three-field identifier
PROB-CAP-V AR for each model, and by giving a conceptual or verbal
description as well as an initial mathematical formulation for each model.
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e In Section 4.4 we describe a systematic reformulation procedure relying on
tables of extended and cutting plane reformulation results for the most
common single-item production planning models, including LS-U.

e In Section 4.5 we put together these ideas to illustrate the use and effective-
ness of the systematic reformulation procedure on the Master Production
Scheduling example from Section 1.2.

4.1 Using Reformulations for Lot-Sizing Models

In earlier chapters we have presented and illustrated the modeling and opti-
mization approach, as well as the generic branch-and-bound and branch-and-
cut algorithms used to solve the resulting models.

Model LS-U is the simplest high-level relaxation occurring in most produc-
tion planning models. So, finding good reformulations for LS-U is an impor-
tant first step. Here we use this model to illustrate the type of reformulation
results available for canonical single-item planning models, namely a priori
reformulations and cutting planes with separation.

The approach is illustrated on the first LS-U example described in Section
1.1. For simplicity, we recall here the initial formulation of this LS-U instance
characterized by

e the demand satisfaction constraint for the single product bike over eight
consecutive time periods,

e the variable upper bound constraint for the single product bike over eight
consecutive time periods, and

e the initial inventory of product bike.

NT NT-1
min cost := Z(p e+ qy) + Z h s (4.1)
t=1 t=1
dem_sat, = Si—1 +xp = dy + 8¢ for1<t< NT (4.2)
so = s_ini, sy =0 (4.3)
NT
vuby = xp < (Z di)yt for 1 <t < NT (4.4)
k=t

T¢, St € R+, Yt € {O, 1} for1<t< NT, (45)

where the variables are x; for production, s; for inventory, and y; for set-
up in period ¢, and the data are NT = 8, p = 100, ¢ = 5000, h = 5, d =
[400, 400, 800, 800, 1200, 1200, 1200, 1200] and s_ini = 200. This formulation is
O(NT) x O(NT); that is, it involves on the order of NT constraints and NT
variables (see Section 3.2), where NT represents the number of time periods
in the planning horizon.
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The performance of the branch-and-bound algorithm (using the default
Xpress-MP optimizer, but without preprocessing and without using the cuts
generated by the solver) on this initial formulation (4.1)—(4.5) is reported in
Table 4.1.

Table 4.1. B&B Solution of the LS-U Example from Section 1.1

Formulation LP Val.| CPLP Val. | OPT Val.
Size Vars |CPLP Time| OPT Time
Algorithm Cons |CPLP Cuts |OPT Nodes
(4.1)—(4.5) 712,189 - 736,000
O(NT) x O(NT)|| 24 - 0

B & B 16 — 29

In Table 4.1, “Vars” and “Cons” represent the number of variables and
constraints in the formulation, “LP Val.” is the value of the initial linear
relaxation of the formulation. “CPLP Val.”, “CPLP Time” and “CPLP Cuts”
give, respectively, the value of the lower bound at the root node after the
addition of cutting planes, the cutting plane time at the root node, and the
number of cuts in the formulation at the end of the root node. “CPLP” values
are only reported for branch-and-cut algorithms (the Xpress-MP cuts are not
used in this toy example). “OPT Val.”, “OPT Time” and “OPT Nodes” are
the value of the optimal solution, the total run-time and total number of nodes
in the enumeration tree. Times are given in seconds, rounded to the nearest
integer.

In our analysis, we concentrate on the lower bound value at the root node
and on the total number of nodes in the enumeration tree. Both indicators
measure the quality of the formulation used. The run-time (rounded to 0
second) and the gap (always 0 when an optimal solution is found) do not give
much information in this tiny example.

Observation 4.1 There are 29 branch-and-bound nodes with the initial for-
mulation. Observe that this formulation is already using some tightening for
the variable upper bound constraint (4.4). If this constraint is replaced by the
simpler but usual big-M type constraint r; < Myy, with M = 10,000, that
is, if we do not introduce the tightest upper bound on x: in (4.4), then the
LP lower bound at the root node (“LP Val.”) is reduced to 703,500 and the
number of nodes needed to solve the model to optimality increases to 51 nodes.
So, some straightforward a priori formulation tightening is already included
in the initial model.

4.1.1 Using A Priori Extended Reformulations

As explained in Section 3.4, we look now for tight reformulations of LS-U, or
tight reformulations of high-level relaxations of LS-U.
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LS-U is polynomially solvable as it can be solved by dynamic program-
ming. Given the complexity equivalence between optimization and separation
discussed in Part II, it is natural to look for a compact (i.e., polynomial in
the number of variables and constraints) linear reformulation for LS-U. As
an example, we describe and test here a well-known extended reformulation
for LS-U.

Multi-Commodity Extended Reformulation

A classical way to tighten the formulation of fixed charge network flow prob-
lems is to decompose the flow along each arc of the network as a function
of its destination. This defines a so-called multi-commodity formulation by
assigning a different commodity to each destination node. The decomposition
by commodity allows one to tighten the formulation by decreasing the up-
per bounds in the variable upper bound constraints, which is important as
illustrated in Observation 4.1.

We have already given the network flow interpretation of LS-U in Figure
1.2 in Section 1.1. So we can apply the multi-commodity idea, and decompose
the flow (production) z; as a function of its destination node (demand period)
t,t+ 1, ..., NT. Similarly, we can decompose the flow (inventory) s; as a
function of its destination node (demand period) t + 1, ¢+ 2, ..., NT.

So, we consider as one specific commodity the demand to be satisfied in
each time period, and do not mix the commodities. Commodity ¢ corresponds
to the demand delivered in period t. We define the new variables x;; (i < t)
as the production in period i of commodity ¢, and the new variable s;; (i < t)
as the inventory at the end of period i of commodity t.

In this reformulation, we further constrain the initial inventory s_ini to be
consumed in the first period; that is, sg; = s_ini and sy = 0fort =2,..., NT.
This can be done without loss of optimality, because s_ini < d; and there is
always an optimal solution where earlier production is delivered first (this is
called FIFO [= First In First Out] or FPFD [= First Produced First Delivered|
ordering).

Also, the variables sy, for t = 1,..., NT, do not exist because commodity
t must be delivered in period ¢, therefore no inventory of commodity ¢ may
exist at the end of period t¢.

If needed, for instance, in case of positive minimal stock at the end of the
planning horizon, an additional commodity can be created to correspond to
the end horizon inventory. This is not necessary here, as we assume that the
stock at the end of the horizon is zero.

The flow conservation constraint obtained for commodity ¢ = 5 is illus-
trated in Figure 4.1.

By modeling separately the demand satisfaction (flow conservation) for
each commodity, the LS-U model (4.1)—(4.5) can be reformulated as
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"‘"‘

dt

Figure 4.1. The flow conservation global constraint for commodity t = 5.

NT NT NT
min cost = Z Z(p Tit + hosi) + Zq Yi (4.6)

i=1 t=i i=1
dem_saty = Si—1++ xi = didy + Siz for1<i<t<NT (4.7)
So1 = s-ini, Ssot =0 for2<t< NT (4.8)
$4¢ =10 for 1<t< NT (4.9)
vuby 1= zir < dyy; for 1<i<t<NT  (4.10)
sit, it € Ry, y; €{0,1}  for 1 <i<t< NT, (4.11)

where the notation d;; denotes 1 if ¢ = ¢, and 0 otherwise. Constraint (4.7)
is the flow conservation constraint of commodity ¢ in all periods ¢ = 1, ..., ¢,
where the only period ¢ with a demand for commodity ¢ is ¢ = ¢. Constraints
(4.8) and (4.9) impose that there is no initial and no final inventory (end
of period t) of commodity ¢, except the initial inventory of commodity 1.
Constraint (4.10) forces the set-up variable y; to be 1 when there is production
for commodity ¢ in period i. Using the decomposition of the flow, the tightest
upper bound on x; is df, where d1 = dy — s_ini and dt = d; for t > 1.
Constraint (4.11) imposes the nonnegativity and binary restrictions on the
variables. Finally, Constraint (4.6) expresses the cost of the production plan.

This extended reformulation does not contain the initial variables and
constraints. But it is nevertheless a valid reformulation of LS-U in the sense
of Definitions 3.3 and 3.13. This can observed because an equivalent refor-
mulation to (4.6)—(4.11) would be obtained by adding constraints to define
the initial variables as a function of the new decomposed variables (i.e.,

= Zi\g zy and s; = Zi\gﬂ sy for all 7), and by keeping the original
objective function (4.1). The reformulation has then the same feasible solu-
tions in the original (x, s,y) space as the original model.

Testing the Multi-Commodity Extended Reformulation

Reformulation (4.6)—(4.11) is of size O(NT?) x O(NT?). We can now test
the effectiveness of the decomposition by commodity and tightening of the
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variable upper-bound constraints. The performance of the branch-and-bound
algorithm (again using the default Xpress-MP optimizer, but without prepro-
cessing and without the cuts generated by the solver) on the initial formulation
and on the multi-commodity reformulation are compared in Table 4.2.

Table 4.2. B&B Solution of the LS-U Example from Section 1.1, Comparison of
Initial and Multi-Commodity Formulations

Formulation LP Val.| CPLP Val. | OPT Val.
Size Vars |CPLP Time| OPT Time
Algorithm Cons |CPLP Cuts|OPT Nodes
(4.1)—(4.5) 712189 — 736,000
O(NT) x O(NT) 24 - 0

B & B 16 - 29
(4.6)—(4.11) 736,000 - 736,000
O(NT?) x O(NT?)| 72 - 0

B & B 72 - 1

We observe in Table 4.2 that the multi-commodity reformulation solves
LS-U without any branching. The LP value is the optimal value, and one
node suffices. The following theorem shows that this is not chance. The multi-
commodity reformulation solves all instances of LS-U without branching.

Theorem 4.1 The linear relazation of formulation ((4.6)-(4.11)) always has
an optimal solution with y integer, and solves LS-U. In other words, formula-
tion (4.7)-(4.11) is a tight extended formulation of the convex hull of feasible
solutions to LS-U. This is also called a complete linear description of LS-U.

The multi-commodity extended reformulation has been given here to illus-
trate the type of results one can obtain with reformulations. Other extended
reformulations giving a complete linear description of LS-U are known, as well
as extended reformulations for canonical models other than LS-U. Pointers
to these extended formulations are defined in our systematic reformulation
procedure in Section 4.4.

4.1.2 Using Cutting Planes

We have just described the multi-commodity reformulation for the single-
item model LS-U with NT periods. Although this reformulation is as tight as
possible, it has O(NT?) constraints and O(NT?) variables and a model with
32 time periods has over a thousand variables and a thousand constraints.
This may be too large a reformulation if it has to be applied to all items in a
large-size multi-item production planning model (see Section 4.2).

One way to overcome this difficulty is to look for a complete linear de-
scription of model LS-U in the initial variable space involving only O(NT)
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variables. And if this complete linear description needs an exponential (in NT')
number of constraints, we can use the cutting plane and separation approach
described in Section 3.5 to avoid adding all these constraints a priori.

A Class of Valid Inequalities

A first class of valid inequalities can be easily identified from the fractional
solution of the linear relaxation of the initial formulation. Figure 4.2 represents
the optimal solution of the linear relaxation of (4.1)—(4.5), where missing arcs
correspond to arcs with zero flow.

X1 X2 X3 X4 X5 X6 X7 X8
200 400 800 800 1200 1200 1200 1200
Y1 y2 y3 Y4 y5 Y6 y7 y8
0.028 0.059 0.125 0.143 0.250 0.333 0.5 1
() () 9 (9 () (2
T T ' '

400 400 800 800 1200 1200 1200 1200

Figure 4.2. The solution of the linear relaxation of (4.1)—(4.5).

To eliminate or cut off this fractional solution we have to look at periods
in which the corresponding y variable is fractional. Consider period 2 with
9 = 400 but yo = 0.059. This value of y, is minimized because of the objec-
tive function, therefore ys is exactly the minimal value allowed by the set-up
forcing constraint (4.4); that is, yo > (=)-% where the notation d,s denotes

da,s
Z?:a dZ

Observe that this reasoning also applies to ys, but yg takes the value 1
because yg > (=)xg/dgs = 1.

So, if period 2 was the last period of the horizon, we could also write
9 < doyso as set-up forcing constraint, and ys would take the value 1 with the
current value of xs.

But ds is a valid upper bound on x5 only if period 2 is the last period or if
there is no stock at the end of period 2 (i.e., s = 0 and period 2 is separated
from the later periods as if period 2 were the last one). Hence a valid upper
bound on x5 is x5 < dg + Ss.

Therefore, a logical implication is

59 =0 = z2 < dayo.
This implication can be converted into the valid linear inequality
zy < days + Sz,

which is valid because in any feasible solution to LS-U:
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e FEither yo, = 0 and the inequality is satisfied because y3 = 0 implies x5 = 0,
and 0 < s9;
e Orys=1and zs <dy+ so is a valid upper bound on z5.

This inequality is violated by the current fractional point from Figure 4.2,
and so we have simulated one pass of the separation problem. Using the same
reasoning and starting from the upper bound z; < dy + s; for any [ > ¢t
(remember that d;; denotes Zé:t d;), the above valid inequality can easily be
generalized to

< dyys + s foralll <t <I<NT (4.12)

for arbitrary demand data and time period.

Complete Linear Description

We denote the set of feasible solutions of model LS-U, that is, the solutions of
(4.2)-(4.5), by XL5~U. The class (4.12) of valid inequalities does not suffice
to obtain a linear description of conv(XE9~Y) for any instance.

First we define the more general class of so-called (I,5) inequalities. It is
shown in Chapter 7, Proposition 7.4, that the inequalities

w0 dayi + s forall I<I<NT and S C {1,...,1}(4.13)
i€S €S

are valid for X5~V As an example, the valid inequality xo + x5 < dagys +
ds4ys3 + s4 corresponds to the inequality (4.13) with I =4 and S = {2,3} C
{1,...,4}.

The next theorem simply states that the (I,.5) inequalities suffice to obtain
the desired complete linear formulation. We can always eliminate the initial
inventory, as we did in the multi-commodity formulation, by assuming a FPFD
ordering and updating the (residual) demand vector accordingly. So, without
loss of generality we assume that s_ini = 0.

Theorem 4.2 Assuming dy > 0 for all t and s_ini = 0, a complete linear
description of conv(XT5=U) is

Si—1 +xp = di + 8¢ for 1<t < NT (4.14)
so=0, snyr=0 (4.15)
xr < dp NT Yt for 1 <t< NT (4.16)
Zmi < Zdilyi + s for 1<I<NT, SC{1,...,i} (4.17)
i€s i€s

Te, S, Yt € Ry, yp <1 for 1 <t < NT . (4.18)

Note that if d; > 0, the (I,5) inequality =1 < dyy; + s1 together with the
initial equation 1 = dy + s1 and y; < 1 imply the equality y; = 1.
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Separation Algorithm

We have obtained a complete linear programming formulation of LS-U in the
original variables (z, s,y). However, this formulation contains an exponential
number of (I,5) inequalities (4.13), and a cutting plane approach must be
used to avoid adding all these inequalities a priori to the formulation.

In order to use a class of valid inequalities in a cutting plane algorithm, the
associated separation problem must be solved. Given a solution to the linear
relaxation, it consists of either finding an inequality from the class violated
by the solution, or proving that all inequalities from the class are satisfied by
the given solution; see Chapter 3.

We denote by P9~V the initial (linear) formulation (4.2)-(4.4) of LS-U
together with x;,s; > 0 and 0 <y, < 1 for all ¢.

Separation Given (z*, s*,y*) € PL5~U:

e Either we find an (I, S) inequality violated by (x*, s*, y*);
e Or we prove that all (I,5) inequalities are satisfied by (z*, s*,y*).

As the (1, S) inequality may be rewritten as ) ;. g(2; — day;) < s, to find
the most violated (I, S) inequality for fixed [ € {1,...,n}, it suffices to set

§ = fie{l 0} ¢ (af —duy]) >0}

and test whether Y. . (z] — duy]) > s/

e If this holds, then the (I, S*) inequality is the most violated inequality for
the given value of [.
e Otherwise, there is no violated (I,.5) inequality for the given value of .

By enumerating over all possible values of [, we obtain a separation algo-
rithm for the (I, S) inequalities whose running time is O(NT?); see Section
3.2

Testing the Cutting Plane Reformulation

Table 4.3 compares the performance of the three formulations (again using the
default Xpress-MP optimizer, without preprocessing or cuts generated by the
solver) proposed to solve our bike production planning example from Section
1.1:

The initial formulation (4.1)—(4.5) solved by branch-and-bound.
The multi-commodity a priori reformulation (4.6)—(4.11) solved by branch-
and-bound.

e The reformulation in the original space of variables using the initial formu-
lation (4.1)-(4.5) and the separation algorithm for the (,S) inequalities
(4.13) in a branch-and-cut or cutting plane algorithm.
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Table 4.3. B&B and B&C Solution of the LS-U Example from Section 1.1, Com-
parison of Reformulations

Formulation LP Val.| CPLP Val. | OPT Val.
Size Vars |CPLP Time| OPT Time
Algorithm Cons |CPLP Cuts|OPT Nodes
(4.1)—(4.5) 712,189 - 736,000
O(NT) x O(NT) 24 - 0

B & B 16 - 29
(4.6)—(4.11) 736,000 - 736,000
O(NT?) x O(NT?) 72 - 0

B & B 72 - 1
(4.1)—(4.5) and (4.13)[|712,189| 736,000 736,000
O(NT) x O(2"T) 24 0 0

B & C 16 21 1

Our cutting plane algorithm requires six passes (and 21 cuts in total) to
solve this instance of LS-U without branching, where one pass is defined as
one iteration of cut generation for each [ with 1 < [ < NT, followed by a
single reoptimization.

4.1.3 Using Approximate Reformulations

The LS-U model is an ideal case. We know complete and compact (i.e., poly-
nomial in size) extended linear reformulations, as well as a complete linear
description in the original space of the convex hull of solutions conv(XL5~U)
with a fast separation algorithm. So, when a practical production planning
problem involves LS-U as a submodel for an item, these reformulations are
very effective in improving the formulation.

In many other cases, we only have partial reformulation results for the
single-item submodels, say X *. That is, we have an initial formulation P*¥
some extended reformulation, or a class of valid inequalities in the original
space that defines only an approximation cono(X ™) of the convex hull of
solutions, but is significantly smaller than the initial formulation; that is,

conv(X ) ¢ eono(XES) ¢ PLS,

These approximate or partial reformulations can be used in the same way —
a priori reformulations or cutting planes — as complete reformulations.

In all cases, the objective of the reformulation phase is to be able to use
the best known results for submodels embedded in the planning model to be
solved. This is the essence of the decomposition approach that we formalize
next.
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4.2 The Decomposition Approach for Complex Models

As we have already seen in the examples of Chapter 2, and in the master
production scheduling example from Section 1.2.3, the structure of many,
or most, multi-item production planning problems looks very similar when
represented as mixed integer programs.

To be specific, the MPS example is more or less of the form

(MIPP™™)  W* = minY, Y, (pix} + hisi + qjyi)

[, +al=di+si, ot <Clyl, yi <1 forallt], foralli (4.19)

[ aikai+ ) bRyl < Lf forall k], forallt (4.20)
[z < Clyl, yi <1 forall¢], forallt (4.21)
xiER}H st e RY, yiEZi_ for all 4, ¢.

This can be written more compactly as
(MIPP™™) W* = min > Y (pjaj+ his} + qiyi)
it

(z%, s, y") € Y? for all 7 ,
('1:’ S’ y) e Z )

where Y represents the set of feasible solutions to the item i lot-sizing problem
(i.e., lot sizes z?, set-ups 3*, and inventory levels s? defined for all time periods
and satisfying the constraints (4.19) for item ), such as LS-U or some of its
variants. On the other hand Z represents the solutions satisfying the set of
linear constraints (4.20)—(4.21). The constraints defining Z are often called
coupling or linking constraints because they link together the items that have
to share the joint capacity.

This representation or scheme is not totally general, and certainly not
unique. For instance, we can also view the linking set Z as the intersection of
independent single-period sets. Now we can write the problem as the inter-
section of the time and period submodels as in formulation

PRI W = min S el + b+ giad)
Pt
(«',s"y") €Y' for all i
(1,86, Y1) € Zt for all ¢,

where Z; represents the set of feasible solutions to the period ¢ submodel,
that is, the lot sizes x;, set-ups y; defined for all items, and satisfying the
constraints (4.20)—(4.21) for time period ¢.
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The branch-and-bound /cut methods studied in Chapter 3, like most opti-
mization methods, are based on easy-to-solve relaxations of the initial prob-
lem. For example, the above problem can be solved by some standard MIP
software using a branch-and-bound algorithm based on the linear program-
ming relaxation LR of the initial formulation. We suppose that the initial
formulation for the lot-sizing sets Y is PY", and the initial formulation for
the period t linking constraints in Z; is P?t. So, LR is defined by

LR = min >0 Wil + hisi + aiyi)
(miasi,yi) S P for all ¢
(4, 81, Y1) € PZ for all ¢.

Unfortunately, this direct branch-and-bound approach can only be used for
the solution of small-size problems. In order to solve, or to find good solutions,
for more realistic or real-size problems, one has to work with better or tighter
relaxations or formulations providing improved lower bounds. Because of the
multi-item structure of the initial problem, most efficient solution approaches
are based on the following reformulation.

LBitem = min Z Z pt(Et 5% + qzy;)
(x ,s',y") € conv(Y") for all i
(w4, 8¢,y¢) € P7 for all ¢,

where conv(Y?) represents a partial (or complete) reformulation of the convex
hull of the solutions of the single-item model Y. This bound LB**™ can be
obtained in several ways:

e Either by branch-and-bound using an a priori and compact linear refor-
mulation of conv(Y?);

e Or by branch-and-cut using a reformulation of conv(Y*) involving many
constraints, combined with a separation algorithm; see Chapter 3.

In some cases, we may also know good (or complete) linear reformulations
for the single-period submodel. This in turn leads us to a stronger linear
programming relaxation

LB = min Z Z peay + hisy + a;y;)
(J: ,s' ') € cono(Y") for all 4
(x4, 8t,yt) € conv(Zy) for all ¢,

where conv(Z;) represents an approximate (or complete) linear description of
the convex hull of the solutions of the single-period model Z;.
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These new lower bounds LB*¢™ and LB{l¢™ are never worse, and typically
much tighter than the linear relaxation bound LR. The following relations
always hold between these bounds.

LR < LBem < [Bitem < Jy* |

Better lower bounds LB usually allow one to reduce the number of nodes
needed to prove optimality, or to obtain good quality solutions. But obtaining
these bounds requires more computing time than the time needed to obtain
LR because of larger models or more cuts to be added in the cutting plane
phase.

For any complex multi-item production planning problem to be solved by
an optimization approach, the best reformulation thus depends on

e the existence of reformulation results (approximate or tight compact ex-
tended reformulations, valid inequalities, efficient separation algorithms)
for the corresponding single-item and/or single-period submodels, and

e the impact of the reformulations on the computing time through a de-
creased number of branch-and-bound nodes but increased computing time
at each node.

The model classification scheme presented next is crucial for an implemen-
tation of the decomposition approach. It forces us to present the description,
analysis, and structuring of models in a way that facilitates the identifica-
tion of structured submodels. Then, the systematic reformulation procedure
of Section 4.4 identifies the submodels for which reformulation results are
available.

Note finally that other optimization methods such as Lagrangian relax-
ation, Lagrangian decomposition, and Dantzig—Wolfe or column generation,
exploit the same decomposition properties of the models. Instead of compact
reformulations, these methods require the repeated solution of optimization
problems defined over the single-item lot-sizing sets Y? and the single-period
sets Z;. So to implement these algorithms, it is important to find efficient
algorithms to optimize over the single-item /period feasible sets.

The links with these other methods are discussed further in Chapter 6.

4.3 Model Classification

Most practical supply chain planning problems are multi-item, multi-machine,
and multi-level, but there exist very few reformulation results concerning such
models. Therefore, the main optimization approach in solving such problems
has been to integrate existing algorithms and known reformulation results for
single-item problems, using a decomposition approach.

We describe here a classification scheme for single-item production plan-
ning models that allows one to benefit from this knowledge. Based on this
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scheme, the procedure to systematically reformulate and solve production
planning models is described in Section 4.4, and illustrated in Section 4.5 on
the GW master production scheduling example from Sections 1.2.2 to 1.2.4.

Parts II and III of this book describe the reformulation results according
to our scheme for single-item models. Thus for each problem appearing in
our classification, we need to describe in detail what results are known and
can be used to implement the optimization/decomposition approach for these
models. In Part IV we extend our classification to multi-item and multi-level
production planning problems, and again present the useful reformulation
results that are available. This structured knowledge is then exploited in Part
V in solving several industrial cases.

In this section, we describe the basic single-item classification, its nota-
tional conventions, and the corresponding mathematical formulations.

4.3.1 Single-Item Classification

Planning problems deal with sizing and timing decisions for purchasing, pro-
duction, or distribution of lots or batches. An item represents a physical prod-
uct. The finite planning horizon is divided into time periods, indexed by ¢,
1 <t <n, where n is the given number of time periods.

When considering canonical single-item models, for compactness of nota-
tions we use n to represent the length of the planning horizon. This notation
is used throughout Sections 4.3 and 4.4, and in Parts II and III of the book.
Alternatively, when considering specific production planning instances, we use
NT to represent the number of time periods. Similarly, to represent the num-
ber of items in the multi-item models studied in Part IV, we use m in canonical
models and NI in any particular planning instance.

We start by defining the basic single-item lot-sizing problem (L.S). For a
single item, we represent by

e d; the demand to be satisfied in period ¢, that is forecast demand or
customer orders due in period t;
p} the variable or unit production cost in period ¢;
h} the unit cost for holding one unit in inventory at the end of period ¢;
q; the fixed set-up cost to be paid if there is a positive production in period
i

e ()} the upper bound on production or capacity in period t.

The fixed charge production cost function in period ¢ is characterized by
the set-up cost ¢; and the unit production cost pj.

Problem LS is the problem of finding the production plan for the single
item, meeting the demand in every period, and satisfying the capacity restric-
tions; that is, the production is less than or equal to C; in every period t,
that minimizes the inventory and production costs. Note that in principle a
variable amount of initial stock is allowed, at a cost of h{, per unit.
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Our classification is dictated by the difficulty of solving single-item plan-
ning problems, or more precisely by the optimization and reformulation results
presented in the literature. There are three fields PROB-CAP-V AR. In each
field, we use [z,y, z]* to denote the selection of exactly one element from the
set {z,y, 2}, and [z,y, 2]* to denote any subset of {x,y,z}. We simply use
x,y, z to denote the selection of all the elements in the set {z,y, z}. Fields
that are empty are dropped.

4.3.2 Description of the Field PROB

In the first field PROB, there is a choice of four problem versions PROB =
[LS,WW,DLSI,DLS]*.

LS (Lot-Sizing): This is the general problem defined above.

WW (Wagner—Whitin): This is problem LS, except that the variable pro-
duction and storage costs satisfy h} + p; — p;,; > 0 for 0 < ¢ < n, where
Py = Ppy1 = 0. This condition means that, if set-ups occur in both periods ¢
and t + 1, then it is more costly to produce in period ¢t and stock till period
t+1, than to produce directly in period t+ 1. In other words, given the set-ups
it always pays to produce as late as possible. This condition is often referred
to as the absence of speculative motive for early production. We define a new
inventory cost as hy = hy +p; —p;; > 0 for 0 < ¢t < n (see formulations
below).

We name this cost condition WW because it was first introduced in the
seminal paper of Wagner—Whitin. It is a little technical, but we show in Part
IT that it allows one to reduce the running time of the optimization algo-
rithms, and to simplify the reformulation of the planning models. Moreover
this condition is very often satisfied by the cost coefficients encountered in
practice.

DLST (Discrete Lot-Sizing with Variable Initial Stock): This is problem LS
with the restriction that there is either no production or production at full
capacity C; in each period t¢.

DLS (Discrete Lot-Sizing): This is problem DLSI without an initial stock
variable.

4.3.3 Description of the Field CAP

The second field CAP concerns the production limits or capacities CAP =
[C,CC,U]'. The three CAP variants of problem PROB are

PROB-C (Capacitated): Here the capacities C; vary over time.
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PROB-CC (Constant Capacity): This is the case where C; = C, a constant,
for all periods t.

PROB-U (Uncapacitated): This is the case when there is no limit on the
amount of the item produced in each period. In the absence of other con-
straints limiting the total amount produced over all items, this case means
that the capacity C; in each period t suffices to satisfy all the demands up to
the end of the horizon.

Before presenting the third field VAR containing the many possible exten-
sions, we present mixed integer programming formulations of the four basic
variants with varying capacities PROB-C.

4.3.4 Mathematical Formulations for PROB-CAP

The standard formulation of LS as a mixed integer program involves the
variables

e 1; the amount produced in period ¢t for 1 <t <mn,

e s; the stock at the end of period ¢ for 0 < ¢ < n, and

e y; = 1if the machine is set up to produce in period t, and y; = 0 otherwise,
for1 <t<n.

We also use the notation dy; = Zi:k d,, throughout.
LS-C can be formulated as

min Zp;zt + Z hys: + Z QY (4.22)
t=1 t=0 t=1

S¢—1 + X = dt + S¢ for 1 <t<n (423)
zy < Cyy for1<t<n (4.24)
z€RY, se R, ye{o,1}", (4.25)

and X©9~¢ denotes the set of feasible solutions to (4.23)-(4.25). Constraint
(4.23) represents the flow balance constraint in every period ¢, the inflows are
the initial inventory s;_; and the production x;, the outflows are the demand
d; and the ending inventory s;. Constraint (4.24) represents the capacity re-
striction and also fixes the set-up variable y; to 1 whenever there is positive
production (i.e., x; > 0). This constraint is also called a variable upper bound
(VUB) constraint. The objective (4.22) is simply the sum of the set-up, in-
ventory, and variable production costs.
WW-C can be formulated just in the space of the s,y variables as
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min Z hesy + Z i (4.26)
t=0 t=1

t
Sk—1 + Z Culyy > dit for1<k<t<n (4.27)
u=k
se R ye {01}, (4.28)

and X"W=C denotes the set of feasible solutions to (4.27)-(4.28). To de-
rive this formulation, the constraint (4.23) is used to eliminate z; from the
objective function (4.22). Specifically,

n n n n
Zp,/gﬂ% + Z h;st = ZPQ(St —Si—1+di) + Z h,/gSt
t=1 t=0 t=0

t=1

n n
=Y (W +p, — Dhypa)se + Y pidy
t=0 t=1

n n
= Z hisy + prgdt )
t=0 t=1

where py = pj,,1 = 0. So, by defining h; = h} + p; — p;,, the objective
function (4.22) becomes (4.26) to within the constant >, pjd;.

Now as h; > 0 for all ¢, it follows that once the set-up periods are fixed (the
periods t in which y; = 1), the stocks will be as low as possible compatible
with satisfying the demand and respecting the capacity restrictions. Based
on this argument it is possible to prove that it suffices to find a minimum
cost stock minimal solution in order to solve WW-C, where a stock minimal
solution is a solution satisfying

t
sk_1 = max(0, t:%?fn[dkt - ; Cuty]). (4.29)
In the proposed formulation (4.26)—(4.28) for WW-C', because of the pres-
ence of the initial stock sg, any combination of set-up periods is feasible, and
constraint (4.27) imposes a lower bound on the stock variables. The objective
function (4.26), together with h; > 0, guarantees that there exists an optimal
solution to (4.26)—(4.28) that satisfies (4.29). It follows that the proposed for-
mulation is valid, though its (s,y) feasible region is not the same as that of
LS-C. Specifically (s,y) is feasible in (4.27)—(4.28) if and only if there exists
(z,s',y) feasible in (4.23)—(4.25) with s’ < s.

Remark 1. Whether the Wagner—Whitin cost condition is satisfied or not,
the WW relaxation consisting of the constraints (4.27) is valid for problem
LS, and often provides a very good approximation to the convex hull of solu-
tions for problem LS.
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Remark 2. Even though each single item subproblem may have WW costs,
the existence of other constraints such as multi-item budget (production ca-
pacity) constraints or multi-item storage capacity constraints (PQ in the
multi-item classification of Section 12.1) destroys the stock minimal solution
property for individual items, and thus the items are more correctly classified
as LS, rather than WW.

Remark 3. On the other hand, if in a multi-item problem the constraints
linking together the different items involve only the set-up or start-up variables
(PM in the multi-item classification of Section 12.1), then the stock minimal
property of solutions is preserved, and the single items can be classified as
WW if their costs satisfy the WW condition.

DLSI-C can be formulated by adding x; = Ciy; in the formulation of
LS-C. By summing constraints (4.23) from 1 up to ¢, one gets s; = so +
22:1 T, — dy;. Then, after elimination of the variables s; > 0 and x; = Cyyy,
we obtain an equivalent formulation of DLST-C just in the space of the sg and
the y variables, and X PL510=C is ysed to denote the set of feasible solutions
to (4.31)—(4.32),

min  hoso + > qiy (4.30)
t=1
t
so+ Y Cuu > diy for1<t<n (4.31)
u=1
so € R, ye{0,1}", (4.32)

where hg and g} are the new objective coefficients of variables sy and y; ob-
tained after eliminating the variables s; and x; by substitution. Specifically,
the objective function (4.22) can be rewritten as

Z hyst + Zpéxt + Z qtYt
t=0 t=1 t=1
n t n n
= hgso + Z hy(so + Z Culu — d1t) + Zpgctyt + Z qeYt
t=1 u=1 t=1 t=1

= (ho+ D _hy)so =D hidu+ ) (ar + (b + D h)C)ys -
t=1 t=1 t=1 u=t

Then defining ho = hyy + > ;—, b} and ¢; = q; + (P} + >n_, h!,)Ct, it reduces
to (4.30) except for the constant — > i, hjdys.

We also use the notation XPL51:~C with 0 < k < n — 1 to denote the
set of solutions of problem DLSI;-C, which is problem DLSI-C except that
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the initial inventory is located in period k, and production can occur in pe-
riods k£ + 1 up to n. Problem DLSI;-C involves thus variables s; € R}F and
Yk+1r-++>Yn € {07 1}

DLS-C can be formulated just in the space of the y variables by fixing
So — 0:

min Zqzyt (4.33)
t=1
t
> Cuyu > duy forall1<t<n (4.34)
u=1
y € {0,1}". (4.35)

The set XPL5=C denotes the set of feasible solutions to (4.34)—(4.35). We
say that DLS has Wagner-Whitin costs if q; > ¢, for all ¢, and without
introducing a new problem class we denote this special case as DLS(WW)-C.

Observation 4.2 The constant or uncapacitated problems PROB-[CC,U]!
are all polynomially solvable. There is a polynomial dynamic programming
algorithm solving LS-CC and the other seven problems can all be seen as
special cases.

All four varying capacity instances PROB-C are N P-hard, because all four
problems are polynomially reducible to the 0—1 knapsack problem. This means
that there are no polynomial algorithms known for them and, from complezity
theory, it is very unlikely that there exists a polynomial algorithm for any of
them.

We come back to the implications of these observations, to the relation-
ships between these different problems, and to the analysis of algorithms and
reformulations for these problems in Part II. So far, we consider that we have
different versions of the single-item lot-sizing problem, along with mixed in-
teger programming formulations adapted to each problem class.

4.3.5 Description of the Field VAR

The third field VAR concerns extensions or variants to one of the twelve prob-
lems PROB — C AP defined so far; that is, VAR = [B, SC, ST, LB, SL, SS|*.
Although such variants can be combined, for simplicity we describe these
variants in turn, and give a typical formulation for each problem LS-C-
[B,SC,ST,LB,SL,SS] .

B (Backlogging): Demand must still be satisfied, but it is possible to satisfy a
demand later than required. This occurs, for example, when a factory does not
have enough capacity to deliver to all customers on time in a given period.
Usually, the backlog or shortfall implies a penalty cost proportional to the
amount backlogged and to the duration of the backlog.
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Note that this backlogging variant is limited to independent or external
demand, as the quantity backlogged is only a virtual flow used to model
shortfalls in the delivery process and not a physical flow.

SC (Start-Up Costs): It is necessary to accurately model capacity utilization
to obtain feasible production plans. This often requires one to model the
capacity consumed when a machine starts a production batch, or when a
machine switches from one product to another. In these cases, we obtain so-
called set-up or start-up time models, changeover time models, or models
with sequencing restrictions. However, in many cases, less accurate models
involving only set-up or start-up costs are considered. Such models can be
seen as obtained by relaxing (in the Lagrangian sense; see Chapter 6) the
set-up or start-up time restrictions.

The simplest single-item start-up cost model is the following. If a sequence
of set-ups starts in period ¢, a start-up cost g; is incurred, which can be seen
as the direct start-up cost plus an estimate of the opportunity cost of the
start-up time or capacity consumed.

ST (Start-Up Times): As already explained, start-up times are used to model
capacity utilization more accurately. The resulting models are more precise,
but often more difficult to solve than their start-up cost variant.

If a sequence of set-ups starts in period ¢, the capacity C; is reduced by
an amount ST;. We use ST(C) to indicate the start-up time ST is constant
over time; that is, ST; = ST for all ¢.

LB (Minimum Production Levels): In some problems, in order to guarantee a
minimum level of productivity, minimum batch sizes or production levels are
imposed. For instance, this feature is often used in combination with start-up
costs to approximate start-up time models and avoid small batches in the
solutions. This constraint may also be imposed for technological reasons.

If production takes place in period ¢, a minimum amount LB; must be
produced. We use LB(C) to denote constant lower bounds over time, i.e.
LB; = LB for all t. Note that this leads to variable lower-bound constraints,
and not simple lower bounds.

SL (Sales and Lost Sales): In some cases, the demands to be satisfied are not
fixed in advance. This occurs, for instance, when capacity is too low to satisfy
the total potential demand, or when the selling price does not always cover
the marginal cost of production. The optimization problem becomes then a
profit maximization problem, with additional sales variables.

In the single-item problem, we model this case in the following way. In
addition to the demand d; that must be satisfied in each period, an additional
amount up to u; can be sold at a unit price of ¢;.

Note that this variant can also be used to model the Lost Sales variant
in which, as opposed to backlogging, it is possible to not deliver part of the
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demand. In this case, the demand from period ¢ that has to be satisfied is d;,
and the additional demand that may be lost or not delivered is u;. The unit
price ¢; represents in this case the penalty cost that is avoided for each unit
of the additional demand effectively delivered.

SS (Safety Stocks): The last variant that we consider is present in many
practical applications, and absent from most scientific publications. When the
demand is an output of a forecasting system, it is not known with certainty.
Therefore, a minimum amount of planned inventory, called the safety stock,
is required at the end of each period so as to handle this uncertainty, and to
avoid delivery shortages when actual demand exceeds forecast demand.

The variants described here are common variants included in the field
V AR. These plus additional variants concerning either changes in the demand
model, production constraints/costs, or sales constraints, are described and
analyzed in Chapter 11.

4.3.6 Mathematical Formulations for PROB-CAP-V AR
Backlogging

The standard formulation of PROB-CAP-B as a mixed integer program in-
volves the additional variables

e 71 the backlog at the end of period ¢ for t = 1,... n.

This cumulated shortfall r; in satisfaction of the demand in period t is
charged at a cost of b} per unit. It is assumed throughout that ro = 0.

This leads to the following formulation for problem LS-C-B.

min Z his; + Z byry + Zpgwt + Z qQeye (4.36)
t=0 =1 =1 =1

St—1—Tt—1+ T =di + 5 — 11 for1<t<n (4.37)
xr < Chyy for1<t<n (4.38)
z,r €RY, se RV ye{0,1}", (4.39)

and X©5=¢~B denotes the set of feasible solutions to the constraints (4.37)-
(4.39).

Problem WW-C AP-B is problem LS-C AP-B except that the costs satisfy
the WW cost condition. With backlogging, the costs are said to be Wagner—
Whitin if both hy = p; + hj —pjyy > 0 and by = p; | + b, —p; > 0 for
1 <t < n—1. This means that, with respect to backlogging, there are no
speculative motives for late production.
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As an extension of the simple formulation (4.26)—(4.28) for WW-C, it can
be proved that the following formulation involving only the s, r,y variables,
is a valid and sufficient formulation for WW-C-B.

min Z htSt + Z btrt + Z qtYt (440)
t=0 t=1 t=1

l

skt 7+ Y Cuu > di for I<k<I<n  (441)
u=k
seRY, reRY, ye{0,1}". (4.42)

The notation XW"W~=C=5 is used to represent the set of feasible solutions to
the constraints (4.41)—(4.42).

The validity and sufficiency of formulation (4.41)—(4.42) is based on the
following nontrivial result. When the objective function (4.40) of WW-C-B
satisfies hy, by > 0 for all ¢, it suffices to find a minimum cost stock minimal and
backlog minimal solution in order to solve WW-C-B, where a solution is called
stock minimal (resp., backlog minimal) if sp_1 = max;>k[dr — ZL:k Culy —
|t (resp. if 7, = maxg<[dp — Zizk CuYu — Sk—1]7).

After elimination of the sy, ..., s, variables, DLSI-C-B has the following
feasible region in the (s, 7, ¥y) space,

t
so+re+ Y Cuyu > dy for1<t<n (4.43)
u=1
so € Ri,r e R},yel0,1]". (4.44)

and XPESIo=C=B denotes the set of feasible solutions to (4.43)—(4.44).
Finally, DLS-C-B is obtained from DLSI-C-B by setting so = 0.

Start-Up Costs

The basic formulation for LS-C-SC requires the introduction of new variables

e 2; = 1 if there is a start-up in period t; that is, there is a set-up in period
t, but there was not in period ¢t — 1, and z; = 0 otherwise.

The resulting formulation for LS-C-SC' is
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n n n n
min Zp;xt + Z hys + Z QY + Z gt 2 (4.45)
t=1 t=0 t=1 t=1

Si—1 +xy = di + 8¢ for1<t<n (4.46)
e < Chye forl1<t<n (4.47)
Zt 2 Y — Yr—1 for1<t<n (4.48)
zt < Yy forl1<t<n (4.49)
20 <1 —yiq for1<t<n (4.50)
r€RY, s€ Ri‘“, y,z € {0,1}", (4.51)

and the set of feasible solutions to (4.46)—(4.51) is denoted by XI9-C¢=5C,
We assume that yg, the state of the machine at time 0, is given as data.
The additional constraints (4.48)—(4.50) define the values of the additional
start-up variables. These constraints are a linearization of the constraint z; =
ye(1 — y4—1), for all t. There can be a start-up in period ¢ (i.e., z; = 1) only
if there is a start-up in period ¢ (see (4.49)) and no start-up in period ¢t — 1
(see (4.50)), and there must be a start-up in period ¢ if both events occur
simultaneously (see (4.48)).

The formulations of [WW, DLSI, DLS]*-C-SC, as well as their corre-
sponding feasible sets X[WW’DLSI"’DLS]LC*SC, are obtained by just adding
the constraints (4.48)-(4.50) and the integrality restrictions z € {0,1}" to the
formulations [WW ,DLSI,DLS]'-C given above.

Start-Up Times

The basic formulation for LS-C-ST requires the same start-up variables z;
as the start-up cost model LS-C-SC. The formulation for LS-C-ST is the
same as for LS-C-SC ((4.45)-(4.51)), except that the variable upper bound
constraint (4.47) has to be replaced by the constraint

Tt S Ctyt — STtZt for 1 S t S n.

Minimum Production Levels

The basic formulation for LS-C-LB requires no additional variables. The
formulation for LS-C-LB is the same as for LS-C ((4.22)—(4.25)), augmented
with the variable lower bound constraint

x> LBy for1 <t <n.

Sales

The standard formulation of LS-C-SL as a mixed integer program involves
the additional variables
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e 1, the amount sold in period ¢, on top of the fixed demand d;, for 1 <t < n,

and is given by

max Z(ctvt — pemy) — Z his; — thyt (4.52)
t=0 =1

t=1
Si—1+xr =dp + v + 8¢ for1<t<n (4.53)
x < Cyyy for1<t<n (4.54)
v < ug for1<t<n (4.55)
z,v€ R, s € Rﬁ“,y e {0,1}", (4.56)

where the objective (4.52) maximizes the contribution to profit, and the flow
balance constraint (4.53) is updated to take the sales outflow into account.
Constraint (4.55) models the simple upper bound on sales.

Safety Stocks

To incorporate this requirement, we just need to add a simple lower bound
SS; on the stock level at the end of period ¢; that is, s; > S5, for all periods
twithl <t<n

4.3.7 The Classification PROB-CAP-VAR

We have described the three fields PROB-C AP-V AR of the single-item lot-
sizing classification, namely,

(LS, WW, DLSI, DLS]'~[C,CC, U]' -
[B,SC, ST, ST(C), LB, LB(C), SL, SS]*

where one entry is required from each of the first two fields, and any number
of entries from the third.

For instance, WW-U (in place of WW-U-)) denotes the uncapacitated
Wagner—Whitin problem, whereas DLSI-C'C-B, ST denotes the constant ca-
pacity discrete lot-sizing problem with initial stock variable, backlogging, and
start-up times.

Observation 4.3 It turns out that almost all the variants PROB-[CC,U]!-
VAR are still polynomially solvable if the start-up times or lower bounds, if
any, are constant (versions ST(C), LB(C)).

This terminates the description of the classification for single-item prob-
lems. It is clearly beyond the scope of this description to give a complete
mathematical programming formulation of all possible variants from the clas-
sification. These different formulations are described in more detail in Parts
IT and III.
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4.4 Reformulation Results: What and Where

In this section, we list first the reformulation results available (the “What”)
for the most common or standard single-item lot-sizing problems, classified
according to the scheme described in Section 4.3.

More precisely, we give the results in the form of three reformulation tables
for the uncapacitated and constant capacity single-item models:

e The basic models [LS, WW, DLSI, DLS]'-[U, CC]! without variants.
e The models with backlogging [LS, WW, DLSI, DLS]'-[U, CC]'-B.
e The models with start-up costs [LS, WW, DLS]!-[U, CC]!-SC.

Note that we do not give reformulation tables for models with varying
capacity (value C of the field C AP) because there are no complete reformula-
tion results available for these high-level relaxations, due to the fact all these
models define NP-hard optimization problems.

For variants other than backlogging or start-up costs, there are only a few
results available. The partial reformulation results known for these models,
and the reformulation results for lower-level relaxations contained in these
models, are given in Parts II to IV of the book.

For each model in these tables, we indicate the reformulation results in
three sections.

e Formulation reports on the existence and the size (order of the number
of constraints and variables) of tight and compact linear a priori reformu-
lations.

e Separation gives the complexity of the separation algorithms for the tight
reformulations in the original variable space.

e Optimization contains the complexity of the best optimization algorithm
known for the model.

In each case, we indicate a reference to the research paper or publication
containing, to our knowledge, the original result, as well as a pointer to the
section in this book where the result is described in detail.

The tables also indicate the missing results. An asterisk * indicates that
the family of inequalities only gives a partial description of the convex hull
of solutions. A triple asterisk *** indicates that we do not know of any result
specific to the particular problem class.

Even if they are not used in a direct solution approach by branch-and-
bound/cut, we have included results for the associated optimization problems
because they are very much related to the other results, and because other
optimization methods such as Lagrangian relaxation or Dantzig—Wolfe de-
composition require the solution of the optimization version of these standard
models.

Finally, we conclude this section by providing a reformulation procedure
(the “Where”) indicating how to use the results in the tables, and build im-
proved formulations for complex production planning models. Note that this
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procedure requires the use of the classification scheme and reformulation ta-
bles, but does not require any knowledge about the mathematical description
or analysis of the reformulations.

4.4.1 Results for PROB-[U, CC]

In Table 4.4 we present results for the models [LS, WW, DLSI, DLS]-[U, CC].
Note that the entries [DLSI, DLS]-U have been left blank as the results and
algorithms are trivial. In the Formulation entries for LS-U, F'L denotes a
facility location reformulation, SP denotes a shortest path reformulation, and
MC' denotes the multi-commodity reformulation already presented in Section

4.1.1.
Table 4.4. Models PROB-[U, CC]|
| LS wWWw DLSI DLS
Formulation Cons x Vars Cons x Vars |Cons x Vars|Cons x Vars
U SP O(n) x O(n?) [ O(n?) x O(n) —— ——
FL O(n?) x O(n?)
MC O(n?) x O(n?)
Section 7.4.2 Section 7.5
(100, 61, 145] [140]
cc O(n®*) x O(n®) [0(n?) x O(nH)] O(n) x O(n) [O(n) x O(n)
Section 9.6.3 Section 9.5.3 | Section 9.4.2 | Section 9.3.1
[176] [140] [125, 140] Folklore
Separation
U O(nlogn) O(n) —— ——
Section 7.4.1 Section 7.5
[23] [140]
cc * O(n?logn) O(nlogn) O(n)
Section 9.6.2/3 | Section 9.5.2 | Section 9.4.1|Section 9.3.1
[139] [140] [85, 125, 140]| Folklore
Optimization
U O(nlogn) O(n) —— ——
Section 7.3 Section 7.3
[3, 63, 187] [3, 63, 187]
cc O(n?) O(n?logn) | O(n®logn) | O(nlogn)
Section 9.6.1 Section 9.5.1 | Section 9.4 |Section 9.3.2
[71, 171] [178] [178] [178]

Reading these tables is straightforward. Looking at the WW—-CC' entry in
the Formulation block, we see that, for the problem with Wagner—Whitin
costs and constant capacities, there is an extended formulation with O(n?)
constraints and O(n?) variables that gives the convex hull. Details are to be
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found in Section 9.5.3. We see also in the WW-CC entry in the Separation
block that there is a separation algorithm for the same problem whose running
time is O(n? logn). Finally we see from the WW-CC entry in the Optimiza-
tion block that the fastest known algorithm to find an optimal solution for
this problem runs in O(n?logn).

4.4.2 Results for Backlogging Models PROB-[U,CC|-B

Now we consider the same problems but with backlogging. The results are
given in Table 4.5.

Table 4.5. Models with Backlogging PROB-[U,CC|-B

I LS | ww_ | DLSI | DLS |
Formulation Cons x Vars Cons x Vars | Cons x Vars | Cons x Vars
U SP O(n) x O(n?) | O(n?) x O(n) —— ——

FL O(n?) x O(n?)
Section 10.2.2 | Section 10.2.3
(22, 137) [140]
cC O(n®) x O(M®) [0(n®) x O(n?)] O(n?) x O(n) | O(n) x O(n)
Section 10.3.4 | Section 10.3.3 | Section 10.3.2 |Section 10.3.1
[178, 180] [125, 178] [125, 176] [125]
Separation
U * O(n?) —— ——
Section 10.2.2 | Section 10.2.3
[137] [140]
ccC * * o(n®) O(n)
Section 10.3.4 |Section 10.3.3 |Section 10.3.2 |Section 10.3.1
[134, 104, 125 [125] [125]
Optimization
U O(nlogn) O(n) —— ——
Section 10.2.1 | Section 10.2.3
[3, 63, 187] [3, 63, 187]
cc o(n®) O(n?) O(n’logn) O(n?)
Section 10.3.4 | Section 10.3.3 |Section 10.3.2 |Section 10.3.1
[176] [176] [176] [176]

4.4.3 Results for Start-Up Cost Models PROB-[U,CC|-SC

Finally we list in Table 4.6 the results for problems with start-up costs.

DLS(WW) refers to the special case of DLS-CC-SC with just set-up
and start-up costs in which the set-up costs are non-increasing over time (i.e.,
Gt > Gz+1; see Section 10.5.1).
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Table 4.6. Models with Start-Up Costs PROB-[U, CC]-SC
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| “ LS [ wWw [ DLS
Formulation Cons x Vars Cons x Vars Cons x Vars
U SP(SC) O(n?) x O(n%)|O(n?) x O(n) —

FL(SC) O(n®) x O(n?)

Section 10.4.2

Section 10.4.3

(170, 191] [140]
cc * K % * % % O(n?) x O(n?)
(WW) O(n?) x O(n)
Section 10.5.1
[165, 163]
Separation
U O(n?) Exercisel0.13 ——
Section 10.4.2 Section 10.4.3
(170, 191] [140]
ccC O(n?) * * % ok *
Section 10.5 Section 10.5.1
[46] [164]
Optimization
U O(nlogn) O(n) ——
Section 10.4.1
[3, 63, 187] [3, 63, 187]
cc Oo(n") * % k O(n?)

Section 10.5
[71]

(WW) O(nlogn)
Section 10.6
[67, 147, 164]

Finally there is a reformulation for WW-U-B, SC, described in Section

10.6, with O(n?) constraints and O(n) variables.

4.4.4 The Reformulation Procedure

Here we present general guidelines on how to use the classification scheme and
the reformulation tables in order to obtain good or state-of-the-art formula-
tions for production planning models.

We demonstrate the approach in detail in the next section on the Mas-

ter Production Scheduling Example from Chapter 1, and on elementary case
studies in Chapter 5.

Rule 1. Construct an initial model and a mathematical formulation using

the classification scheme from Section 4.3. In particular, characterize or
classify the single-item models as PROB-C AP-V AR.
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Rule 2. For each single-item model, select appropriate reformulations by
identifying the closest cell or cells in the reformulation tables.
The choice of a reformulation depends often on a compromise between its
quality or tightness and its size. Therefore, several reformulations can be
selected. From a given cell identified from the classification, we can move
to other cells in order to obtain valid or allowed reformulations of the
model. The allowed moves are
o  move upwards CC = U, usually performed to reduce the size of the
reformulation or the number of cuts generated.
e towards the right LS = WW  usually to reduce the size of the refor-
mulation or the number of cuts generated.
o towards the right WW = {DLSI};} k=0, . n-1-
towards the left WW = LS.

Rule 3. The different reformulations identified should then be implemented,
tested, and compared in terms of solution quality and computing time.

The allowed moves from cell to cell given in Rule 2, as well as some other
moves, are justified by the following relations that exist between the sets of
feasible solutions associated with the problems in the classification; see Section

4.3.
Xprob—cap—SC C Xprob—cap

)

XprabeCf'ua'r C Xprobef'uar

XLsfcapfvar g wafcapfvar g Thl XDLSkacapf'uar ,
k=0

where in each relation prob, cap, and wvar represent any fixed value of the

fields PROB, CAP, and V AR, respectively. For instance, as any solution of

Xprob=CC-var js included in the larger set XPreb=U=var any valid constraint

or formulation for the larger set XProb=U=var ig also valid for XProb—¢C—var,

and thus the move CC = U is allowed.

The move WW = LS is justified by the discussion and remarks in Sec-
tion 4.3 relative to the choice between classification LS or WW for the field
PROB. In a multi-item lot-sizing problem where the single items satisfy the
WW cost condition, the classification and formulation LS are more appropri-
ate when additional constraints (such as linking capacity constraints) destroy
the stock minimal characteristic of optimal solutions.

As an illustration, consider a multi-item single-level single-machine prob-
lem. Suppose that the subproblem for each item is classified as WW-CC-B.

e We identify first the cell WW-CC-B in Table 4.5. A reformulation is
proposed, but O(n?)xO(n?) appears very large, because this reformulation
must be applied individually to all items.
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e We can move upwards from C'C to U in Table 4.5 to find a relaxation.
The relaxation WW-U-B is obtained for which a tight and more compact
O(n?) x O(n) reformulation is indicated.

e We can move towards the right in Table 4.5 to find another relaxation.
We obtain the relaxations DLSI-CC-B, for k = 0,...,n — 1, for which
a tight O(n?) x O(n) reformulation is again known for each k. However,
this leads to an O(n?®) x O(n?) formulation, which is again large.

4.5 A Production Planning Example: Reformulation and
Solution

We have already illustrated on a MPS example in Section 1.2.4 that the struc-
ture of a MIP formulation can be used in order to improve both the quality of
the solution and the final duality gap (see Table 1.5). Such improvements were
based on the reformulation of simple (low-level) structures embedded in the
problem, such as single mixed integer constraints or single-node flow struc-
tures (see Chapter 8). Moreover, they are obtained automatically by using
state-of-the-art branch-and-cut solvers.

Here we show how to profit from the classification scheme to recognize more
global structures that are specific to production planning problems. It is then
possible to use the known reformulation results for these canonical planning
structures in order to obtain an even better formulation of the initial problem.

As a simple and basic illustration of this principle (more comes later in
the case studies in Chapter 5 and in Part V), we analyze the initial formu-
lation (1.1)—(1.7) of our MPS example and observe that the Wagner—Whitin
cost condition is satisfied because there are no production costs and there are
positive inventory costs. Moreover, constraints (1.2)—(1.4) define an uncapac-
itated lot-sizing structure for each product and constraint (1.3) defines safety
stocks for each item. Therefore each single-item submodel is classified as

WW-U-SS.

Observe that the single-item problems could be classified as LS-U-SS be-
cause the capacity constraints linking the different items are likely to destroy
the stock minimal structure of optimal solutions (see the discussion and re-
marks in Section 4.3 relative to the choice between classification LS or WW
for multi-item problems).

We illustrate here how to use some known a priori reformulation results
for these single-item submodels. These reformulations are given here for com-
pleteness, but they are analyzed in depth in Parts II and III.

Removing the Safety Stocks

First, note that the reformulation Table 4.4 does not include the safety stock
variant. So, before applying the WW —U reformulation with O(n?) constraints
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and O(n) variables from Table 4.4, we apply a standard linear programming
trick to remove the simple lower bound on the inventory variables, that is, to
remove the safety stocks.

The inequality st > SS!_; — Di always holds because the entering stock
of item 4 in period ¢ that is not used to satisfy some demand in period ¢
must be part of the inventory at the end of period ¢. Therefore, and without
loss of generality, we can tighten the safety stock for each item 4 and for
t=1,---,NT by setting

SS! = max{SS{_, — D! SSi},

where SS¢ is the initial inventory of item i.

Then, we can eliminate the lower bounds on inventory by defining net
inventory variables nsi := s! — SS} > 0 for all i and t. After replacing the
inventory variables by the net inventory variables (i.e., replacing si everywhere
by nst 4+ SS}), we obtain the following equivalent formulation.

min ZZ ns; + ZZ SS; (4.57)
it it

nsi_, +xl = NDi 4 ns! for all i,¢ (4.58)
x! < My, for all i,¢ (4.59)
Z atrl + Zﬁlyz <ot for all ¢ (4.60)
i i
Z atkyl < COF forallt and k =2,3 (4.61)
i€EFF
nsy =0, ns;, € R} for all 4,¢ (4.62)
zj e RL, y; €{0,1} for all 4, ¢, (4.63)

where ND} := D!+ SS} —SS{_; >0 is the net demand of item i in period
t, and where the upper bound M; on the production of item ¢ € F' k in period
t in constraint (4.59) is taken as

Ol _ ﬁz Ok
ol Ttk }

NT
M} =min{ ) NDj,
=t

Extended Reformulation WW-U

Each single-item model (4.57)—(4.59) and (4.62)—(4.63) in the above formula-
tion is classified as WW-U. Table 4.4 indicates the existence of the following
linear reformulation with O(n?) constraints and O(n) variables for this WW-
U model (written for item i, translated directly for the net demand data N D}
and the net inventory variables nst); see Chapter 7.
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nst_ | +xi = ND! + ns! for all ¢ (4.64)
l J
nsi_, > Z ND;-(l — Zyu) for all ¢,1 (4.65)
j=t u=t
nsi,zj € RL, yi € [0,1] for all 4,¢ (4.66)

The O(n?) constraints (4.65) impose that the stock at the end of period ¢ — 1
must contain the demand of period j > ¢ if there are no set-ups in periods ¢
up to j (ie., if >/ _, y, =0).

The first reformulation consists of constraints (4.57)—(4.63), plus the con-
straints (4.65) for all items instead of the constraints (4.59). It is easily imple-
mented in Mosel. The results obtained with the Xpress-MP Optimizer using
this a priori reformulation are compared in Table 4.7 with the results ob-
tained using the initial or basic formulation (4.57)-(4.63), with and without
the Xpress-MP system cuts. Column “LP Val.” gives the initial linear relax-
ation or lower-bound value before the Xpress-MP cuts, and column “XLP
Val.” gives the lower bound obtained at the root node after the addition of of
Xpress-MP cuts.

Table 4.7. Extended Reformulation WW-U for the GW MPS Example

Algorithm Vars |LP Val.|XLP Val.||Best LB|Best UB t. (secs)
Formulation Cons Ncuts ||Best UB Gap (%)
Basic form. B & B || 540 | 2893 2893 3341 0

(w/o Xpress-MP cuts) || 405 0 6415 47.92
Basic form. B & C || 540 | 2893 5481 5614 56

(with Xpress-MP cuts)|| 405 239 5746 2.30
WW-U B&C 540 | 5395 5496 5652 269

(with Xpress-MP cuts)|| 1845 18 5732 1.40

NI =12 and NT = 15. Maximum 600 second runs.

The optimization was stopped after 600 seconds. With the WW-U re-
formulation, we obtain a slightly better feasible solution (see column “Best
UB”), and better initial (see column “XLP Val.”) and final lower bounds (see
column “Best LB”). The column “Best UB t.” gives the time in seconds to
find the best feasible solution. The duality gap is reduced to 1.40%. Note that
these results are obtained with the combination of the generic Xpress-MP cuts
(with default branch-and-cut parameter settings) and the specific production
planning reformulations.

Other Extended Reformulations

As we already observed, the single-item problems can also be classified as
LS-U because the capacity constraints linking the different items are likely to
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destroy the stock minimal structure of optimal solutions. Therefore the known
reformulations for model LS-U given in Table 4.4 (namely the facility loca-
tion (F'L), shortest path (SP), and multi-commodity (MC') reformulations;
see Chapter 7) could also be used and tested (Rule 3 of the reformulation
procedure).

We have described the multi-commodity reformulation at the beginning of
this chapter. As another example, the facility location reformulation for the
single-item LS-U model (4.58)—(4.59), (4.62)—(4.63) (without lower bounds on
the net inventory) is defined on the extended variable space z;, for all items
i, periods ¢ and | > ¢, where z¢, represents the amount of item i produced in
period t to satisfy net demand in period [ > t.

Using the facility location reformulation and the substitutions z! =
D>t zt and nsi = Zk 1 Zl 141 T}y, the final facility location reformula-
tion of (4.57)—(4.63) is

min ZZZ (I —t)xl, + ZZ SS: (4.67)

t 1>t
Z 2, = NDi for all i,1 (4.68)
xt, < NDiy! for all 4,¢,1 with [ >t  (4.69)
Z Z ol + Z Byl < ot for all ¢ (4.70)
i 1>t i
> atay < C* forall t and k=2,3 (4.71)
i€Fk 1>t
zj, e RL, yi € {0,1} for all 4,¢,1 with [ >t . (4.72)

The shortest path reformulation is derived directly from the dynamic pro-
gramming algorithm used to solve LS-U, and is described in Chapter 7.

As a last reformulation, we can also implement and test the O(n?) x O(n?)
extended reformulation for the single-item constant capacity model WW-CC
referred to in Table 4.4 and described in Chapter 9. For some items, the total
demand over the planning horizon is larger than the production capacity of
one period. Therefore, for each item i, with i € F*, one can define a constant
upper bound on production

% k
_mm{ZND alﬁ , ©

}

a?k

such that z¢ < U'y! is valid for all t. In any case, model WW-CC is larger
than, but at least as strong, as model WW-U.

The results obtained using these extended reformulations with the Xpress-
MP Optimizer are compared in Table 4.8 with the results obtained using the
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initial or basic formulation. All the results have been obtained with the default
branch-and-cut system from Xpress-MP.

Table 4.8. Extended Reformulations for the GW MPS Example

Algorithm Vars |LP Val.|XLP Val.||Best LB |Best UB t. (secs)
Formulation Cons Ncuts ||Best UB Gap (%)
Basic form. B & B || 540 | 2893 2893 3341 0
(w/o Xpress-MP cuts) || 405 0 6415 47.92
Basic form. B & C || 540 | 2893 5481 5614 56
(with Xpress-MP cuts)|| 405 239 5746 2.30
WW-U B&C 540 | 5395 5496 5652 269
(with Xpress-MP cuts)|| 1845 18 5732 1.40
LS-U (MC) B & C|[2880| 5395 5503 5667 88
(with Xpress-MP cuts)|| 2925 26 5732 1.13
LS-U (FL) B & C |[1620| 5395 5526 5702 534
(with Xpress-MP cuts)|| 1665 59 5730 0.49
LS-U (SP) B & C |[1620| 5395 5486 5672 419
(with Xpress-MP cuts)|| 417 22 5730 1.01
WW-CC B & C 2160| 5395 5480 5651 319
(with Xpress-MP cuts) || 2205 23 5732 1.41

NI =12 and NT = 15. Maximum 600 second runs.

We observe in Table 4.8 that the results obtained with the different re-
formulations are similar. In 600 seconds, the best lower bound is achieved by
the facility location reformulation, and the best feasible solution is obtained
by the shortest path and the facility location reformulations. As expected,
the LS-U reformulations tend to lead to (slightly) better lower bounds than
the WW-U reformulation. The capacitated model WW-CC has no additional
effect, probably because the capacity is always shared between items and the
bound U? on the individual production batches is not binding. The duality gap
computed with the best lower and upper bounds among all the reformulations
is 0.49%.

Given the good results obtained with the facility location reformulation,
we solved the problem with this reformulation without any time limit, in order
to obtain the optimal solution. The optimal solution is the solution of value
5730 found in less than 600 seconds, and it took 1195 seconds and 386,700
nodes in total to prove its optimality.

Reformulations in the Original Variable Space by Cutting Planes

We can observe in Table 4.8 that the better results (lower and upper bounds)
have been obtained at the price of a large increase in the size of the formu-
lation. This may slow down the solution of the linear relaxations, and reduce
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the number of branch-and-bound nodes evaluated within the time limit of 600
seconds.

An alternative leading to the same lower bound at the root node would
be to reformulate the single-item models LS-U using the complete linear re-
formulation by valid inequalities in the original variable space (4.14)—(4.18)
described in Section 4.1.2. It involves an exponential number of (,.S) con-
straints (4.17) that can be added using the separation algorithm described in
Section 4.1.2.

We have tested this approach at the root node, starting from the basic
formulation (4.57)—(4.63) where the safety stocks have been removed, by per-
forming the following:

Solving the linear relaxation;

Solving the separation problem for each item ¢ and each period [;
Adding to the formulation each violated (I, S) inequality identified;
Re-optimizing the new linear relaxation (only after the generation of cuts
for all items ¢ and all periods 1);

Solving again the separation problem for each item and period;
Repeating this procedure until no more violated (I, S) inequalities are gen-
erated.

This can be easily implemented in the Mosel modeling language. On our
MPS test problem, this procedure requires 14 passes (i.e., 14 iterations of
cut generation for all items and periods with a single reoptimization) and
generates 933 violated (I,.S) cuts in total, in about 20 seconds. In order to
reduce the size of the model, these cuts have been added as model cuts; that
is, inactive cuts are removed from the model and put into a cut pool. In this
way, only 458 of the cuts are kept in the final formulation at the top node.

Then the resulting formulation at the root node is passed to Xpress-MP,
and the default M IP solver is used. The results of this cut-and-branch ap-
proach are given in Table 4.9.

Table 4.9. Cutting Plane Reformulation for the GW MPS Example

Algorithm Vars |LP Val.|CPLP Val.|XLP Val.|Best LB|/Best UB t.

Formulation Cons Ncuts Ncuts |Best UB|| Gap (%)

Basic form. B & C|| 540 | 2893 5395 5479 5672 492

with (1, S) cuts and || 405 458 52 5730 1.01
Xpress-MP cuts

NI =12 and NT = 15. Maximum 600 second runs.

We observe in Table 4.9 that the lower bound obtained with the 458 (I, S)
inequalities generated as cuts at the root node before the addition of Xpress-
MP cuts (see column “CPLP Val.”) is effectively the same as the lower bound
obtained with the extended reformulations (column “LP Val.” in Table 4.8).
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This holds because all reformulations define complete linear descriptions of
the single item models.

Although this formulation is of the same quality as and of smaller size
than the extended formulations, which allows one to evaluate more nodes in
the same amount of time, the best lower bound obtained after 600 seconds is
not better than with the extended reformulations. This may be due to the fact
that we do not generate additional violated (I,S) inequalities in the branch-
and-bound tree, and therefore the bounds in the tree may be worse than with
the tight extended reformulations.

Note also that the optimal feasible solution is again found in less than 600
seconds.

Heuristic Primal Solutions

The reformulations used and tested so far are mainly aimed at improving
the lower or dual bound on the objective function, but are not specifically
designed to produce good feasible or primal solutions quickly.

So to obtain better upper bounds, we apply the relax-and-fix construc-
tion heuristic and the relaxation-induced neighborhood search improvement
heuristic described in Section 3.6.

For relax-and-fix we have decomposed the planning horizon into three
equal parts.

e In the first iteration, we relax the set-up variables for periods in {6, ..., 15},
solve the resulting MIP!, and then fix the set-up decisions for periods in
{1,...,5}.

e In the second iteration, with the fixed set-up decisions for periods in
{1,...,5}, we relax the set-up variables for periods in {11,...,15}, solve
the resulting M1 P? and we additionally fix the set-up decisions for periods
in {6,...,10}.

e In the third and last iteration, with the fixed set-up decisions for periods
in {1,...,10}, we optimize the set-up decisions for periods in {11,...,15}.

This corresponds to R = 3, Q' = {1,...,5}, Q* = {6,...,10}, Q3 =
{11,...,15}, Ut = U? = ) in the notation of Section 3.6.2.

To test the ability of the algorithm to generate good solutions quickly, we
have limited the computation time of each iteration to maximum 40 seconds.
So, we fix variables at their values in the best solution obtained after maximum
40 seconds, and the relax-and-fix algorithm takes maximum 120 seconds in
total. Note that the only true lower bound produced by this relax-and-fix
procedure is the best lower bound obtained at the end of the first iteration
(solution of MIP?') before any variable fixing.

We have implemented the relax-and-fix procedure in Mosel. This simply
requires three successive runs of almost identical models. The only modifica-
tions are the status of the binary variables from relaxed to binary, and from
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binary to fixed. The results obtained are given in Table 4.10 using the WW-U
and WW-CC reformulations.

First, the running times of the relax-and-fix heuristic are only 41 and 43
seconds, respectively, with formulations WW-U and WW-CC, because the
time limit of 40 seconds is reached only for the second iteration MIP?. Next,
the relax-and-fix heuristic produces feasible solutions quickly, but of relatively
moderate quality (“R&F Val.”) compared to those obtained in 600 seconds
without this procedure (see “Best UB” in Table 4.9). Also, the lower bounds
obtained are very weak (see “Best LB” in Tables 4.10 and 4.9).

Table 4.10. Heuristic solution for the GW MPS Example

Formulation Algorithm Vars |LP Val.|Best LB|| R&F Val. | R&F Time
Cons RINS Val.|RINS Time
WW-U B&C/R&F/RINS 540 | 5395 5429 5928 41
(with Xpress-MP cuts) 1845 5743 2
WW-CC B&C/R&F/RINS [[2160| 5395 5429 5770 43
(with Xpress-MP cuts) 2205 5730 2

NI =12 and NT = 15; Maximum 160 second runs.

We have also tested the relax-and-fix heuristic on the basic formulation
(4.57)—(4.63). It failed to produce a feasible solution because the program
obtained at iteration 2, after fixing the set-up decisions for periods {1,...,5},
was infeasible. Due to the weak relaxed model for periods {6, ...,15} (i.e., no
reformulation is used), the set-up decisions obtained for the first periods do
not anticipate the capacity problems in later periods and lead to an infeasible
solution.

Therefore, it appears to be very important for the feasibility and quality of
the relax-and-fix procedure to start with a good formulation of the problem,
that is, with a good linear relaxation, or to find another way to anticipate the
capacity restrictions in later periods.

Finally we have implemented and tested the relaxation-induced neighbor-
hood search improvement heuristic described in Section 3.6.2. Specifically, we
fix the set-up variables that have the same value (0 or 1) in the linear relax-
ation (root node solution) and in the solution obtained by relax-and-fix. We
then solve the resulting M IP using the default Xpress-MP, with a time limit
of 40 seconds (maximum 160 seconds, including relax-and-fix). The results in
Table 4.10 show that the RINS procedure is able to improve the relax-and-fix
solution, and even once to produce the optimal solution (“RINS Val.”), in
almost no additional running time.

The next chapter shows how to use the classification scheme and the re-
formulation procedure in practice, and includes two small case studies.
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The objective of Parts II to IV is to present all the available reformulation
approaches and results in a systematic way. Then, as in our illustrative exam-
ple, Part V uses these results with the support of the classification scheme to
solve industrial case studies.

Exercises

Applications and exercises relative to the classification scheme and the refor-
mulation procedure are given in the case studies of Chapters 5 and 14.

Notes

Sections 4.1 The multi-commodity reformulation for fixed charge network
flow problems, implemented and tested in Section 4.1.1, was proposed by
Rardin and Choe [145].

Sections 4.3 and 4.4 The classification scheme and the reformulation tables
are taken from Wolsey [194]. An earlier and somewhat different classification
scheme has been proposed by Bitran and Yanasse [28], and these authors
also prove that the four varying capacity problems PROB-C are N P-hard,
because these problems are polynomially reducible to the 0—1 knapsack prob-
lem.

Section 4.5 The formulations and results presented here (and in Section
4.1) have been implemented and obtained using the Mosel algebraic modeling
language (version 1.4.1) and the default version of the Xpress-MP Optimizer
MIP solver (version 15.30). In particular the separation algorithm used to
generate the (I,.5) inequalities (4.13) has been directly coded in Mosel. See
http://www.dashoptimization.com for more information about this soft-
ware. All the tests reported here have been carried out on a 1.7 GHz PC
(centrino) with 1 GB of RAM running under Windows XP.

Apart from the multi-commodity reformulation, the reformulations of the
single-item problems WW-U and LS-U used here are studied in detail in
Chapter 7. The WW-CC reformulation is studied in Chapter 9. Appropriate
references to these results are given in these chapters.

An introduction to the techniques used to prove that some valid inequal-
ities suffice to describe the convex hull of solutions to a model is given in
Section 6.4. For a general presentation of the various techniques that can be
used to prove that some valid inequalities are facet defining, and for related
topics, we refer the reader to Nemhauser and Wolsey [126].
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5

Reformulations in Practice

Motivation

When tackling a new production planning problem it is interesting to try out
several algorithmic options rapidly to see which ideas work on the given prob-
lem. This is also true for reformulations, heuristics, and different branch-and-
cut options. Modern modeling languages and MIP solvers are sophisticated
tools that permit one to develop and test these algorithmic possibilities easily,
but this approach requires high-level algorithmic and mathematical expertise.

In addition to this first and classical approach, we describe here a library
LS-LIB of reformulations, cutting plane separation routines, and heuristics
that considerably simplifies and speeds up this (prototyping) process. Using
this library, the user just needs to follow the classification scheme, without any
knowledge of the mathematical description of the reformulations, and modify
his or her problem formulation and optimization calls by adding calls to the
chosen library routines/procedures (where the names of the appropriate data
and variables are passed to the routines).

The library LS-LIB requires the utilization of specific modeling and opti-
mization software, namely, Mosel and Xpress-MP. However, the extended re-
formulation procedures (X Form) from LS-LIB can be used just with Mosel
to generate input or matrix files of the tightened formulations that can be
read by almost any MIP solver.

Thus for our MPS example from Section 1.2, the results obtained in Section
4.5 with reformulations and heuristics (see Tables 4.8 to 4.10) can be obtained
easily with LS-LIB without knowing any description of the mathematical
reformulations used.

Objectives

As indicated in Chapter 4 the classification scheme permits us to choose an
appropriate formulation, or cutting planes, for a specific production planning
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problem. The resulting problem is then tackled using heuristics and/or branch-
and-cut.

The objective of this chapter is to demonstrate and teach the reader how to
use the classification scheme in practice, so as, it is hoped, to “better solve”
certain production planning problems, either by using a classical approach
based on a modeling language and a MIP solver, or by using the library of
reformulations and heuristic procedures LS—LIB.

Content

e In Sections 5.1, 5.2, and 5.3, we show how to use the reformulations, the
cutting plane routines, and the primal heuristics, respectively. In each case
we consider two versions:

i. The first classical approach in which the user studies the formula-
tions/cuts presented later in this book and, after writing his initial
formulation in some modeling language, either adds the extended for-
mulation using the same modeling language, or writes an appropri-
ate separation routine or heuristic using his favorite programming lan-
guage;

ii. The second black-box approach in which, once the user’s initial formu-
lation is written in Mosel, he uses LS—LIB, by calling the appropriate
procedures and passing the appropriate parameters (names of variables,
demand vectors, capacities, etc.) used in his model.

e Section 5.4 lists all the procedures for reformulation, cutting plane separa-
tion, and heuristics provided in LS-LIB as well as their calling parameters.

e The chapter terminates with two case studies, which are first described in
Section 5.5, and then formulated and solved using the classification scheme
of Chapter 4 and the library LS-LIB in Sections 5.6 and 5.7, respectively.

5.1 Extended Reformulations

We assume that we want to solve a production planning problem, for which we
have identified some valid relaxations WW-U and LS-U for each single item.
In this section we show how to use reformulations for WW-U and LS-U re-
spectively. For each we present the classical and black-box LS-LIB approach.
We also show how to use LS-LIB to reformulate with approximate or par-
tial extended formulations that are smaller, but potentially weaker than the
complete formulations.

5.1.1 The Classical Approach for WW-U

In Table 4.4 we see that an extended reformulation for WW-U is presented
in Section 7.5. There we see that the reformulation is
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t
si1 > Y du(l—yp—...—yy) for1<k<t<NT.
u=k

These inequalities have already appeared as (4.65) in Section 4.5, and are
a subset of the (I,S) inequalities presented in Subsection 4.1.2. Collecting
terms, they can be rewritten as

t
Sk—1+ Z Ayt > dpy  for 1 < k<t < NT. (5.1)
u=k

It is an easy task to add these inequalities to the initial formulation. Specif-
ically, for a multi-item model written in Mosel, we would typically add

declarations

! NT,NI: integer ! Already declared

ww: array(l..NI,1..NT,1..NT) of linctr

CDEM: array(l..NI,1..NT,1..NT) of real !cumulative demand
end-declarations

forall(i in 1..NI,k in 1..NT,t in k..NT)
CDEM(i,k,t):=sum(u in k..t) DEM(i,u)

forall(i in 1..NI,k in 1..NT,t in k..NT)
ww(i,k,t):= s(i,k-1)+
sum(u in k..t) CDEM(i,u,t)*y(i,u) >= CDEM(i,k,t)

5.1.2 The Black-Box Approach for WW-U
Here we make use of a procedure provided in the LS-LIB library, namely,
XFormWWU(S,Y,D,NT,TK,MC),

where the parameters are as follows:

NT is the number of periods,

S is a stock vector for periods 0,1,..., NT
Y is a set-up vector for periods 1,...,NT,
D is the demand vector for periods 1,...,NT,

TK is an approximation parameter discussed below with 0 < TK < NT, and
MC € {0,1} is the Model-Cut parameter. If MC' = 0, the reformulation
constraints are added a priori to the original matrix and, if MC = 1, they are
added as model cuts to the cutpool.

)

To call X FormW WU within the Mosel model, it suffices to add the fol-
lowing:
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! To include the reformulation library
uses ’1slib-PPbyMIP’

| Declare the parameters that must be passed
declarations

! NT,NI: integer ! Already declared

S: array(range) of linctr

Y: array(range) of linctr

D: array(range) of real

NT: integer

TK: integer

MC: integer
end-declarations

! Loop through the items
! Indicate variable names and data used in your Mosel file
! Add reformulation

TK:=NT

MC:=0

forall(i in 1..NI) do
S(0):=0
forall(t in 1..NT) S(t):= s(i,t)
forall(t in 1..NT) Y(t):= y(i,t)
forall(t in 1..NT) D(t):= DEM(i,t)

XFormWWU(S,Y,D,NT, TK,MC)
end-do

Note that if the O(n?) constraints of the extended formulation lead to a
formulation that is too large, one has the option of using the approximate
reformulation with the approximation parameter TK < NT. In this case
the inequalities (5.1) will only be added for values 1 < k < ¢t < NT with
t —k < TK. This leads to a smaller formulation with only O(NT x TK)
constraints. In addition, using a small value of T K, one often obtains as good
a lower bound as with large values of TK.

For this simple case, the classical approach is as simple as the black-box ap-
proach. However as we show later, the changes needed to call a reformulation
for LS-U, or any other reformulation, are trivial, whereas understanding and
writing out the correct reformulations oneself is nontrivial, requires further
reading, and is prone to error.
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5.1.3 The Classical Approach for LS-U

Here we use the so-called shortest path reformulation for LS-U. From Table
4.4, we see that it has O(n) constraints and O(n?) variables, and is described
in Subsection 7.4.2.

We see that the reformulation is:

n n
min Z Puy + Z qtYt
u=1 t=1

t—1 n
Z¢u,t71—z¢w=0 for2<t<n
u=1 T=t
n
> bun=1
u=1
n
Z btr < Yt for1<t<n
T=t:dtr>0
n
Zdtr¢tT:xt for1<t<n
T=t
dut €RL , y €10,1] for 1 <u<t<n,
where the variable ¢p; = 1 if production takes place in period k£ and the

amount produced is dg; that is, in period k one produces to satisfy the demand
for periods k up to t.

The resulting block to be added to the initial formulation is, in Mosel, as
follows:

declarations
! NT,NI: integer ! Already declared
CDEM: array(l..NI,1..NT,1..NT) of real
end-declarations

forall (i in 1..NI,t in 1..NT,1 in t..NT)
CDEM(i,t,1):=sum(u in t..1) DEM(i,u)

declarations
sp: dynamic array(l..NI,1..NT,1..NT) of mpvar
node: array(l..NI,1..NT) of linctr
nodf: array(l..NI) of linctr
defy: array(l..NI,1..NT) of linctr
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defx: array(1l..NI,1..NT) of linctr
end-declarations

forall(i in 1..NI,1 in 1..NT,t in 1..NT)
create(sp(i,1,t))

forall(i in 1..NI,t in 1..1)
node(i,t):= -SUM(1 in t..NT)sp(i,t,1l)=-1
forall(i in 1..NI,t in 2..NT)
node(i,t):= SUM(1 in 1..t-1)sp(i,l,t-1) -
SUM(1 in t..NT)sp(i,t,1)=0
forall(i in 1..NI)
nodf (i):= SUM(t in 1..NT)sp(i,t,NT)=1
forall(i in 1..NI,t in 1..NT)
defy(i,t):= SUM(1 in t..NT|CDEM(i,t,1) > 0) sp(i,t,1) <=
y(i,t)
forall(i in 1..NI,t in 1..NT)
defx(i,t):= x(i,t)=SUM(1 in t..NT)CDEM(i,t,1)*sp(i,t,1)

[

5.1.4 The Black-Box Approach for LS-U

Here we add the shortest path reformulation for LS-U by making use of the
LS—LIB procedure

XFormLSU2(S,X,Y,D,NT, TK,MC),

where again

NT is the number of time periods,

S is the stock vector,

X is production quantity vector,

Y is the set-up vector,

D the demand, and TK and MC are as before.

It suffices to add the following block to the initial Mosel program.

declarations
! NT,NI: integer ! Already declared
S: array(0..NT) of linctr
X: array(1l..NT) of linctr
Y: array(1..NT) of linctr
D: array(1l..NT) of real
NT: integer
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TK: integer
MC: integer
end-declarations

TK:=NT

MC:=0

forall(i in 1..NI)do
S(0):=0
forall(t in 1..NT) S(t):= s(i,t)
forall(t in 1..NT) X(t):= x(i,t)
forall(t in 1..NT) Y(t):= y(i,t)

forall(t in 1..NT) D(t):= DEM(i,t)
XFormLSU2(S,X,Y,D,NT,TK,MC)
end-do

Here again it is possible to use an approximate shortest path reformulation
that may give a weaker lower bound, but is smaller. By setting TK < NT, one
obtains a formulation with O(NT) constraints and O(NT x TK) variables.
This approximate reformulation can be found in Section 7.6. In this case the
black-box approach is already significantly easier than the classical approach.

5.2 Cut Separation

Now suppose that we wish to solve a problem containing items classified as LS-
U using cutting planes. We see from Table 4.4 that the (I, .5) inequalities and
their separation routine are described in Section 7.4.1. In fact these inequalities
were introduced and demonstrated in Subsection 4.1.2.

5.2.1 The Classical Approach for LS-U

Here the user must program the separation routine mentioned above to test
whether a given linear programming solution is cut off by one of the (I, 5)
inequalities.

5.2.2 The Black-Box Approach for LS-U

The following block can be added to the initial Mosel formulation just be-
fore the call to the optimizer. The declarations are as for the reformulation
XFormLSU2(). The loop on “i in 1..NI” permits all the data and variable
names to be passed via the routine XCutLSU(), as well as preparation of the
appropriate separation routine. Finally the call XCut_init actually activates
the separation routine.
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declarations
! NT,NI: integer ! Already declared
S:array(0..NT) of linctr
X,Y:array(1..NT) of linctr
D:array(l..NT) of real
end-declarations

forall(i in 1..NI) do
S(0) :=0
forall(t in 1..NT) do
S(t):= s(i,t)
X(t):= x(4,t)

Y(£):= y(i,t)
D(t):= DEM(i,t)
end-do
XCutLSUu(s,X,Y,D,NT)
end-do
XCut_init

5.3 Heuristics in LS-LIB

In Section 3.6 we presented several heuristics that work by fixing or dropping
the integrality constraints on some or all of the 0-1 variables. Here we suppose

specifically that these are the set-up variables y!.

5.3.1 Calling a Construction Heuristic

To call a simple version of the relax-and-fix heuristic described in Section
3.6.1, it suffices to add the following block to the Mosel formulation.

declarations
! NT,NI: integer ! Already declared

CY: array(l1..NI,1..NT) of linctr
HEURSOL:array(1..NI,1..NT) of integer
MAXTIME: integer

FIX,BIN: integer
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end-declarations

forall(i in 1..NI,t in 1..NT)
CY(i,t):= y(i,t)

MAXTIME:=30
FIX:= 4
BIN := 6

XHeurRF (CY,HEURSOL,COST,NI,NT,MAXTIME,FIX,BIN)

where

FIX is the number of time periods in which the set-up variables are fixed
in each relax-and-fix iteration (i.e., FIX is the constant value of |Q"| for
1 <r < R in the relax-and-fix algorithm described in Section 3.6.1);

BIN is the number of time periods in which the set-up variables are not
relaxed (i.e., binary) in each iteration (i.e., BIN is the constant value of
|Q"UU"| for 1 < r < R in the relax-and-fix algorithm described in Section
3.6.1), with FFIX < BIN;

HEURSOL contains the 0-1 solution produced by the heuristic;

CY is the set of linear constraints indexed over 1..NI,1..NT and defining the
y! variables as binary variables;

MAXTIME is the number of seconds allowed for each partial MIP solved
(overridden if no feasible solution has been found); and

COST is the name of the expression containing the objective function (mini-
mization is assumed to be the direction of optimization).

In our simple implementation with R = [%W iterations, and using the

notation of Section 3.6.1, MIP" optimizes over the 0-1 set-up variables ¥}
where the period ¢ lies in the set Q" UU" = {(r — 1) FIX + 1,...,(r —
1) FIX + BIN}, and the 0-1 set-up variables yi where the period t lies in
the set Q" ={(r—1)FIX + 1,...,r FIX} are fixed at their optimal value
in MIP" at the end of the rth iteration.

5.3.2 Calling an Improvement Heuristic

To call local branching (see Section 3.6.2) once just at the top node, it suffices
to replace the last line of the relax-and-fix Mosel block by

where

HEURSOL must be initialized with a feasible y} solution, and on termination
contains the new heuristic solution; and

PK is the local branching parameter k described in Section 3.6.2.
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5.4 LS—LIB Procedures

In this section we present the procedures available in LS—LIB.

5.4.1 Reformulations — XForm

Each reformulation concerns a single-item subproblem. In Table 5.1, Columns
1 and 2 indicate the problem classification, and the first header row contains
the possible procedure parameters explained below.

S denotes the stock vector sg, s1,...,SNT-

R denotes the backlog vector ry,...,rNT.

X denotes the production vector x1,...,xNT.
Y denotes the set-up vector y1,...,ynT-

7 denotes the start-up vector z1,...,zn7.

W denotes the switch-off vector wyq, ..., wyT.
D denotes the demand vector dy,...,dyNT.

C denotes the constant capacity C.

NT denotes the number of periods n = NT.

TK is the approximation parameter.

MC indicates if constraints are added to the cut pool as Model Cuts (MC = 1)
or are added a priori to the formulation (MC = 0).

A “Y” in the table indicates that the corresponding parameter is present.

A “7 indicates that the parameter is not present.

A “0” in the “S” column indicates that just sq is present.

A “1” in the “C” column indicates that the constant capacity is assumed to
be C =1.

An “L” in the “C” column indicates that the value of the constant lower bound
on production is passed to the routine in place of the capacity parameter.

N.B. In all the LS-LIB procedures, it is assumed that the time hori-
zon is represented in Mosel as the range 1..NT or 0.N7T, and the set of
items/skus/products as the range 1..N1. If the time periods are represented
as a set of strings, or sets of integers, an appropriate translation is needed
before calling the procedures; see, for example, the Powder Production case
in Part V.

Example 5.1 Ezamination of the row WW —U—SC, B in Table 5.1 indicates
that we need to declare the variables and constants marked with a “Y”, and
then call the reformulation for each item. We assume that the variables and
data in the Mosel problem formulation are called “sname(i,t), dname(i,t),
etc”.
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declarations
! NT, NI: integer ! Already declared
S: array(0..NT) of linctr
array(1l..NT) of linctr
array(l..NT) of linctr
array(l..NT) of linctr
: array(l..NT) of real
TK: integer
MC: integer
end-declarations

ON~< X

TK:= NT
MC:= 0
forall(i in 1..NI) do
S(0) := sname(i,0)
forall (t in 1..NT) do
S(t):= sname(i,t)
R(t):= rname(i,t)
Y(t):= yname(i,t)
Z(t) := zname(i,t)
W(t) := wname(i,t)
D(t):= dname(i,t)
end-do
XFormWWUSCB(S,R,Y,Z,W,D,NT, TK,MC)
end-do

5.4.2 Cutting Plane Separation — XCut

To call cutting plane separation routines, the procedure arguments are shown
in Table 5.2, and are essentially identical to those in Table 5.1.

5.4.3 Heuristics — XHeur

In Table 5.3 we indicate the calling parameters for the heuristics. Remember
that:

CY denotes the linear expressions indexed over 1..NI,1..NT defining the y
variables as binary variables.

SOL indexed over 1..NI,1..NT contains as input an initial feasible solution
if it is an improvement heuristic, and as output the heuristic solution found
(if any).

COST is the name of the expression containing the objective function (mini-
mization is assumed to be the direction of optimization).
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Table 5.1. XForm

[ Classification [SR XY Z W D C NT TK MCJ Cons x Vars |

Reference ‘

LS-U1 Y-YY- -Y- Y Y YJ[O®) xO(®?)|[100] multicom
LS-U2 Y-YY- -Y- Y Y Y |O(n) xO(? |[61] short path
LS-U BIYYYY--Y- Y Y Y|O®)x0n)| [22 137
LS-U SCIY-YYY -Y- Y - - |0®)x0(n?| [170,192]
WW-U Y--Y--Y-Y Y Y|[O®)xO0(n) [140]
WW-U | BIYY-Y--Y-Y Y Y |O®)x0(M) [140]
WW-U [SC|Y--YY-Y- Y Y Y|On)xO(n) [140]
WW-U [SCBIYY-YYYY- Y Y Y| O®n*)xO(n) (6]
WW-U [ILB[Y--Y--YLY Y Y|Onx0(n? [177]
WW-CC Y--Y--YYY Y Y|O®n)x0O(n? [140]
WW-CC| B |IYY-Y--YYY Y Y |0 x0O(n? [180]
DLSI-CC 0--Y--YYY Y Y|[O@n)x0O(m) | [140, 125]
DLSI-CC| B [0Y-Y- -YY Y Y Y [O®®)xO(n)| [125, 179]
DISCC| B [-Y-Y- -YYY Y Y| O(®)x0O(n) [125]
DILS-CC|SC|Y--YY-Y1Y Y Y |O®®)xO(n) [163]

Table 5.2. XCut

lClassiﬁcation[ SRXYZWDCNT TK[ Separation[Referencel

LS-U Y-YY--Y-Y -] O [23]
LS-C YYY---YYY - [15]
WW-U Y--Y -Y-Y - O(n) [140]
WW-U |[BIYY-Y--Y-Y -| O®% [140]
WW-CC Y--Y--YYY - |On*logn)| [140]
DLSI-CC| [0 - -Y- - YY Y Y [O(nlogn)| [125]
DLSI-CC/|B[0Y -Y- - YY Y Y| O®% [179]

Table 5.3. XHeur

[Algorithm|CY SOL COST|NI NT MAXT PAR1 PAR2| Reference |

RF Y Y Y |[Y Y Y FIX BIN | [153, 193]
MIP Y Y Y |[Y Y Y - - Section 3.6
CF Y Y Y Y Y Y — — |Section 3.6.1
RINS Y Y Y |[Y Y Y — - [52]

LB Y Y Y |YY Y PK - [66]
EXCH Y Y Y |[Y Y Y FIX —  |Section 3.6.2

The value returned by the function gives the value of the heuristic solution
(BIG if no solution is found).

All these heuristics are described in Section 3.6. The construction heuris-
tics are relax-and-fix (RF), truncated branch-and-cut (MIP), and cut-and-fix
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(CF), respectively. The improvement heuristics are relaxation-induced neigh-
borhood search (RINS), local branching (LB), and exchange (EXCH).

5.5 Two Practice Cases

Here we present two cases. The initial description of each problem consists of
a verbal description of the problem, its context, and data. Our approach in
the next two sections is to divide the solution and the report of each case into
two main parts:

i. A classification, complete or partial, of the problem based on the descrip-
tion, and an initial problem formulation in some modeling language;

ii. A discussion of possible reformulation and solution strategies, and a report
on computational results with two or more formulations or algorithms.

5.5.1 Consumer Goods Production Line: Problem Description

We consider a production line in the fast-moving consumer goods (FMCGQG)
industry producing 30 different skus (stock keeping units), which belong to six
different product families, using a make-to-stock production policy. Capacity
is limited and is not far in excess of average demand. Day-to-day demand is
fluctuating, and during the year there are two seasonal peaks.

Production is organized in batches of fixed duration corresponding to a full
shift (8 hours), and a single product or sku is produced during each batch.
Therefore, production of each sku is scheduled in multiples of full shifts. Ca-
pacity must be 100% utilized within each shift or batch to reduce backlogs
and to build up stocks. The process is continuous (24 hours per day, seven
days per week), with the exception of planned maintenance periods. Depend-
ing on the sku, a batch corresponds to a few days up to several months of
shipments/demand.

There are six product families, one standard and five variants. The pro-
duction process is such that one cannot switch directly from production of one
nonstandard family to another, but must first switch to the standard family.

Safety stock levels have been defined based on the current forecasting and
planning processes. These safety stock and initial stock restrictions have been
removed by computing net demands; see Section 4.5. Therefore the minimum
net stock level (i.e., stock above the safety stock) is zero at the end of each
time period.

Due to the fluctuating demands, the planning horizon is 20 days (60 peri-
ods). The production plan is regenerated weekly. The objective is to minimize
inventory holding and backlogging costs. It is suggested that the cost of hold-
ing stock be taken as 0.125 times the cost of backlog.

After looking at the production plans generated over several weeks, the
shop floor wishes to impose additional constraints, namely, that the number
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of production batches of each sku, and the number of campaigns of each
family, be as small as possible over the 20-day horizon. They claim that this
will not change the objective by more than 3 to 5%. Specifically they suggest
the following.

i. For all skus from a nonstandard family, if the minimum number of batches
required to meet demand is one or two, then this minimum number of
batches should be produced (i.e., there is no build-up of stocks for slow
moving items).

ii. If there is some nonstandard family for which the maximum number of
batches for any sku of the family over the 20-day horizon is two or less,
then the number of campaigns of the family should be restricted to this
maximum. A campaign of a given family is a set of consecutive batches or
shifts during which only skus of this family are produced.

What is the effect of these additional restrictions on the production plans
and objective function?

Data

There are NI = 30 items, NT = 60 shifts, and NF = 6 families. For any
sku, the quantity produced in an eight-hour shift is CAP = 20,000. The
families are numbered from 1 to 6, with the standard family as number 1.
The NI-vector FAM indicates to which family each sku belongs.

FAM :=[4,1,2,1,2,1,2,5,3,1,2,4,1,2,4,5,3,6,1,2,4,5,3,1,1,2,2,4,4,1].

The cost of storage and backlog are 0.125 and 1 per unit of sku per period,
respectively.

The net demand data (after removal of initial and safety stocks) is in the
file cgpdemand.dat.

5.5.2 Cleaning Liquids Bottling Line: Problem Description

Here the items correspond to four product families produced on a single bot-
tling line. The time intervals are days, and the time horizon for planning is
30 days. Only one item is produced per day, and production each day is for
a maximum of two shifts (16 hours), with a minimum production time of 7
hours. When switching families, the line is modified during the night so as
not to interfere with production, so no time is lost, and only start-up and
switch-off costs are incurred. The production and storage costs per family are
constant over time. In certain periods the line is scheduled to be shut down
for maintenance. Such periods are indicated by a very high set-up cost.
Recently there has been considerable discussion about whether to allow
backlogging, and if so, how high the backlogging cost should be relative to
the storage cost. Factors of both 2 and 10 have been suggested, but some are
convinced that even with a factor of 10 the solution will not change much.
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Data

There are NI = 4 items, and NT = 30 periods.

The NT-vector q gives the item independent set-up cost per period.
The N I-vector a gives the number of units of item i produced per hour.
The NI-vector h gives the storage costs per item per period.

a:=[807,608,1559,1622]

h:=[0.0025,0.0030,0.0022,0.0022]

q:=[100,100,100,9999,100,100,100,100,100,9999,
100,100,100,100,100,100,100,100,9999,100,
100,100,100,100,9999,100,100,100,100,100]

Start-up and switch-off costs are both 50.

Lower and upper bounds on production in hours are 7 and 16, respectively.
The demands for each item and period contained in the file cldemand.dat
are measured in production hours.

5.6 The Consumer Goods Production Line Case

5.6.1 Initial Classification

Single-item: For each item, 100% capacity utilization means that it is a discrete
lot-sizing model. The capacity is constant by item and there is backlogging.
So, the classification is DLS-CC-B.

Multi-item resources: There is a single production line on which exactly one
sku is produced in each period.

Multi-item sequencing: The sequencing constraints only involve families.
These are problem specific, and are discussed further below.

5.6.2 Initial Formulation

min Z(b;rz + hist)

it

5?1 - Tiq + Ciyi = di + Si - 7”2 for all 4,t
Zyé =1 for all ¢
si,ri € RL, yi € {0,1} for all 4,¢

+ constraints on the sequencing of families.

We define ¢{ = 1 if an sku from family f is produced in period ¢, and
let I(f) = {i : FAM (i) = f} be the skus in family f. Now the sequencing
constraints say that if an sku from some nonstandard family f is produced in
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period t, an sku from another nonstandard family g cannot be produced in
period t 4+ 1. Recalling that Family 1 is the standard family, and the others

2,...,6 are nonstandard, one possible formulation for the sequencing of families
is:
= Z yi for all f,t
i€I(f)
Z ¢l =1 for all ¢
+ ) ¢l < for 2< f <6, and all ¢
g:971,f
¢{ € {0,1} for all f,t

5.6.3 Reformulation and Algorithms

In Table 4.5, we see that DLS-C'C-B is treated in Section 10.3.1.

The Classical Approach

In Section 10.3.1, we learn that it suffices to eliminate the backlog variables
ri from the flow conservation constraints, and to add the corresponding MIR,
inequalities, to obtain a tight formulation for DLS-CC-B. Here we work with
the equivalent tight formulation obtained by eliminating the inventory vari-
ables. First we rewrite the flow conservation constraints as

t
ri > dit —Ct Z yL for all 4, ¢,
and then it suffices to add the MIR inequalities (see Section 8.1.1)

> O] Zyu fori=1,...,NI, t=1,...,NT,

when fi = @t — | 8¢

The Black-Box Approach

In Table 4.5 we also see that the reformulation of DLS-CC-B is small (O(n) x
O(n)). We can therefore add the extended formulation with TK = NT = 60.
Using the LS-LIB library, we add the following Mosel block.
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declarations

! NT, NI: integer ! Already declared

C= CAP

Y: array(1l..NT) of linctr

R: array(1l..NT) of linctr

D: array(1..NT) of real

CDEM(1..NI,1..NT,1..NT) of real !'cumulative demand
end-declarations

forall(i in 1..NI,k in 1..NT,t in k..NT)
CDEM(i,k,t):=sum(u in k..t) DEM(i,u)

forall(i in 1..NI | CDEM(i,1,NT)>0) do
forall(t in 1..NT) Y(t):=y(i,1,t)
forall(t in 1..NT) R(t):=r(i,t)
forall(t in 1..NT) D(t):=DEM(i,t)
XFormDLSCCB(R,Y,D,C,NT,NT,0)
end-do

5.6.4 Results

Based on the Mosel file cgp.mos, we obtain the results in Table 5.4 for the
basic problem with a run-time limit of 600 seconds. The first line indicates the
results with Xpress-MP default, and the second after addition of the Xform
reformulation block. The columns represent the formulation; the number of
columns, rows and 0-1 variables; followed by the initial LP value; the value
XLP after the system has automatically added cuts at the root node; the
best feasible solution obtained; the total time in seconds (a * indicates that
optimality is not proved in 600 seconds); the number of nodes in the branch-
and-cut tree; and the gap (if any) after 600 seconds, respectively.

Table 5.4. Consumer Goods Before and After Reformulation

Formulation|Vars Cons Int LP XLP | Best UB |Time Nodes|Gap
(secs) (%)

cgp 4569 2275 1920[1627056 1779184| 1987135 | 600" 98000 [11.0

cgp-r 4569 3364 1920|1863547 1868012|1879048.5| 78 939 | 0

It is standard to test whether setting priorities on the variables improves
the performance of the enumeration. Here it seems natural to first branch
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on family variables gb{ with priority to earlier periods, followed by the item
set-up variables again with priority to earlier periods. The additional Mosel
code required is

forall(f in 1..NF,t in 1..NT)
setmipdir(phi(f,t),XPRS_PR,50+t) !decide families first

forall(i in 1..NI,t in 1..NT|CDEM(i,1,NT)>0)
setmipdir(y(i,t),XPRS_PR,200+t)

The results in Table 5.5 show that these branching directives do not im-
prove the solution time and quality.

Table 5.5. Consumer Goods Before and After Reformulation with Priorities

Formulation|Vars Cons Int LP XLP |Best UB|Time Nodes|Gap

(secs) (%)
cgp 4569 2275 1920(1627056 1778278/2015702| 600" 90300 |12.1
cgp-r 4569 3364 1920[1863547 1868012|1887436| 600" 27900 | 0.5

5.6.5 Sensitivity Analysis

Now we add the constraints suggested by the shop floor. First we define the
minimum number of batches of sku ¢ required to satisfy its demand as:

nb(i) = [ 515 -

where C AP is the output per shift, and the maximum number of campaigns

of family f as
nc(f) = max nb(i) ,

and then we model the restrictions as:

i. If there exists some sku ¢ with FAM (i) # 1 with nb(i) € {1,2}, then add
the constraint _
> i < mb(i).
t

ii. If there exists some family f > 1 with ne(f) € {1,2}, then create new
variables th for all ¢+ to model the start-up of campaigns, and add the
constraints

Z{ > ¢{ — ¢{_1 for all ¢

o < nelf)

2l €{0,1} for all f,t.



5.7 The Cleaning Liquids Bottling Line Case 173

Table 5.6. Consumer Goods with Shop Floor Recommendations

Formulation|Vars Cons Int LP XLP |Best UB|Time Nodes|Gap
(secs) (%)

cgp 4749 2472 2100|1627056 1744926|2147704 | 600" 44600 |18.1

cgp-r 4749 3561 2100|1864253 1869864|1890699 | 291 3642 | 0

The results in Table 5.6 show first that the problem remains solvable to
optimality using the single-item reformulations, and that the duality gap ob-
tained without reformulations deteriorates. Next they show that there is an
increase of only 0.6% of the optimal objective function value. This is due to
the second restriction which forces the regrouping of batches of a same family
into a limited number of campaigns, and therefore implies additional back-
logs or stocks. The first restriction has no effect on global backlogging and
inventory costs.

5.7 The Cleaning Liquids Bottling Line Case

5.7.1 Initial Classification

Single-item: The single item problems have constant capacity (16 hours) and
constant lower bounds (7 hours), along with start-up and switch-off costs. As
the unit production costs are constant over time, they can be ignored without
loss of generality, and the Wagner-Whitin cost condition is satisfied because
the inventory costs are constant over time. Thus we obtain the classification
WW-CC-SC, LB.

Multi-item constraints and costs: There is only one machine, and at most one
item can be produced per period.

5.7.2 Initial Formulation

min Y hsi+ Y qui+ D gz + > yw
it it it it

st +a=di+ s for all 4,¢
z) < Cly; for all 4,¢
ri> Liyi for all 4,¢
2wl =yl -yl for all ¢,
2 <yl for all 4,¢
dyi<t for all ¢

i

zi,s; € RY, yi 2l € {0,1} for all i, ¢.
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Here z¢ denotes the production time of item i during ¢, and s¢, rf, and d:
are also measured in production hours. The variable w{ models a switch-off
of item i at the end of period ¢. Note that w! is precisely the slack variable in
the usual constraint z{,, > yi,; — yi used to define z/ ; see Section 4.3.6.

5.7.3 Reformulation and Algorithms

We treat first the problem without backlogging, and consider the single-item
aspects only. From Table 4.6, we see that valid inequalities are known for
LS-CC-SC and thus for WW-CC-SC, but no extended formulation of rea-
sonable size is known. However, to deal with the start-up variables a complete
O(n?) x O(n) formulation is available for WW-U-SC involving just the orig-
inal (s,y, z) variables. This suggests the addition of the constraints

l
Si_1 = ZdZ(l — Y= 2T 2y)
u=t

for all 4, and for 1 <t <[ < NT.

On the other hand, to deal with the capacities, an O(n?) x O(n?) refor-
mulation of WW-CC' is available; see Section 9.5.3 as indicated in Table 4.4.
This implies the addition of the following reformulation for each item i:

ske1 > C > fReF 4 ot for all k
telk,n]

t
d
gyuz Z [%ffﬂé’:—ﬂ’“ for all k,t, k<t

T7€{0}U[k,n]
Y=t for all k
te{0}U[k,n]
pk >0, 68 >0 for all t € {0} U [k, n] and all k
yelo]",

k k _ dir dier
where fy =0, [k,n] = {k,...,n} and f} = % — [ ].
For the lower bound constraints, some valid inequalities are known, but
for this we choose to stick to the original formulation.

5.7.4 Results

In Table 5.7 we present computational results showing the effects of the re-
formulations. Instance ¢l is the original formulation. Instance cl-WWUSC
is with the addition of the inequalities for WW-U-SC with TK = 15 and
MC = 0. Instance cl-WWCC' is with the addition of the inequalities for
WW-CC with TK = 15. Instance cI-WWUSC-CC' has both the reformula-
tions of WW-U-SC and WW-CC for each item. The nine columns represent
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the instance, the number of rows, columns, and 0-1 variables, followed by
the initial LP value, the value XLP after the system has automatically added
cuts, OPT the optimal value, the total number of seconds required to prove
optimality, the number of nodes in the branch-and-cut tree, and the gap (if
any) after 600 seconds.

Table 5.7. Results for Cleaning Liquids without Backlogging TK = 15

Instance Cons Vars Int | LP XLP OPT |Time Nodes|Gap
(secs) (%)
cl 510 720 120({1509 3676 4404.5| 171 68234| 0O
c-WWUSC 1873 720 120|3775 4328 4404.5| 12 203 | O
c-WWCC 2130 2220 120(3520 3956 4404.5| 40 1384 | O
cl-WWUSC-CC|3493 2220 1204292 4330 4404.5| 9 105 | O

5.7.5 Sensitivity Analysis

If we introduce backlogging, it is necessary to refer to the classification Ta-
ble 4.5, where we see that there exists a formulation for WW-CC-B. We
also see below Table 4.6 that there is a compact extended formulation for
WW-U-B, SC. As the formulations for WW-CC-B are large, we first try the
formulation for WW-U-B, SC.

In Table 5.8, the results with backlogging are presented, with a time limit
of 600 seconds. The parameter p = 2 is the ratio of unit backlogging cost over
inventory unit cost, and the problems solved are the following.

clb2 is the original formulation with backlogging.
clb2-WWUBSC is with the WW-U-B, SC formulation and TK = 15.

clb2-WWUBSC-b is clb2-WWUBSC plus the WW-CC-B formulation with
TK =5.

clb2-WWUBSC-a is clb2-WWUBSC plus the WW-CC-B formulation with
TK =15.

Table 5.8. Results for Cleaning Liquids: Backlogging p = 2

Instance Cons Vars Int| LP XLP OPT|Time Nodes |Gap
(secs) (%)
clb2 510 720 120(1507 2755 3386 | 600* 205100| 4.0

clb2-WWUBSC | 3327 868 120|3150 3176 3386| 252 14064 | 0
clb2-WWUBSC-b| 7479 5092 120(3236 3247 3386| 597 3134 | 0
clb2-WWUBSC-a|37673 9892 120|3360 3360 3386| 217 20 0
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Next we try p = 5. One might expect this to give similar results to those
of the original instance without backlogging because the backlogging cost is
quite high.

Table 5.9. Results for Cleaning Liquids: Backlogging p =5

Instance Cons Vars Int| LP XLP OPT|Time Nodes |Gap
(secs) (%)
clbb 510 720 120|1509 3003 4074 | 600* 234800|11.8

clb5-WWUBSC | 3327 868 120|3560 3564 4024 | 600* 38800 | 4.5
clb5-WWUBSC-b| 7479 5092 120|3675 3702 4026 | 600* 4800 | 4.2
clb5-WWUBSC-a|37673 9892 120(3962 3962 4024 | 168 15 0

We observe that even with p = 5, there is a cost reduction of 380 which
is close to 8%. Even with p = 10, the optimal value is 4241, a decrease of
approximately 3% relative to the cost without backlogging.

5.7.6 Heuristics

Given that the instances with backlogging require 100 or more seconds to
solve with the most effective reformulation, the user might be interested in
finding good feasible solutions within 10-30 seconds. On the initial formulation
clb, we tested the relax-and-fix heuristic followed by the exchange heuristic
both with the parameters MAXTIME =2 and FIX = BIN = 8§, followed by the
RINS heuristic for 30 seconds. On the first reformulation WW-U-B, SC with
TK =15, we tested the same heuristics but with MAXTIME = 5. The results
are shown in Table 5.10 for p = 2, 5, and 10.

Table 5.10. Heuristics for Cleaning Liquids with Backlogging

[Instance RF EXCH EXCH EXCH EXCH RINS[ OPT |
clb2 3386.0 3386.0 3386.0 3386.0 3386.0 3386.0[3386.0
clb5 4198.8 4198.8 4077.1 4047.5 4047.5 4024.2| 4024.2
clb10 4456.2 4456.2 4378.2 4326.9 4326.9 4326.9|4241.1

clb2-WWUBSC-a |3386.0 3386.0 3386.0 3386.0 3386.0 3386.0|3386.0
clb5-WWUBSC-a |4153.1 4153.1 4056.6 4056.6 4056.6 4056.6 | 4024.2
clb10-WWUBSC-a| 4241.1 4241.1 4241.1 4241.1 4241.1 4241.1|4241.1

In the last column, we have added the known optimal values to aid in
assessing the effectiveness of the heuristics for this instance. We observe that
relax-and-fix finds an optimal solution when p = 2 whether we start from
either the weak or strengthened formulation. With p = 5, the optimal so-
lution is found starting with the weak formulation with the RINS heuristic
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contributing to the quality. With p = 10, an optimal solution is found directly
by relax-and-fix starting from the strong formulation.

Exercises

Exercise 5.1 The black-box approach
Consider the GW-GSCO problem from Section 1.2. The results in Section 4.5
(see Tables 4.8 to 4.10) have been obtained by the classical implementation
approach for reformulations and heuristics.

Obtain similar results by using the black-box approach based on the li-
brary LS-LIB of reformulations and heuristics.

Exercise 5.2 Short-Term Formulation Planning in the Pharmaceu-
tical Industry
The production process for pharmaceutics consists of three main stages.

1. The bulk production stage. The bulk is the active substance contained in
the final product. Its production process is very long because of extensive
quality control and tests. Therefore, the production is made to stock, and
is based on long-term forecasts.

2. The formulation stage. The second step consists in the transformation
of the bulk product into medicines, that is, products in their final form:
pill, syrup, capsule, and so on. This step is also produced to stock with a
horizon of several months. Formulation is done in large lots for productiv-
ity and quality control reasons, and formulation planning must take into
account the bulk availability because it is impossible to adapt the bulk
production plan in the short term.

3. The packaging stage. This final step can be produced very fast (and does
not require quality tests) and is therefore made to order, just before the
delivery to customers.

We consider the formulation planning problem for a single bulk used to
formulate six products. One unit of bulk is used to formulate one unit of each
formulated product. Each product is sold either to subsidiaries, or to tender
contracts.

Given the bulk production plan and sales forecasts for each product and
each sales order type, the purpose is to plan the formulation of products over
a horizon of 42 weeks in order to satisfy the sales forecasts, without exceeding
the availability of the bulk.

The other major constraint in this model consists of the time window con-
straint. For each type of sales order, subsidiary sales or tenders, each product
must have a minimum remaining lifetime when packed and delivered to cus-
tomers. Therefore, there exists for each product, and each sales order type,
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a maximum duration between the start of the formulation and the packag-
ing/delivery to customers. This time duration is called the formulation time
window.

Finally, among the formulation plans satisfying bulk availability and for-
mulation time window restrictions, the operations manager first tries to min-
imize the number of formulation batches (maximum one batch per week per
formulated product is allowed) in order to minimize the quality control work-
load, to simplify the traceability of the batches, and to increase the formulation
productivity. In addition, for two formulation plans with the same total num-
ber of batches, the plan with the minimum overall stock levels is preferred. A
batch of a given product has a maximum batch size fixed by the formulation
equipment used.

The particular instance to be solved is defined by the following data.

a. The sales forecasts for each product-order type combination, and for each
time period, are given in the file pharma.dat. Each line contains the sales
forecasts over the planning horizon for one product-order type combi-
nation, in the order productl-subsid., productl-tender, product2-subsid.,
product2-tender, etc. All demands are net of initial inventory, and thus
there is no initial inventory of formulated products, and the demands in
the first periods are zero.

b. The initial bulk inventory allows one to formulate 3000 units of formulated
products. In addition, there is a planned receipt of 20,000 units of bulk in
the beginning of each week.

c. The formulation (including quality control) lead-time is 3 weeks for each
product. Hence, a product whose formulation starts in period x is available
to satisfy demands in period x + 3 and after.

d. The formulation time window is 5 weeks for subsidiaries, and 8 weeks for
tenders. Hence, a formulation batch of a single product started in period
z (and available in period = + 3) can only satisfy subsidiary demands up
to period x + 5 and tender demands up to period x + 8.

e. The maximum batch sizes for the six products are 30,000, 4000, 5000,
8000, 8000 and 8000 units, respectively.

Answer the following questions.
i. Build an initial formulation, and solve the corresponding MIP.
ii. Using the classification scheme and the reformulation tables from Chap-
ter 4, identify valid relaxations for the problem. Reformulate the problem by
using tight reformulations for these relaxations. Implement and test your re-
formulations using LS-LIB.
iii. Try to obtain the best possible solution in less than 600 seconds.
iv. Try to obtain the best possible duality gap in less than 600 seconds.

Exercise 5.3 Short-Term Planning for Glass Production Lines
We consider the production planning of a single-site glass plant, where three
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production lines or floats are used to produce six different product qualities or
products. The daily demands of each product to be satisfied from production
in this site are known and given for the next 15 days. For multi-site companies,
such short-term and local demands are typically the output of a longer-term
planning and demand allocation module. The goal is to find minimum cost
production plans for the three floats satisfying the (allocated) demand for the
next 15 days.

Each float produces a single product at a time, but is able to produce
any product. A production campaign of a product on a float lasts for an
integer number of days. When there is a changeover from a campaign of one
product to a campaign of another product on a float at the beginning of a
day, the float cannot be stopped but some production capacity is nevertheless
lost. This lost capacity measures the quantity of waste produced during the
changeover operation because of bad product quality. This lost capacity is
machine- or float-dependent and is also sequence-dependent. The production
rates are constant over all lines and all products, and cannot be changed or
adapted to the demand.

The cost of a plan is the sum of the inventory holding costs for the products
made in advance and the production costs. We assume here that each pro-
duction day of a product on a line has a fixed cost, which is product-dependent.

The particular instance to be solved is defined by the following data.

a. The demands are given in the file float.dat. Each line contains the
demands for all products in a given time period. Demands are net of
initial inventory, and thus there is no initial inventory.

b. The production capacity per day is CAP = 342 units of product, for each
product and each line.

c. The inventory holding costs per day are h = (5,5, 1, 3,2, 1) for the different
products.

d. The fixed production costs per line per day are ¢ = (800, 800, 600, 400,
400, 800) for the products.

e. The production capacity lost when switching from product ¢ to product
J on float line k, measured in units of product j, is given by ¢} = st? +
10(k — 1) + 10|j — 4|, where the start-up capacities st are 40, 20, 20, 20,
40, 50, respectively, for the six products.

f. Initially, the float line ¢ is ready (without losing capacity) to produce
product ¢, for 1 <17 < 3.

Using the variables

e 5! to represent the inventory of product i at the end of period ¢,

e yi €{0,1} to indicate whether line k produces product i in period ¢,

° Xth € {0, 1} to model whether there is a transition from product ¢ in period
t — 1 to product j in period t on float line k,

an initial formulation for this planning problem is
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min ZZZqzy,’m‘ + ZZh’si (5.2)

si_q+ Z CAPy;, — Z axl] =d;+s; forallit (5.3)
>y =1 for all k, (5.4)
Xith < Yoot for all ,j,k,t  (5.5)
th < ykt for all 4,5, k,t  (5.6)
th > yk7t71 + yit -1 for all 4,7, k,t (5.7)
st e RL, yi, xY, € {0,1} for all i,j,k,t, (5.8)

where constraint (5.3) models demand satisfaction, constraint (5.4) imposes
that every day exactly one product is set up on each line; constraints (5.5)—
(5.7) define the changeover variables x. Note that when ¢t = 1 in constraint
(5.5), y,iyt_l must be replaced by the initial status of the production line i.

It is possible to tighten the initial formulation of the changeover variables
by replacing constraints (5.5)—(5.7) by the unit flow formulation, described in
Section 12.2.2, written as

ZX;CJt — yit for all j, k,t (5.9)

SO = vh for all i, k, t . (5.10)

where again when ¢ = 1 in constraint (5.10), y,ic’ti1 must be replaced by the
initial status of the production line .

Answer the following questions.
i. Implement the initial and tightened formulations, and test their performance
by solving the corresponding MIPs. Compare the duality gaps obtained after
300 and 600 seconds.
ii. Using LS-LIB, implement relax-and-fix and RINS heuristics to solve this
planning problem; see Section 3.6. Test your heuristics with the initial and
tightened formulations, and try to obtain the best possible solution in less
than 20 seconds.

Notes

Section 5.1 The explicit use of extended formulations and approximate ex-
tended formulations, as well as the first XForm routines, were developed by
Van Vyve in his thesis [178]; see also Van Vyve and Wolsey [181] and Pochet
et al. [135].
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Section 5.2 Earlier attempts to automate the solution of production planning
problems formulated as mixed integer programs include the MPSARX cut-
and-branch system based on SCICONIC which recognized lot-sizing structure
and generated (I, S) inequalities from its path separation routines (see Van
Roy et Wolsey [175]), and BC-PROD based on EMOSL, a combined modeling
and optimization language, in which a special syntax was imposed so as to
recognize the embedded lot-sizing structures (variables, constraints, and data)
and to add appropriate cutting planes; see Belvaux and Wolsey [25].

Section 5.3 The general heuristics implemented in LS-LIB are described in
Section 3.6, and references are given in Section 3.6.2.

Section 5.4 LS-LIB and its global constraints are described in Pochet et al.
[135].

Section 5.5 The Consumer Goods problem is a modified instance of a prob-
lem reported on earlier in Miller and Wolsey [125], that was studied as part of
the EU-funded LISCOS project. The Cleaning Liquids Bottling line problem
has been reported on in Belvaux and Wolsey [25].
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6

Mixed Integer Programming Algorithms and
Decomposition Approaches

In Parts I to IV we adopt a more rigorous approach. Our specific goals in Part
IT are both to provide a somewhat self-contained introduction to polyhedral
combinatorics based on the uncapacitated lot-sizing problem and simple mixed
integer sets, and to provide the background and results necessary to tackle
the more complicated variants tackled in Parts III and IV.

First in this chapter we briefly give some basics of polyhedral theory al-
lowing us to describe the general decomposition approaches for which finding
good formulations and /or algorithms for the subproblems is crucial, and which
allow us to distinguish between good and less good formulations. The uncapac-
itated lot-sizing problem studied in detail in Chapter 7 provides a remarkably
rich model allowing us to use and demonstrate nearly all the important con-
cepts of polyhedral combinatorics with many beautiful results in the form of
simple algorithms and effective linear programming formulations. It also pro-
vides a point of comparison when tackling more complicated variants later. In
Chapter 8 we present several fundamental results on valid inequalities, separa-
tion algorithms, and formulations for simple mixed integer sets that are either
used later in the book to develop strong formulations for lot-sizing models or
are used to generate strong cutting planes in several recent commercial mixed
integer programming systems.

Turning now specifically to the contents of this chapter, the goal is to in-
troduce more formally the important ideas about the formulation and decom-
position of integer programs that motivate the results for single-item problems
and multi-item problems presented in Parts II-IV. Some of these ideas were
introduced less formally in Chapter 4.

e We start in Section 6.1 by collecting the polyhedral concepts that we use.
We also present the theoretical equivalence between optimization and sep-
aration. This result is crucial — many variants of single-item lot-sizing
problems with constant capacities are polynomially solvable; this equiva-
lence tells us that for such problems finding the convex hull of the feasible
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region explicitly by inequalities or by an extended formulation is a possi-

bility.

e In Section 6.2 we formalize the approach by decomposition and reformu-
lation.

e In Section 6.3, we present various decomposition algorithms:

1. Algorithms based on valid inequalities or extended formulations for the
subproblems which are the topic of this book;

2. Algorithms based on Lagrangian relaxation or column generation that
are the algorithms of choice for many classes of problems in which it
is relatively easy in practice to optimize over the “subproblems,” but
little is known about improved formulations; and

3. Hybrid algorithms that combine both approaches.

e Having established the need to find improved formulations for a set X,
and if possible formulations giving its convex hull, some of the arguments
that can be used to show that a given formulation P for X is indeed the
convex hull of X are listed in Section 6.4. Specific examples of such proofs
are shown in later chapters.

6.1 Polyhedra, Formulations, Optimization, and
Separation
We suppose that the problem has been formulated as an integer program
(IP) z =min{cz: Ar > b,x € Z }
or as a mixed integer program
(MIP) z =min{cx + fy: Az + By > b,z € R} ,y € Z1 }.
For simplicity of notation we typically just discuss IP.

Definition 6.1 Given the integer program IP, the set X = {x € ZT} : Ax >
b} is the set of feasible solutions.

6.1.1 Formulations of an Integer Program

Definition 6.2 The set of points P = {x € R"™ : Ax > b} satisfying a finite
set of linear inequalities is a polyhedron.

Definition 6.3 A polyhedron P is called a formulation for X if X = PNZ";
that is X is precisely the set of integer points in P.

We observe immediately that a set X can have an infinity of formulations.
In Figure 6.1, we show two formulations for X.

Given two formulations P! and P? for X, P! is better than P? if P! C P2,
This makes sense because, for any objective function ¢ € R",

z > min{cr : x € P'} > min{cx : x € P?}.
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A

Figure 6.2. The convex hull of X.

Definition 6.4 The convex hull of a set X, written conv(X), is the set of
points of the form x = 23;1 izt Zg;l A=1,0>0fori=1,...,T, where

{xt ... 2T} is any finite set of points of X. A point x expressed in this way

is said to be a convex combination of the points x',... xT.

For IPs and rational MIPs, conv(X) is a polyhedron. It follows that
conv(X) is the best of all possible formulations for X (see Figure 6.2), and

z =min{cz : z € conv(X)} > min{cz : x € P},

for all formulations P of X.

6.1.2 Valid Inequality Representation of Polyhedra

In this subsection we have in mind that P is a polyhedron, X = PNZ", and
in many cases P = conv(X).

Definition 6.5 An inequality Tx > mo with (m,m9) € R™ x R! is a valid
inequality for P C R™ if it is satisfied by all points in P, that is, if mx > m
forallxz € P.
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One is particularly interested in “strong” or “strongest” valid inequalities.
The natural candidates are the inequalities that are necessary to define the
polyhedron P. To distinguish between valid inequalities, we need a couple of
concepts.

Definition 6.6 A set 2°,z',..., 2% of k 4+ 1 points in R™ are affinely inde-
pendent if the unique solution of

k E
Zazaj’:(), ZazzO
=0 =0
isa; = 0 fori =0,...,k, or in other words if the k vectors of differences
zt =20 .. 2k — 29 are linearly independent.

Definition 6.7 A set P C R" is of dimension k (dim(P) = k) if the maxi-
mum number of affinely independent points in P is k + 1.

Now we can single out special types of valid inequalities. Suppose that
dim(P) = n — k for some k > 0.

i. First there are valid inequalities that are satisfied at equality by all points
of P, that is, hyperplanes {z : mx = mo} that completely contain P. There
are k (linearly) independent equations with this property.

ii. Given a polyhedron P, a valid inequality 7wz > mq

— that contains n — k (affinely) independent points of P satisfying the
inequality at equality, and
— such that 7z > my for some z € P,
is called a facet-defining inequality, and the corresponding set F' = PN{x :
mx = 7o} is a facet of P. The dimension of F' is dim(P) — 1.

ili. Given a valid inequality 7o > o for P, the set F = PN {x: mx = mp} is

called a face of P. It is a proper face if ) C F C P.

In Figure 6.2, consider P = conv(X). We have n = 2, k = 0, and
dim(P) =dim(X) = 2. There is no equality mxz1 + mxe = mo that com-
pletely contains all points of X. conv(X) is described by five facets, each of
dimension n — k — 1 = 1 and containing two affinely independent points. The
facet F = conv(X) N {x : xo = 1} is generated by the facet-defining valid
inequality 22 > 1 and contains the affinely independent points (2, 1) and (3, 1).

Theorem 6.1 If P = {x € R} : Az > b} with dim(P) = n—k, the polyhedron
P is completely described by k independent equalities of type © and one of the
facet-defining inequalities of type ii for each facet of P.

The interest of having a complete linear description of P = conv(X) is
that any linear integer program min{czx : € X} can be solved as a linear
program min{cz : z € conv(X)}. Whether or not such a description is known
and of manageable size, our basic working hypothesis is that
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— the better the formulation of our integer program, the more effective will
be the algorithm used to solve the problem, and

— adding “strong” valid inequalities, such as facet-defining inequalities for
conv(X), to our initial formulation improves the formulation.

In particular if we are using a mathematical programming system based
on linear programming and branch-and-bound, the better formulation will
typically lead to improved linear programming bounds and less nodes in the
branch-and-bound tree.

6.1.3 Extreme Point Representation of Polyhedra

Rather than being described by valid inequalities, polyhedra can also be de-
scribed in terms of points and rays.

Definition 6.8 x € P is an extreme point of a polyhedron P if there do not

exist two points x', 22 € P, 2! # 22 with x = %xl + %x2.

In other words, an extreme point of P is a point of P that cannot be
written as the convex combination of two other points in P.

Definition 6.9 7 # 0 is a ray of a polyhedron P # O if x € P implies
T+ Ar € P forall X\ > 0.

A ray r of P is an extreme ray if there do not exist two rays r',r? of P,
rt £ Ar? for some A > 0, with r = 3r' + 3r2.

Theorem 6.2 Every polyhedron P = {x € R™ : Az > b} # () with rank(A) =
n can be represented as a conver combination of extreme points {x'}_, and
a non-negative combination of extreme rays {r*}3_,:

T s s
P={z:z=3%_, At + Dot s
T
S =11eRT peRTY}.

The condition on the rank ensures that P has at least one extreme point,
or equivalently that there is no ray r of P for which —r is also a ray of P.

Example 6.1 Consider the polyhedron P, shown in Figure 6.3:

s+ y =227
28+ y > 2
3s+ y > 3
s > 0
s + 0.7y > 2.1

The points (6,0),(7,0),(0,5) in P are affinely independent, so dim(P) = 2.
Removing the two inequalities 2s +y > 2 and 3s +y > 3 that do not de-
fine facets, and are thus not necessary to describe P, we obtain a minimal
description of P:
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Figure 6.3. A polyhedron P.

s+ y =227
s >0
s+ 0.7y > 2.1.

To represent P in terms of extreme points and extreme rays, we see that there
are two extreme points (0.7,2) and (0,3), and two extreme rays (1,—1) and
(0,1). Thus we obtain the alternative description:

P={(sm) €R5 (5) = (A + (G + (D + (L)

>\1+>\2:1,>\€R3_,M€R3_}.

6.1.4 Cutting Planes and the Separation Problem

In principle one could add all the facet-defining inequalities a priori. However
as there is an infinity of valid inequalities, and even the number of facet-
defining inequalities can be incredibly large, it is not always possible or desir-
able to add all the inequalities to the formulation a priori.

Another possibility is to add valid inequalities as cuts or cutting planes
thereby removing a point z* that is not integral and that is part of the current
formulation. Such points are typically obtained as the optimal solution of the
linear program obtained by optimizing over the current formulation P of X;
see Figure 6.4.

The problem of finding whether there is a valid inequality for X cutting
off z* is an important one.
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min cx

D © ©

Figure 6.4. A cut removing x*.

Definition 6.10 Given (X, z*), the separation problem, denoted SEP(X, z*)
or SEP(conv(X),z*), is the problem of finding a valid inequality (w,my) for
conv(X) cutting off ©*, or deciding that there is no such inequality.

Note that if no such inequality exists, z* € conv(X).
Even if we do not have a complete description of conv(X), we may have a
family of valid inequalities F. These give us implicitly the polyhedron

Pr ={z € R} : mx > mg for all (m,m) € F},

for which we then wish to solve the separation problem SEP(Pg,z*).
A generic cutting plane algorithm based on the separation problem has
been described in Section 3.5.

6.1.5 Extended Formulations

Another way to strengthen a formulation is to look for an extended formulation
involving additional variables that somehow leads to a more precise description
of the problem. For X = {x € Z" : Az > b}, suppose that it can be shown
that

X ={x€Z? : Bx+ Gz >d for some z € R?}.

Now let @ = {(z,2) € R} xRY: Bx + Gz > d}.
The projection of @) into the xz-space, denoted proj,@, is the polyhedron
given by

proj,@ = {x € R"™ : there exists z for which (z, z) € Q}.

Now P:proij is a formulation for X as X = PN Z". Such a projection is
shown in Figure 6.5.



192 6 Mixed Integer Programming Algorithms

z

1
3]

-

<—— projQ@ ——> X

Figure 6.5. Extended formulation and projection.

Definition 6.11 The polyhedron @Q = {(x,2) € R} xR?: Bx+Gz > d} is an
extended formulation for X = {x € Z7} : Az > b} if proj,Q is a formulation
for X.

An implicit formulation P can be much stronger than the original formula-
tion, and there are extended formulations, that we call tight, whose projection
gives conv(X). What is particularly interesting is that the number of inequal-
ities needed to describe conv(X) with an extended formulation may be small
(perhaps polynomial) compared to the number of facet-defining inequalities
(possibly exponential) needed to describe conv(X) in the original space.

6.1.6 Optimization and Separation: Polynomial Equivalence

The discussion so far has been motivated by the idea of finding an explicit
description of conv(X), or a tight extended formulation. For which problem
classes can we hope to find such descriptions of conv(X)?

To get a partial answer to this question, we need to consider simultane-
ously the separation problem SEP (X, z*) and the corresponding optimization
problem.

Definition 6.12 Given (X,c), the optimization problem, OPT(X,c¢), is to
find an optimal solution x* to the problem min{cx : x € X}.

The following fundamental result tells us that these two problems are
either both easy, or both difficult.

Theorem 6.3 Subject to certain technical conditions, OPT is polynomially
solvable if and only if SEP is polynomially solvable .

The practical consequence of this is that there is only hope of finding
a good description of conv(X) (i.e., all facet-defining inequalities are easily
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described, or there exists a tight extended formulation that is compact in the
number of constraints and variables) if one of the problems OPT(X,c) or
SEP(X,x*), and thus both, are polynomially solvable.

On the other hand, for problems that are difficult (NP-hard problems
in complexity theory), we can at best hope to find partial descriptions of
conv(X).

6.1.7 Optimization and Separation for Polynomially Solvable
Problems

A variety of algorithms is used in Parts III and IV to establish that various
OPT and SEP problems are polynomially solvable. However, throughout
there is a certain emphasis on finding an explicit description of conv(X) in the
original variable space, and/or a tight extended formulation whose projection
is conv(X). Here we address a few points that are important when using such
formulations.

Optimization by Linear Programming
Suppose that to solve OPT (X, ¢), we solve
max{cz : x € conv(X)}

by linear programming. As X is typically a discrete set, we need to find an
optimal extreme point solution of conv(X) so as to be sure that the point
obtained lies in X. Otherwise, if the face of optimal solutions consists of more
than a single point, the linear program has nonextreme optimal solutions.
Thus it is important to use an algorithm that terminates with an extreme
point. Alternatively it is always possible to very slightly perturb the objective
function vector ¢, so that the linear program has a unique (and hence extreme
point) optimal solution.

Optimization Using a Tight Extended Formulation

Here, using the notation of Subsection 6.1.5, we wish to solve OPT (X, ¢) by
solving the linear program

max{cz + 0z : (z,2) € Q} = max{cx + 0z : Bx + Gz > d,x € R,z € R},

where proj,(Q) = conv(X). Here there is a further potential difficulty. Even if
(z*, z*) is an optimal extreme point of the linear program and thus an extreme
point of @, * may not be an extreme point of conv(X). An example where
this occurs is shown in Figure 6.6. The solution is again to slightly perturb the
objective function vector ¢ while keeping zero cost on the z variables. Now the
projection of the face of optimal solutions must be a single point, and hence
an extreme point of conv(X).
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z

Figure 6.6. (2*,2%) is extreme in Q, but z* is not extreme in conv(X).

Separation Using a Tight Extended Formulation

Suppose that we know a tight extended formulation @ with proj.(Q) =
conv(X) and we wish to solve SEP(X, z*). We have that

x* ¢ conv(X) if and only if {z € R?: Ba*+ Gz >d} =0
if and only if {z € RY: Gz > d — Bxz*} = 0.

From Farkas’ lemma, the latter holds if and only if there exists a dual vector
7w > 0 with #G = 0 and 7(d — Bz*) > 0. It follows that

mBx > wd
is a valid inequality for conv(X) cutting off * and that
conv(X) = {x € R} : 7Bz > nd for all 7 > 0 with 7G = 0}.
Solving a standard Phase 1 linear program with artificial variables w such as

min{Zwi:Gz—FIde—Bx*,sz}

provides a direct way to test if {z € R?: Gz > d — Bz*} = ), and, when z* ¢
conv(X), the optimal dual variables of this linear program provide a vector
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7 satisfying the conditions of Farkas, and hence a valid inequality cutting off
x*. So when there exists a polynomial size tight extended formulation, there
exists both a polynomial time LP optimization algorithm and a polynomial
time LP separation algorithm.

6.2 Decomposition and Reformulation

Suppose that the optimization problem OPT(X, c) that we are trying to solve
is hard. It follows that SEP(X,z*) is hard, and and so there is no real chance
of finding a good description of conv(X).

Suppose in addition that the feasible region X for which we have a formu-
lation Px can be broken up into two (or more) parts

X=YnZzZ with Y, Z C Z},
so the problem to be solved can be written equivalently as
min{cx:x € Y N Z}.

Let Py, Pz be the initial formulations for Y and Z, respectively.

The best possible case is that in which both problems OPT(Y,c) and
OPT(Z,c) are easy. In this case both problems SEP(Y, z*) and SEP(Z, z*)
are easy, and there is the possibility of describing conv(Y') and conv(Z) explic-
itly. If such descriptions can be found, we then have the improved formulation

Px = conv(Y) N conv(Z).

The second possibility is that OPT (Y, c) is easy, but OPT(Z,¢) is hard.
In this case we can as a first step hope to obtain an improved formulation

Px = conv(Y) N Py,
and then possibly an even better formulation
pX = COHV(Y) n pz,

where Py is a good approximation to conv(Z).
In the case where both problems OPT(Y,¢) and OPT(Z,¢) are difficult,
we can still aim for an improved formulation

Px = Py N Py,

where Py, Py are good approximations to conv(Y') and conv(Z), respectively.
Obviously these ideas can be repeated to break up the sets Y and Z. In
particular suppose that
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Y:Y1x~~xf’m:H§7i, and Z:ZAl><~-><Z”:HZAJ

where each of the sets Y is of the form f’, each of the sets Z7 is of the form
Z,and Y xY? = {(y",9?) : y' € Y and y* € Y?}. Then if conv(Y) and
conv(Z) are known, we have the reformulation

Px = COIIV(Y:) N conv(Z) ) ) A
= [conv(Y) x -+ x conv(Y™)] N [conv(Z!) x - -+ x conv(Z™)].

6.2.1 Decomposition of a Multi-Item Lot-Sizing Problem

We consider a typical multi-item lot-sizing problem with m items, n periods,

demands d! for item 7 in period t, individual production limits C?, production,

storage and fixed costs pi, hi and ¢! respectively, machine production rates
, set-up times b?, and machlne capacity B;. Taking the following variables

x! is the production of item i in period ¢,
s; is the stock of item 4 at end of period ¢, and

yi = 1 if item i is set up in period ¢, and y¢ = 0 otherwise,

we obtain a first natural formulation

S viat+ st + X ain
i,t it i,t

st a2l =d 45t for all 4,¢ (6.1)

. < Cly; for all 4,¢ (6.2)
> dwi+ ) byl < By for all ¢ (6.3)
xl st >0,y € {0,1} for all i, ¢. (6.4)

Here (6.1) are the product conservation equations, (6.2) the variable upper
bound capacity constraints imposing that a machine has to be set up for an
item before it can be produced, and (6.3) the machine capacity constraints
linking the production of different items.

Now we examine the structure of the feasible region X described by the
constraints (6.1)—(6.4). We note that X can be written as

f[z

X = (

,':]s

s
I
—

where

Yi={(z¢,s",y") € R® x R" x {0,1}" : satisfying (6.1)-6.2) for all ¢}
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is a single item lot-sizing region, and
Zt = {(z1, s, y1) € R™ x R™ x {0,1}™ : satisfying (6.2)-(6.3) for all i}

is a generalized single-node flow region (see Chapter 8).

This is precisely the structure discussed above, so this provides the mo-
tivation to study the separation and optimization problems associated with
Y, the single-item lot-sizing set, and Z , the single-node flow set, in order to
obtain improved formulations for X.

6.3 Decomposition Algorithms

6.3.1 Decomposition Algorithms I: Valid Inequalities and
Separation

Consider again the problem IP or OPT(X,¢) in the form
min{cz:x € YNZ} where X =Y NZY =P NZL",Z =P, NZL",

and Py and Py are formulations for Y and Z, respectively. We suppose that
OPT(Y,c) is easy.

The discussion so far suggests several different approaches that can be
taken to solve this problem with a mixed integer programming system; see
Chapter 3.

Algorithm 1. A Priori Reformulation. Find a formulation Py that ap-
proximates or describes conv(Y). Use a standard MIP system to solve IP
using as initial formulation

15)1( :Pyﬂpz.

Algorithm 2. Use of an Extended Formulation. Find an extended for-
mulation Qy = {(z,w) € R" xRP : Bx + Gw > d} of Y such that proj,(Qy)
provides a good approximation or an exact description of conv(Y). Use a
standard MIP system to solve the mixed integer program

min{cz : (z,w) € Qy,z € Z}

which is equivalent (in terms of linear relaxation or LP bound) to using the
formulation

P} = proj,(Qy) N Pz.

Algorithm 3. Reformulation by Cutting Planes. Here one needs an
exact or heuristic algorithm to solve SEP(Y, z*). One then solves linear pro-
grams starting with the initial formulation Py N Pyz. At each iteration one or
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more cutting planes 7'z > 7} are generated, and added to the formulation.
The iterations stop when no more cuts are generated. Suppose that 7' cuts
are generated in all.

Now the resulting formulation

ﬁg(:PYﬁPZﬁ{x:ﬂ'txZﬂ'é fort=1,...,T}

can be input to a standard MIP system. This approach is also known as
cut-and-branch when cuts are only added before the branch-and-bound enu-
meration.

Algorithm 4. Branch-and-Cut. If the cuts are also added at nodes of the
branch-and-bound tree, we attempt to go one step further and generate an
appropriate tight formulation at all (or many) nodes of the tree. As indicated
in Chapter 3 this is now possible with several of the state-of-the-art MIP
systems.

Should one of these methods be preferred to another? Let 2  fori = 1,2,3
be the value of the LP solution max{cz : x € Pk}, measuring the strength of
the first three formulations.

Proposition 6.4 If the formulations giving conv(Y') are tight formulations,
and the separation algorithm SEP(Y,z*) forY is exact,

2ip =2t p =23 p =min{cx : x € conv(Y) N Py}

Therefore the approaches are equivalent, and ease of implementation and run-
ning times should be the deciding factor in choosing between them.

6.3.2 Decomposition Algorithms II: Lagrangian Relaxation and
Column Generation

There are cases in which OPT(Y, ¢) is relatively easy to solve in practice, and
next to nothing is known about a practical algorithm for SEP(Y, z*), or even
about interesting classes of valid inequalities for Y. In such cases another class
of well-known decomposition algorithms is more appropriate.

Consider again the problem

z = min{ex:z €Y NZ}

Here we suppose either that OPT (Y, ¢) is easy, or that small- to medium-sized
instances are well solved in practice (even though it may theoretically be a
hard problem). Also let Py = {z € R} : Dx > d} be the formulation for Z.
We are interested in obtaining a strong lower bound by solving

w = min{ex :x € conv(Y)N Pz} < z

with no knowledge about valid inequalities or strong formulations for Y.
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Below we consider two classical approaches: (Dantzig—Wolfe) column gen-
eration and Lagrangian relaxation. Both algorithms iterate between two prob-
lems:

e A master problem in which, at iteration ¢, new “prices” @ on the linking
or complicating constraints Dz > d (represented by a row vector, with one
price for each constraint) are calculated based on the previous prices 71
and a set 2',...,2"! € Y of “proposals”.

e A subproblem OPT(Y,(c — n'D))

L(7") = min{(c — 7' D)z + n'd: 2 € Y}

which provides a lower (or dual) bound on the optimal value w, and a new
proposal x! (z' is an optimal solution to problem OPT(Y,(c — w'D)) to
be sent to the master problem.

Observe that L(rw?) < w for any n* > 0 because, for z* € Y N Py with
w = cx* (i.e., * is an optimal solution to OPT (conv(Y) N Pz, c)), we have

w=cz* > cx* — 7' (Da* —d) = (c — ' D)x* + n'd > L(x") ,

where the first inequality holds because 2* € Pz and w > 0 and the second
inequality holds because z* is feasible but not necessarily optimal for the
subproblem OPT(Y, (c — ' D)).

The final result of column generation and Lagrangian relaxation is a solu-
tion to the Lagrangian dual problem

w = max L(m)

with w < z.

Outline of the Column Generation Algorithm.
Let 2%, ..., 21 be a set of points of Y.
The master problem at iteration ¢ is the linear program:

2! = min cz

Dz >d

x € conv{z! ...z}

After substitution of # = S0t A2 ST A, = 1,0, > 0form=1,..., -1
(i.e., z is a convex combination of points z!,...,z!~1), this problem can be

rewritten in the form:
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t—1
z' = min Z Ar(cx™)
T=1
t—1
> A (D7) >d
T7=1

t—1

YA =1

T7=1

Ar>0 forr=1,...,t—1.

Let (7', 7§) be optimal dual variables for this linear program, so w* > 0 are
the dual variables on the constraints Dz > d and 7§ is the dual variable on
the convexity constraint $7_" A, = 1. Note that z* = 7} + w'd > w because
conv{z?!, ..., 271} C conv(Y).

The subproblem at iteration t is

¢! = min (¢ —7'D)x — 7}
zeY.

It computes the minimum reduced cost of a new column z € Y to add to the
master. If ¢! < 0, then the optimal solution z* to the subproblem is the new
“proposal” or column sent to the master problem for iteration ¢ + 1.

Note that the subproblem gives also a lower bound on the optimal value
w because w > L(rt) = ¢t + wf + wtd.

The algorithm terminates when ¢t > 0. Then w = L(w%) = czt, where
' € {z: Dx > d} Nconv(Y) is a solution of the master problem.

Outline of the Lagrangian Relaxation Subgradient Algorithm.

Here the master problem at iteration ¢ produces an update of the dual vari-
ables. This update is given by the simple formula

7t = max{0, 7' "' + i (d — D' 1)}

where the sequence of values p; is chosen appropriately and converges to zero.
The subproblem at iteration ¢ is the optimization problem obtained by
relaxing or dualizing the the constraints Dx > d

L(r") = min (¢ — 7'D)z + 7'd
rz ey,

with solution 2f € Y. Observe that this is exactly the same subproblem as in
the Column Generation Algorithm.

The algorithm terminates if Dz > d and 7*(Da' — d) = 0. However, in
general one only obtains that lim; ., L(7!) — w, so the algorithm typically
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terminates with a lower bound max,=1, ; L(7"*) on w without necessarily
finding a good primal feasible solution z satisfying Dx > d.

Finally both these algorithms need to be embedded into a branch-and-
bound scheme. Here the choice of branching variables or objects is not always
obvious, especially as the convexity variables from the column generation pro-
cedure are not good objects on which to branch.

Should one of these two algorithms be preferred? How does their common
bound w compare with the bound zy, p given by the algorithms of the previous
section using cuts or reformulation?

Theorem 6.5 w = max,>o L(7) = zpp = min{cz : « € conv(Y) N Pz}.
So the outcome of both these algorithms is to convexify the set Y while leaving

the formulation of Z unchanged.

6.3.3 Decomposition Algorithms III: Hybrid Algorithms
It is possible to obtain the stronger lower bound
w* = min{cz : x € conv(Y) Nconv(Z)}

when one has either a practical algorithm for separation or optimization for
both Y and Z. The case when one has a separation algorithm for both is
obvious, and is a direct extension of algorithms from Section 6.3.1. We now
consider briefly the other two possibilities.

Lagrangian Decomposition

OPT(Y,c) and OPT(Z,c) are both tractable.
The problem is reformulated as
min acy + (1 — a)cz
y—z=0
yeY,zeZ,
where 0 < a < 1. The reformulated problem is then solved by Lagrangian

relaxation, dualizing the constraints y — z = 0. It follows immediately from
Theorem 6.5 that the bound w* is achieved.

Combined Column Generation and Cutting Planes
SEP(Y,c) and OPT(Z,c) are both tractable.

The master problem at iteration t.
This problem is constructed from a set {x'};c;e—1 of points of Z and a set
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{(=7,7})} jegt—1 of valid inequalities for conv(Y') giving either the linear pro-
gram:

t

z" = min cx
T — Z Nzt =0
selt—1

> a-
ielt—1

Z ﬂ'jl‘zﬂ'é for j € Ji1
jegt-1
A >0 foriEIt_l,

or, if we eliminate the x variables, the linear program:

Z (mizt)\ > 7} for j € J*71

A >0 forie 1.

-1
Let A! be a primal optimal solution and (uf, ) € R‘_{_]t | x R! a dual
optimal solution.

The order in which the two subproblems are solved below is arbitrary. We

have chosen to look first for a violated inequality.

The Separation Subproblem — Adding Constraints.

Solve SEP(Y, Y ;. Aia').

If a valid inequality (7', 7() is generated, cutting off the point Y, .- Alz’,
set Jt = J1 U {t}, set t < t + 1, and return to the Master.

Otherwise set J* = J!~!, and go to the optimization subproblem.

The Optimization Subproblem — Adding Columns.

Solve OPT(Z,c— Y ;¢ yo-1 p77) with optimal value ¢* and solution z*.
If ¢' < p§, the column corresponding to z' has negative reduced cost. Set
It =T'1 U {t}, set t + t + 1, and return to the Master.

Otherwise stop.

On termination w* = cz*, where 2* = 3", .1 ALz’ € conv(Y) N conv(Z).
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6.4 Convex Hull Proofs

Suppose that X C Z™ is an integer set, and P is a formulation for X, so
P={zecR}:Axz >0b}, X = PNZ", and conv(X) C P. Below we assume
for simplicity that conv(X) # 0, that both conv(X) and P have extreme
points, and that conv(X) is not just a single point.

We say that a nonempty polyhedron (with extreme points) is integral if
all its extreme points are integral. The extension to mixed integer sets is
straightforward. We say that an extreme point is integral if all the coordinates
of the integer variables are integral. For simplicity, we consider here only
integer sets.

How can one prove that P = conv(X), or equivalently that P is integral?
Below we indicate several ways of proving such a result. Several of them are
used later, particularly in Chapters 7 and 8.

First we list some of the ways that follow more or less from the definition

1. Show that all extreme points of P are integral.
The contrapositive is:

2. Show that all points of P with x ¢ Z™ are not extreme points of P.

3. Show that all facets/faces of P have integral extreme points.

4. Show that the linear program: min{cz : x € P} has an optimal solution
in X for all c € R™.

One way to do this is:

5. Show that there exists a point x* € X and point u* feasible in the dual

linear program: w” = max{ub : ud < ¢,u € R} with cz* = u*b.
Another is:

6. Assuming b € Z™, show that, for all ¢ € Z™ for which the optimal dual
value wP is bounded, w? is integer-valued.

7. Show that dim(conv(X)) = dim(P), and that if 7z > 79 is a facet-defining
inequality for conv(X), then mz > 7y must be identical to one of the
inequalities a%x > b? defining P.

8. Show that dim(conv(X)) =dim(P), and that for all ¢ € R™ for which
M(c) # X and the optimum value is finite, M(c) C {z : ax = b?} for
some inequality aZx > b? defining P, where PN {z : a%x = b?} is a proper
face of P. Here M(c) = arg min{cz : © € X} is the set of optimal solutions
for a given cost vector ¢ € R™. This condition is sufficient because, if
mx > mo defines a facet of conv(X), and we take ¢ = 7, then M (7) can
only lie in that facet. It follows that the faces of P contain all the facets
of conv(X).

Another possibility is to show that conv(X) = proj,(Q) where @ is
some extended formulation for X.

9. Show that @ is integral.

10. Show that the linear program: max{cz + Ow : (z,w) € Q} always has an
optimal solution with z € Z".

We terminate with one very important way of showing that P is integral.
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Definition 6.13 A {0,+1, —1} matriz A is totally unimodular (TU) if every
square submatriz of A has determinant 0,1, or —1.

To recognize such matrices, we have the following very useful test.

Proposition 6.6 A {0,+1,—1} matriz A is totally unimodular if, for any
subset J of the set N = {1,...,n} of columns, there is a partition Jy,Jo of J
such that for every rowi=1,...,m,

D ai— Y ayl <1
JEJ JEJ2
The importance of TU matrices resides in the following well-known result.

Theorem 6.7 If A is totally unimodular, b € Z™, and l,h € Z", then the
polyhedron
{z eR": Ax < bl <x <h}

1s integral, whenever it is nonempty.

Exercises

Exercise 6.1 Consider the set
n
X:{yeZi:CZijb}.
j=1

i. Find conv(X).
ii. Find conv(X N {0,1}7).

Exercise 6.2 Consider the set
m
X ={(z,y) € [0,1]™ x {0,1}: ij < my}.
j=1

Show that
conv(X) = {(z,y) € [0,1]™ x [0,1] : z; <yforj=1,...,m}.
Exercise 6.3 Consider the set
X ={(z,y) e R} x {0,1}”:Z:pj <b, z;<y;forj=1,...,n}
j=1
i. Show that, if f =b— |b] > 0, the inequality
ij—i-fZ(l—yj) <b
jeS jeSs
is valid for X, and facet-defining if |.S| > b.

ii. Given that all nontrivial facets of conv(X) are of the above form, give a
tight extended formulation for conv(X).
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Exercise 6.4 Show that if a 0—1 matrix A has the consecutive 1s property
(i.e, for all rows ¢ = 1,...,m, if a;; = a;x =1 for k > j + 1, then a;y = 1 for
all j <t < k), then matrix A is totally unimodular.

Notes

Section 6.1 An introduction to polyhedra as they arise in integer programs
can be found in several books, in particular Schrijver [148] and Nemhauser
and Wolsey [126]. The equivalence of optimization and separation is due to
Grotschel, Lovdsz, and Schrijver [79, 80]. A large majority of the remark-
able developments in combinatorial optimization and polyhedral combina-
torics over the past 25 to 30 years have been concentrated in the development
of valid inequalities and in separation algorithms for these inequalities. The
equal emphasis placed in this book on extended formulations is relatively new.
However, such formulations have been known for some time; one of the ear-
liest is the representation of the closed convex hull of the union of polyhedra
of Balas [18, 21] that we present in Section 8.4.

Section 6.2 The decomposition approach described here is familiar to any-
one who has attempted to use a decomposition algorithm. The idea of decom-
posing multi-item lot-sizing problems was already examined in the papers of
Manne [115] and Dzielinski and Gomory [59].

Section 6.3 Details on different decomposition algorithms for integer pro-
gramming can be found in textbooks on integer programming, such as
Nembhauser and Wolsey [126], Martin [119], Parker and Rardin [131], and
Wolsey [193]. Decomposition for linear programs originated with Dantzig and
Wolfe [53], and column generation with Gilmore and Gomory [75]. Lagrangian
relaxation was first applied by Held and Karp [89] to the traveling salesman
problem. A fundamental paper showing its importance for integer program-
ming is that of Geoffrion [73]. Lagrangian relaxation methods and Dantzig—
Wolfe or column generation methods have been used to solve numerous pro-
duction planning models. See, for instance, Afentakis et al. [2], Afentakis and
Gavish [1], Chen and Thizy [36], Diaby et al. [56], Tempelmeier and Derstoff
[158], Thizy and Van Wassenhove [160], Trigeiro et al. [161] for Lagrangian re-
laxation approaches, and Kang et al. [95] and Vanderbeck [182] among others
for column generation approaches

Lagrangian decomposition was suggested in Jornsten and Nasberg [94] and
Guignard and Kim [84], and the combination of cutting planes and column
generation has been a challenge for several years; see, for instance, the recent
work of Poggi and Uchoa [143] and Fukasawa et al. [72].

Section 6.4 A simple example demonstrating the different convex hull proof
techniques can be found in Section 6.2 of Wolsey [193]. The classical primal-
dual method (5) is due to Edmonds [60], and the very useful approach (8) is
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attributed to Lovéasz [109]. Total unimodularity is also treated in most of the
books cited above. Proposition 6.6 is due to Ghoula-Houri [74].



7

Single-Item Uncapacitated Lot-Sizing

Here we consider the simplest possible production planning problem involving
time-varying demand, and fixed set-up or order placement costs. This prob-
lem has been introduced and classified as LS-U in Part I. By studying the
properties of this model and different ways to solve it, we hope to learn how to
analyze and solve more complicated single-item variants in Part III, as well as
to provide many of the results needed to tackle more complicated multi-item
problems by the decomposition approach in Part IV.

e In Section 7.1 we formulate problem LS-U. This formulation is repeated

here to make this chapter self-contained and independent of Part 1.

In Section 7.2 we characterize optimal solutions of LS-U.

Then we describe and analyze dynamic programming algorithms for LS-U
in Section 7.3.

e In Section 7.4 we describe linear programming reformulations, and in par-
ticular the convex hull formulation in the original space, the associated
separation algorithm, and tight extended reformulations.

e In Section 7.5 we analyze the special case WW-U, where the cost function
satisfies the nonspeculative Wagner—Whitin condition.

e Partial reformulation results are described in Section 7.6. These are useful
in solving large problem instances.

e Finally in Section 7.7 we give proofs of some of the convex hull and tight
reformulation results presented earlier in the chapter.

7.1 The Uncapacitated Lot-Sizing Problem (LS-U)

The uncapacitated lot-sizing problem LS-U can be described as follows. There
is a planning horizon of n = NT periods. The demand for the item in period
tisd; >0 fort =1,...,n. For each period ¢, there are unit production costs
P}, unit storage costs h} for stock remaining at the end of the period ¢, and a
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fixed set-up (or order placement) cost ¢; which is incurred to allow production
to take place in period ¢, but is independent of the amount produced.

A First Formulation of the Problem.
One natural way to view LS-U is as a minimum cost network flow problem
with, in addition, fixed costs for the use of certain arcs. In Figure 7.1 we show
such a network for an instance with n = 4 periods. The variable and fixed
costs associated with each arc are shown.

Figure 7.1. Formulation as a fixed charge network flow.

Note that the flow in arc (0,t) represents the amount produced in period
t, and the flow in arc (¢,¢ + 1) represents the stock at the end of period t.

To formulate the problem as a mixed integer program, we first define
variables. Specifically we use

x; for the amount produced in period ¢,
s¢ for the amount in stock at the end of period ¢, and
y; for the 0-1 set-up variable which must have the value 1 if z; > 0.

Now we can write a first mixed integer programming formulation:

min Zpgxt + Z his + Z QY (7.1)
=1 t=0 t=1

St—1+ T =di + 5¢ for1<t<n (7.2)
x < My, for1<t<n (7.3)
se R z e Ry e[0,1]" (7.4)
yEeL"” (7.5)
S0 = S0, Sn = Sh, (7.6)
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where M is a large positive number.

Here the constraint (7.2) represents conservation of product (or flow con-
servation at node t in the network of Figure 7.1). The constraint (7.3) ensures
that if 2; > 0, then y; > 0 and so necessarily y; = 1. The constraint (7.6) is
optional in the sense that there are situations in which both the initial stock
sp and the final stock s,, may be decision variables. However, in the major-
ity of cases their values are fixed, and the values s{, s}, are part of the data.
Unless otherwise stated, we assume their values are fixed. What is more, we
assume that sj = s = 0, as in Figure 7.1. This assumption is justified by
Observation 7.1 in the next section.

We denote by X5~V the set of feasible solutions to (7.2)(7.6).

7.2 Structure of Optimal Solutions of LS-U

We start with an observation that allows us to simplify the presentation in
most of this section, and can be viewed as a basic preprocessing step for
problems with initial stocks and stock lower bounds (safety stocks).

Observation 7.1 In LS-U, if the initial and final stocks are fived and there
are stock lower bounds, the problem can be reformulated with modified demands
so that initial and final stocks, and the stock lower bounds, are all zero.

Preprocessing step. Suppose that the initial fixed values are sy = s, s, = s,
and the lower bounds are s; > s; for 1 <t < n — 1. To treat the stock lower
bounds, one first calculates updated lower bounds: S, = s§ and

S, =max[S, ; —d,sf] forl<t<n.

Then one introduces net stock variables ns; and makes the substitution ns; =
st — 8, > 0fort=0,...,n The resulting balance equations are

nsi—1+xy = (dy + 8, — S;_1) + nsy.

Thus we have obtained a modified problem with d, replaced by d;+S,—S,_; >
0 for 1 <t < n, and the amount ., , h};S, added to the objective function.
Finally we set nsy = ns, = 0.

Suppose that it has been decided in which periods there are set-ups, that
is, y € {0,1}" is known. The optimal production plan is now a minimum
cost flow in the network of Figure 7.2 except that arcs (0,t) are suppressed if
y+ = 0. Note that this is the same network as above (Figure 7.1), but now we
indicate the variables associated with each arc rather than the costs.

We now present a well-known and fundamental property of minimum cost
network flow problems.

Observation 7.2 In a basic or extreme feasible solution of a minimum cost
network flow problem, the arcs corresponding to variables with flows strictly
between their lower and upper bounds form an acyclic graph.
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Figure 7.2. The fixed charge network flow variables.

This immediately tells us something important about the structure of op-
timal solutions to LS-U.

Proposition 7.1 There exists an optimal solution to LS-U in which s;_1xs =
0 for all t.

Proof. Given y € {0,1}", consider an optimal basic feasible solution. Suppose
s¢—1 > 0. The stock must originate from production in some period k where
k < t. So the flow on arcs (0, k), (k,k +1),...,(t — 1,t) is positive. As these
edges together with edge (0,t) form a cycle, it follows from Observation 7.2
that x; = 0. O

Now we can fully describe optimal solutions.

Proposition 7.2 There ezists an optimal solution to LS-U characterized by:
i. A subset of periods 1 < t; < ---t,. < n in which production takes place. The
amount produced in t; is dy; +- - +dg; 1 forj=1,...;r witht,y1 =n+1;
ii. A subset of periods R C {1,...,n}\{t1,...,t,}. There is a set-up in periods
{t1,...,t,} UR.

The structure of an optimal solution is shown in Figure 7.3. The intervals
[t1,t2—1], [t2, t3—1],...of a basic solution with no stock entering or leaving the
interval, and production in the first period to satisfy demand in all periods of
the interval, are called regeneration intervals. So, Proposition 7.2 shows that
a basic optimal solution can be decomposed into a sequence of regeneration
intervals, plus some additional set-ups without production (periods in R).

Note that if sq is a variable and sg > 0, then the first regeneration interval
has a special form with sy = Ei:l d, for some t. Also in most practical
instances, we will have nonnegative fixed costs ¢; > 0 for all ¢, and in these
cases, one can take R = ) in Proposition 7.2. However, if there are negative
fixed costs, we have the following simple solution.
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Figure 7.3. Structure of an optimal solution of LS-U.

Observation 7.3 For instances of LS-U with negative fized costs, it suffices
to replace the fived costs q; by ¢ = max[q;,0] fort = 1,...,n, and add the
constant term Y, min(qs, 0] to the objective function.

Proof. If ¢; < 0, y = 1 in any optimal solution. So replacing the term q;y;
by 0y: + g; does not affect the optimal value of the problem. O

To terminate this section we introduce some notation, and then make a
simple observation that allows us to simplify calculations later.

Notation. Throughout the text we use dy; = ZL:k dy.-

Observation 7.4 The objective function (7.1) of LS-U can be alternatively
written as either

hoso + > y—y Pee + 3001 qeye + K1, (7.7)
where pr = pj + Z?:t Ry fort = 1,...,n, hy = S ohy, and Ky =
— >y Wdyy, or as

Do hese + 24 arye + Ko, (7.8)

whfre hy = hy +p, — Py fort =0,...,n with pj = p,,; =0 and Ky =
> i1 Py

Proof. One can use the flow conservation constraints (7.2) to eliminate either
the production variables {z:}, or the stock variables {s;} from the objective
function (7.1). Eliminating the stock variables using s; = so + ), _; Tu — di
gives

n n n n n t n
ZPQ% + Z hisi = Zp;ffft + (Z hi)so + Z hy Z Ty — Z hiyd
t=1 t=0 t=1 t=0 t=1 u=1 t=1

= h)so+ Y (Wi +hi+ -+ h)w = > hiday.
t=0 t=1 t=1

Similarly, eliminating the production variables, using z; = d; +s¢ — S¢—1, gives

n n n n
Zp;act + Z hisy = Zp;(dt +5—8-1) + Zh,’fst
=1 t=0 =1 =0
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n n
= Z(h; + Pt = Piy1)se + Zpédt
t=0 t=1

with pj,,, =0. O

7.3 A Dynamic Programming Algorithm for LS-U

We now present an algorithm to solve LS-U. Using Observation 7.4, we take
as objective function Y\ | prxs + Y1 ; q:y:. In addition by Observation 7.1
we take s§ = s); = 0, and by Observation 7.3 we suppose that ¢; > 0 for all ¢.

Let G(t) be the minimum cost of solving the problem over the first ¢
periods, that is, satisfying the demands dy, ..., d;, and ignoring the demands
after period t, and let ¢(k, t) be the minimum cost of solving the problem over
the first ¢ periods subject to the additional condition that the last set-up and
production period is k for some k < t. Now it follows from the definition that

G(t) = k:klgt(b(k,t).

How can we calculate the values ¢(k,t)? Observe that given the structure
of the optimal solutions described in Proposition 7.2 and the condition that
the last production period is k& (which implies that s;_; = 0), the solution up
till period £ — 1 must be an optimal solution up to period k£ — 1, and so it
necessarily has cost G(k — 1). This is an instance of the so-called Principle of
Optimality. So we have that

o(k,t) = G(k — 1) + qx + prdy.
This is all that is needed to obtain a dynamic programming recursion.

Forward Dynamic Programming Recursion

G0)=0
G(t) = min [G(k —1) + s + prdge)  fort=1,....n.
By calculating G(1),G(2), ..., in order, one terminates with G(n), the value

of an optimal solution to LS-U.

To recover an optimal solution, a little more information must be kept.
Let ky = arg ming.,<¢[G(k — 1) + ¢x + prdie]. Then one can work backwards.
Kn gives the information that y,, =1 and z,, = dy,, ». Continuing, we need
to find an optimal solution for periods 1,...,k, — 1 of cost G(k, — 1), with
the last production period before #,, — 1 given by &, _1), and so on.

Note that in fact the calculations in the recursion are very simple because
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ok, t+1) = ¢(k,t) + prdis for all k,¢t with k < t, and
ok, k) =Gk — 1)+ qx + prdx for all k.

This calculation can clearly be carried out in O(n?) operations. We now
demonstrate the algorithm.

Example 7.1 Consider an instance of LS-U with n = 5, d = (3,2,1,2,1),
q=(0,12,7,4,5), p=(3,0,1,0,2), and h = 0.

Applying the recursion, we obtain
G)=9¢(1,1)=q¢1 +p1di =0+3x3=9, and so ky = 1.

G(2) = min[¢(1,2), ¢(2,2)] = min[¢(1, 1) + p1ds, G(1) + g2 + pads]
=min{9+ 3 x 2, G(1) + 12 + 0} = min{15, 21} = 15, and so ko = 1.

G(3) = min[¢(1,3), $(2,3), (3, 3)]
= min[¢(1,2) 4 p1ds, $(2,2) + pads, G(2) + g3 + psds]
=min{154+3x1, 214+0x1, G(2)+7+1x1} = min{18,21,23} = 18, so k3 = 1.

G(4) =min{18 +3x2, 21 +0x2, 23+1x2, G(3) +4+0x 2}
= min{24,21,25,22} = 21, so ky = 2.

G(5) = min{24+3x1, 21+0x1, 25+1x1, 224+0x1, G(4)+5+2x1} =21,
S0 Ky = 2.

Thus the optimal value is G(5) = 21.

Working backwards to find an optimal solution, ks = 2 so an optimal so-
lution is obtained by setting yo = 1 and xo = dos = 6, and completing with an
optimal solution for the first ks — 1 = 1 period of value G(1). Here k1 = 1,
and so y1 = 1,x1 = d11 = 3. Therefore a complete optimal solution is given
by yr =y =1 with x1 = dy = 3 and xo = dos = 6.

Now we look at a backward variant and also consider whether it is possible
to solve the problem faster.

A Faster Backward Dynamic Programming Recursion
Let H(t) be the optimal value for problem LS-U with planning horizon

t,...,n, ignoring periods 1,...,¢t — 1. We obtain a recursion by considering
for which interval [¢, k] the demand is satisfied by production in ¢.

H(t) = min [g; + pidi e + H(K)] if d > 0.

H(t) = min{H(t + 1), iﬂll’l [qt + pedi -1 + H(K)]} if d¢ = 0.
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Starting from H(n+1) = 0, and calculating H(n), H(n—1), ... in order, one
obtains the optimal solution value H(1) of LS-U.

A straightforward implementation of this recursion again results in an
O(n?) algorithm. Now we indicate how it is possible to carry out the calcu-
lations faster leading to an O(nlogn) algorithm. For simplicity we suppose
that d; > 0 in each period.

Rewriting the recursion, we have

H(t) = [_ptdkn + H(k)] + qt + ptdtn~

in
k:k>t
Thus the crucial calculation at each iteration is k; =argming.g~¢[—piden +
H(k)].
Consider now a plot of the points (z%,y*) = (dy j_1, H(k)) for k =t +
1,...,n+1with Hn+1) =0.

Observation 7.5 The line through (xz*,y*) with slope —p; intersects the ver-
tical line x = dyp, in —pedpn+H (k). Thus it suffices to find the lowest intercept.
In Figure 7.4 the same graph is shown twice: on the left one sees the slopes,
and on the right the resulting lower envelope.

{(x”,yn) =( d1,ts H(t+1) )

Hit+1)+ — — — — —
I a
N ,
H(n) ] l(xijsyij) f ( d1,ij.1 , H('j) )
T | .
H(n+1) 1 \.
, !
d1,t | d1,n d1,t
1
di

Figure 7.4. Backward DP and lower envelope.

Now consider the lower convex envelope of the points (z¥,4*) for k =
t+1,...,n + 1 with breakpoints (vertices of the lower convex envelope)
(Xiys Yiy)s- oy (@i, ys,) with {iq,...,6.} C{t+1,...,n+ 1} and i, =n + 1.

Observation 7.6 If (ack,yk') 18 not a breakpoint, there is some breakpoint
(i, yi,) with H(ij) — pedi; n < H(k) — pedpn. It follows that

H(t) = min (H(ij) — pidi; n) + @t + Pedin-

Jj=1,...,r

Observation 7.7 The segment of the lower convex envelope joining adjacent
breakpoints (xi,_,,yi;_,) and (x;;,y;;) has slope
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m, — 20 = H(i) _ g

i o
dv,jfl,zj—l
and the slopes are increasing in j.

Observation 7.8 If m; < —pr < My, then

H(t) = H(ij) — pedi; n + Gt + Pedin-

H(i, ;)-

H(i){

Hiju)-
H(n+1)

H(t) - q; - p; dy,
=H(i) - p, dij,n

Figure 7.5. Backward DP, lower envelope, and computation of H(t).

The computation of i; such that m;, < —p; < my,,, and of H(t), is
illustrated in Figure 7.5.

Observation 7.9 Given the values m;; in increasing order, the value for
which m;; < —py < my,,, can be found by bisection in O(logn).

Finally having obtained the new point (z¢,y") = (d1,4—1, H(t)), it is nec-
essary to update the lower convex envelope by adding the point (x?,y'), and
possibly removing some of the breakpoints from the beginning of the previous
ordered list.

Observation 7.10 For j = 1,...,r, if the slope of the line joining (xt,y?) to
(w4;,yi;) is greater than or equal to m;,,,, the points (x,y;,) forl=1,...,j
are no longer breakpoints in the convexr envelope.
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As there are at most n breakpoints that can be removed from the lower
convex envelope only once, the update of this lower envelope takes O(n) in
total. Therefore the running time of the backward algorithm is the following.

Proposition 7.3 The backward DP recursion can be implemented to run in
O(nlogn).

Example 7.2 Consider an instance of LS-U withn = 5,d = (5,4,2,3,6),p =
(3,1,3,2,1), and f = (0,30,25,15,5).
Applying the above algorithm, we have

t=6,(z% y°%) = (20,0).

t= 5ap5 = 1aH(5) =4q5 +p5d5 = 11; ($57y5) = (147 11)

Breakpoints z°, 28, slopes ms = —%.

t=4,p4 =2, and —2< —1—61. Thus by Observation 7.8, ky = 5.

Hence H(4) = q4 + pady + H(5) = 32, and (z*,y*) = (11, 32).

The slope of (2*,2°) is —7. Using Observation 7.10, as —7 < —1L. no break-

6 ’
points are eliminated, and the new breakpoints are z*, 2°, 25.
The slopes are (—7,—4&).

t=3,p3=3, and —7< -3< —16—1. Thus by Observation 7.8, ks = 5.
Hence H(3) = q3 + p3dss + H(5) = 51, and (23,4%) = (9,51).
The slope of (22, 2%) is —12—9. Using Observation 7.10, as —% < =7, no break-

points are eliminated, and the new breakpoints are 23, z*, 2°, 26.
19 11
The slopes are (=%, —7,—%).

t=2,po=1, and — % < —1. Thus by Observation 7.8, ko = 6.
Hence H(2) = qa + padas + H(6) = 45, and (22,y?) = (5,45).
The slope of (22, 23) is %. Using Observation 7.10, as % > —12—9, the breakpoint

23 is eliminated.

The slope of (22,2%) is —%. As —% > —7, the breakpoint z* is eliminated.
The slope of (2%, 2°) is —%. As —%4 < —%, the new set of breakpoints is
22,25, 28.

The slopes are (—3%, —11).

t=1,p$1 =3, and — % <-3< —%, Thus by Observation 7.8, k1 = 5.
Hence H(1) = q1 + p1d14 + H(5) = 53.
An optimal solution is y1 = y5 = 1,1 = 14, x5 = 6.

We finish this section by viewing the forward recursion as a shortest path
problem.
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The Shortest Path Algorithm.

Consider a directed graph with nodes 1,2,...,n+1, where each arc (i, j) with
i < j corresponds to the regeneration interval [i, j — 1], that is, to a set-up in
period ¢ with production to satisfy demand for the interval [i, 7 — 1]. Clearly
any path from 1 to n+1 provides a feasible solution to LS-U. Furthermore this
solution satisfies the structure of extreme solutions described in Proposition
7.2. If arc (¢, ) has cost ¢(i,j — 1) = ¢; + pid; j—1, the length of a shortest
path will necessarily be G(n). Hence solving LS-U by the forward dynamic
programming algorithm is equivalent to solving the shortest path problem on
the graph described above. An instance of the directed graph for n = 4 is
shown in Figure 7.6.

Figure 7.6. Shortest path to solve LS-U with n = 4.

7.4 Linear Programming Reformulations of LS-U

Here we use LS-U to demonstrate the classical polyhedral approach to the
study of formulations for a combinatorial optimization problem. We exhibit
valid inequalities for X9~V a description of the convex hull of feasible solu-
tions, extended formulations, and separation algorithms.

The first point to observe is that, because we have shown in the previ-
ous section that the optimization problem OPT(X =Y (p', k', q)) is poly-
nomially solvable, we know from Chapter 6 that the separation problem
SEP(XLS=U (z* s* y*)) is also polynomially solvable. Therefore it may be
possible to provide a complete inequality description of conv(X“5~U) and a
fast combinatorial separation algorithm.

7.4.1 Valid Inequalities for LS-U

We want to find valid inequalities satisfied by all points in X%~V that is,
those satisfying (7.2)—(7.5). In particular we are looking for valid inequali-
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ties for X5~V that are not just obtainable as linear combinations of the
constraints (7.2)—(7.4).
One such inequality already described in Chapter 4 is

Tt S dtyt + S¢. (79)

We provide here a different argument for its validity. Using s;_1 +x; = d¢+ s¢,
it can also be written as
Sg—1 2> dt(l - yt).

In this form, it is easy to see that the inequality is valid. If y; = 0, then there is
no production in period ¢, and so the entering stock s;_; must at least contain
the demand for the period d;. On the other hand, if y; = 1, the inequality
reduces to s;—1 > 0, which is always valid.

It is not difficult to generalize the inequality (7.9).

Proposition 7.4 Let 1 <! <n, L={1,...,l} and S C L, then the (I,5)
inequality

Z x; < Z djiy; + s (7.10)

jes jes
is valid for X*5-U.

Proof. Consider a point (s,y) € XX5~UV_ If Zjes y; = 0, then as z; = 0 for
j € S and s; > 0, the inequality is satisfied. Otherwise let ¢ = min{j € S :
y; = 1}. Then EjeS‘rj < Zéztxj < dy+ s < EjeS d;jiy; + s; where the
first inequality follows from the definition of S and the nonnegativity of z;,
the second from the flow conservation equations, and the third using y; = 1
and the nonnegativity of the y;. 0O

What is more, repeating Theorem 4.2, it has been shown that these are
the only inequalities needed.

Theorem 7.5 When so = s, = 0, the original constraints (7.2)—(7.4) plus
the (1,S) inequalities (7.10) give a complete linear inequality description of
conv( X F9-Y),

For later., using Z.jGL
can be rewritten as either

Z T + Zdjlyj > dyy, (7.11)

JEL\S jeSs

xj = di + s1, we observe that the (, S) inequality

or, if k = min{i € S}, using sp_1 + Zé:k x; =dg + 51, as

se1t Y Y duyy > di, (7.12)
J€{k,...,l}\S jeSs

or equivalently as
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!
Sp_1+ Z xj > Zdj(l - Z Yt)- (7.13)

jelk,...,lN\S j=k tES,t<;

The complication from a linear programming point of view is that there is an
exponential number of these inequalities. This means that it is impossible to
add all of them to the formulation a priori. The alternative is either to choose
a small subset to be added a priori (which inequalities?), or to generate them
as cutting planes when they are needed. Taking the cutting plane approach,
given a point (z*,y*, s*) satisfying (7.2)—(7.4), nonintegral in y*, we need to
find one or more of the (,.5) inequalities cutting it off.

The Separation Problem for (/,5) Inequalities

Given (x*, s*, y*) satisfying (7.2)—(7.4), either find an (I, S) inequality cutting
off the point, or show that all the inequalities are satisfied, and so demonstrate
that (z*,s*,y*) € conv(XF5U).

It turns out that this separation problem is easily solved by inspection.
We consider the inequalities in the form (7.11).

Algorithm for (I,S) Separation

1.Forl=1,...,n,

2. Calculate oy = 22:1 min(x}, d;jiy;).

3. If oy < dy, output L ={1,...,1},S={j€L:x}>duy;}.
4. end-For.

A straightforward implementation requires O(n?) comparisons in line 2.
However, it is possible to rearrange the computations to obtain a running
time of O(nlogn). Observe that 0 < d;y; < d; 11y} < ... < djuy;. So, using
bisection, it is possible for each j to determine an integer I(j) € {j,...,n}
such that d;;;y—1y; < 2} < dj;y; in O(logn).

Then we can calculate o recursively as follows:

=+ d(Y )+ Y (@ —djiay)),
JEY] JEXH
where Y, = {j € {1,...,1} : I(j) >} and X; = {j € {1,...,1} : I(j) = 1}. As
Y, = (V-1 U{i}) \ X}, the additional time needed to calculate all the «; is
O(n).

Example 7.3 Consider an instance withn = 4 and d = (7,2,6,4). Forl = 3,
the (1,.5) inequalities are
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T < 15y +53
T9 < 8y2 +53

x3 < 6ys +s3

1 +x2 < 15y1 +3y2 +53
1 +z3 < 15y, +6y3 +s3
Ty +xz < 8ya +6ys +s3

x1 +o2 +x3 < 15y; +8y2 +6y3 +s3.

Suppose now that we are given the nonintegral solution z* = (7,3,5,4),s* =
(0,1,0,0),y* = (1,1, 3,1) shown in Figure 7.7.

Using the improved separation algorithm, we see that

xf < dyyi, sol(1) = 1.

dasys < x5 < dogys, so 1(2) = 4.

dsy; < a3 < dsay3, so l(3) =4.

xh < dgyji, sol(4) =4.

| =1. Imtzally X1 :{1}, Y1 :(D and o :7Zd1
No violation.

[ =2. X2=(Z),Yg={2}anda2=7+2y§=7.5<d12=9.
Violated inequality with S = Ys.
x1 + doys > dio is violated by 9 — 7.5 = 1.5.

=3 X3= (Z), Ys = {2,3} and ag = 7.5 + 6(y’2" +y§) =12 < dy3 = 15.
Violated inequality with S = Y3.
1 + dogyo + dsys > di3 is violated by 15 — 12 = 3.

l=4. X4={2,34},Ys=0anday =12+ (3—-2)+(5—3)+4 =19 > dy4.
No violation.
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7.4.2 Extended Formulations for LS-U

Here we consider formulations for LS-U involving more informative variables
in which the link between the continuous variables (z, s) and the 0-1 variables
y is more precise. We present two such extended formulations. The first has
a very natural choice of variables.

The Facility Location Extended Formulation

Let wy,; with u < ¢ be the amount produced in period u to satisfy demand in
period t. This leads to the formulation

min > puu+ Y ar (7.14)
u=1 t=1

Xt:wut =d; forl1<t<n (7.15)

u=1

Wt < dyyy forl<u<t<n (7.16)

Ty = zn:dtwut forl<u<n (7.17)
t=u

y €10,1]", wy € Rﬁr for1 <u<t<n, (7.18)

y € Z". (7.19)

Here (7.15) ensures that the demand is satisfied in each period, and (7.16)
that the set-up variable y,, = 1 whenever there is production in period u. The
equation (7.17) provides the link between the original production variables x
and the new variables w. Note that one can completely remove the x variables
by eliminating them from the objective function using (7.17). Alternatively
one could also add the constraints (7.2) to have the values of the original stock
variables s.

Question How good is this new extended formulation Q¥*~Y = {(z,y,w) :
(7.15)- (7.18)}?
The answer is that the formulation cannot be bettered.

Theorem 7.6 The linear program
min{pz + gy : (z,y,w) € Q") (7.20)

has an optimal solution with y integer, and thus it solves LS-U.

We can also say what this means theoretically.

To compare formulations, we need to consider solutions in the same space
of variables, so we need to look at the projection of Q¥*~V in the (z,y) or
(z,y, s)-space; see Section 6.1.5.
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Theorem 7.7 proj, ,Q¥~Y =proj, ,conv(XES~V).

Example 7.4 We consider an instance with n = 3. Q¥=U is of the form:

w11 =d;
w12 +wao =ds
w13 +waz +wss = ds
w11 < diy1
W12 < doy1
w13 < dsy1
w22 S d2y2
Wa3 < d3y2
w3z < d3ys
w11 +wiz +wis =21
Wa2 +Wa3 = Tg
W33 = T3
weRY,0<y1,y2,y3 < 1.

Formulation Qf“~Y has O(n?) constraints and O(n?) variables. We now
present a second reformulation that is more compact as it has only O(n)
constraints, apart from the nonnegativity constraints.

Shortest Path Formulation of LS-U

We saw above in Proposition 7.2 that an optimal solution consists of a se-
quence of regeneration intervals [z, j — 1] in which an amount d; j_; is pro-
duced in period i. In fact in the shortest path algorithm of Section 7.3, the
arc (7, j) corresponds precisely to such an interval. This suggests the following
choice of variable:

¢yt = 1 if an amount d,y > 0 is produced in period u. In addition, if the
first set-up period with production occurs in period ¢, then ¢; ;1 = 1 and
d1+—1 = 0. Otherwise ¢, = 0. So essentially ¢, = 1 if the regeneration
interval [u,t] is part of the solution.

This leads to the following reformulation (assuming sg = 0 and s, = 0).

min Y putet Y Qe (7.21)
u=1 t=1
=Y b =-1 (7.22)

t=1

t—1 n
> bus1— Y =0 for2<t<n (7.23)
u=1 T=t

u=1
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Y b <w for1<t<n (7.25)
T=t:dtr>0
Zdtr¢tr = 24 for1 <t<mn (7.26)
T=t
y € [0,1]", ¢ur € RL for 1 <u<t<n. (7.27)

The flow conservation constraints (7.22)—(7.24) model a solution as a sequence
of regeneration intervals. Again the constraints (7.26) allow us to relate the
new variables ¢,; to the original production variables z;. Constraints (7.25)
define the set-up variables ;.

n(n+1)
2

Let Q9P~U = {(z,y,¢) e R" x [0,1]" x R :(7.22)-(7.26)}.

To see why this extended reformulation is called a shortest path formu-
lation, it is best to extend the network to include the y,; variables explicitly
as bounds on certain arcs. An instance of the extended network for n = 3 is
shown in Figure 7.8.

O O DD
1 22 Y3 33

<y,
Figure 7.8. Shortest path reformulation of LS-U.

We see that the flow ). ¢; ;1 enters node t, is bounded by y; on arc (¢,t'),
and the flow ), ¢ ; leaves from node t'. Thus this network incorporates the
flow conservation constraints (7.22)—(7.24) and the set-up variable constraint
(7.25). Therefore formulation Q%F~V is equivalent to the shortest path (i.e.,
minimum cost unit flow) in the extended network with a cost ¢; on arc (¢,t')
and a cost pydy: on arc (v',t + 1). By comparing Figures 7.6 and 7.8, we
can also observe that this shortest path formulation can be derived directly

from the shortest path representation of the forward dynamic program solving
LS-U.

Theorem 7.8 The linear program
min{pz + qy : (z,y,4) € Q°""Y} (7.28)

has an optimal solution with y integer, and thus solves LS-U.
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This implies the same result as above concerning the strength of the for-
mulation.

Theorem 7.9 proj, , Q%" =Y =proj, ,conv(XL5=V).

Example 7.5 We consider an instance with n = 3. We present Q%P and
assume that d; > 0 fort =1,2,3.

—¢11  —¢12  —¢13 =-1
b1 — a2 — @23 =0
P12 +¢22 —¢33 =0
®13 +p23  +¢33 =1

P11 +p12 P13 <wun
P22 +¢23 <y

¢33 < y3

di1¢11 +di12¢12 +d13P13 =1

+doaaa  +dazpos =T

, , ] d33¢33 = T3
reRY, ye(0,1°, ¢ € RY.

7.5 Wagner—Whitin Costs

As we indicated when defining our initial classification in Part I, it turns out
that in practice a large number of instances have a somewhat special cost
structure.

Definition 7.1 A lot-sizing problem has Wagner-Whitin costs if p; + h} >
Piyq for all t.

Note that the modified objective function ), pszs + >, ¢:y: is Wagner—
Whitin if p; > pyq; for all ¢, and the modified objective function ), h¢sy +
> ¢ @ye is Wagner-Whitin if h, > 0 for all ¢.

What are the consequences of Wagner—Whitin costs? The first remarkable
result is that for WW-U the faster backward dynamic programming recursion
of Section 7.3 can be made to run in O(n).

What about formulations and valid inequalities?

Observation 7.11 With Wagner—Whitin costs, it is optimal to produce as
late as possible. In other words, given the set-up periods y € {0,1}", it is
optimal to satisfy the demand in period t from the last set-up period before or
equal to t. Alternatively si—1 contains the demand d; for period j > k only if
no set-up occurs in the time interval [k, ..., ]].

This suggests a new mixed integer programming formulation for WW-U:
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min Z hesy + Z Qs Yt (7.29)
t=0 t=1

l
ske1 > > di(l—yp — ... —y;) for1<k<l<n  (7.30)
j=k
seRYT yeo,1)" (7.31)
y €L (7.32)

Because h; > 0 for all ¢, there exists an optimal solution in which each s;_1
is as small as possible, and thus

!
Sp_1 = max[(),rlnzaiqzkdj(l —Yg— ... — V)]
=

So we see that s;_1 = dy; if and only if y; =0forall j =k,...,land y;41 = 1.
This is exactly Observation 7.11. This formulation is useless when the costs
are not Wagner-Whitin, because if some h; < 0, the objective function will
be unbounded.

Observation 7.12 The inequality (7.50), called the (1, S, WW) inequality

!
Sk—1 > Zdj(l — Yk — = Yj)s
=k

can be rewritten as
!

Sk—1 + Zdjlyj > di,
j=k

or as an (1, S) inequality

k—1 1
ij + Zdjlyj > dy;.
i=1 =k

What is really interesting in practice is that the above formulation is best
possible. Let PYW=U XWW-U he the set of points (s,y) satisfying (7.30)—
(7.31), (7.30)—(7.32), respectively.

Theorem 7.10 i. Any optimal extreme point solution of the linear program
min{hs + qy : (s,y) € PYW=U} solves WW-U.
ii. PYW=U = conv(XWW-U),

This result tells us that there is a linear program with just 2n variables
and n(n + 1)/2 constraints that solves WIW-U. What is more, it tells us that
the subset (1,5, WW) of the (I, S) inequalities of the form (7.30) suffice in the
presence of Wagner—Whitin costs.
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Given such a compact formulation, there appears to be little need for a sep-
aration algorithm for the (I, S, WW) inequalities. However, for large problems
with many periods and items, we may wish to add them as cuts.

An O(n) Algorithm to Separate the ([,S, WW) Inequalities.

To separate the (I, S, WW) inequalities, a most violated inequality for the
point (s*,y*) € R x [0, 1] involving sj,_ is the inequality

1(k)

k1> Y di(1—yp— - —y;)
j=k

where I(k) = max{u :u > k,dy, > 0,377, yF <1}.

As1<I(1) <U(2)--- <l(n) < n, the values of [(k) and the corresponding
violations can be found in linear time.

In Table 7.1 we present a résumé of the results that we have seen in
this chapter. They are identical to those in Table 4.4 for problems LS-U and
WW-U.

Table 7.1. Reformulation results for LS-U and WW-U

| [ LS l ww |
Formulation Cons x Vars Cons x Vars
U SP O(n) x O(n®) [WW O(n?) x O(n)
FL O(n?) x O(n?)
Separation
U 1,9) (1, S,WWw)
O(nlogn) O(n)
Optimization
U O(nlogn) O(n)

7.6 Partial Formulations

When solving large-size instances involving many time periods, or many items
for which extended reformulations need to be added to the initial formulation,
the resulting linear relaxation may become too large to be solved directly in a
branch-and-bound system. One option is then to use a cutting plane approach.
An alternative is to reduce the size of the reformulations by using partial or
approximate extended reformulations.

We illustrate this here with an approximate shortest path reformulation
of the uncapacitated lot-sizing set X5~V
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We choose some parameter k (< n) that determines the size and strength
of the formulation. For simplicity we assume that d; > 0 for allt =1,...,n
and sg = s, = 0. The variables are defined as follows:

zit = 1 if production takes place in period i, and the amount produced is d;;
satisfying all the demands from periods ¢ up to ¢, with ¢t < i + k.

u; = 1 for 1 <7 < n—k if production takes place in period i, and the amount
produced is d;; for some t > i + k.
vy =1 for k+ 1<t <n if exactly d;; is produced in some period i < t — k.

wy = 1 fort =2,...,n—Fk if demand for periods t—1,...,t+k is all produced
simultaneously in some period ¢ <t — 1.

The resulting approximate formulation X2 with O(nk) variables and
O(n) constraints is

k
— Z Z1; — U1 = -1 (733)
=1

t minft+k,n]
Z Zit + U — Z zt+1,i—ut+1:0 fOI‘].StS’n—].
i=max[t—k+1,1] i=t+1
(7.34)
> zimtua=1 (7.35)
1=n—k+1
for1<t<n-—k
(7.36)

U + Wy — Vg — Wyp1 =0

min[t+k—1,n]
Z zgp Hup Sy
i=t
min[t+k—1,n]
Ty > Z drizei + di iUt

i=t

for1<t<n (7.37)

for1<t<n (7.38)

t—1 n t+k—1
St—1 2 Z Zdwz” + Z dtivi + dt7t+k’wt for 2 S t S n (739)
i=1 j=t i=t
z,u,v >0, y €10,1]" (7.40)
vp=0"fort <k (7.41)
ug =wy =0 fort>n—-k+1
(7.42)

w1 :0,zit:0

fort >i+k (7.43)
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In Figure 7.9, we show a shortest path representation of X ,fP forn =15
and k£ = 2. In this example, u; approximates or aggregates all regeneration
intervals [1,t] with ¢ > 3. In other words, u; represents the flow Z?:B N
of the shortest path formulation. Similarly, vs approximates or aggregates all
regeneration intervals of length strictly larger than k£ ending in period 5, that
is, vs represents Zle Di5.

Figure 7.9. Approximate shortest path formulation for uncapacitated lot-sizing.

Proposition 7.11 The polyhedron (7.33)-(7.48) is integral.

If the linear program min{pz + hs + qy : (x,y, s, z,u,v,w) satisfying (7.33)-
(7.43)} has an optimal solution with w, = 0 for all t, this solution is optimal
for the uncapacitated lot-sizing problem min{pz+hs+qy : (z,y,s) € XLV},

Something can be said about the strength of such an approximation in
comparison with a cutting plane reformulation. For conv(X5~V) we know
from Section 7.4 that every facet-defining inequality is a (¢,[,.5) inequality
of the form Zje[l,t—l]us xj + Zje[t,l]\s djiy; > dy with 1 <t <1 < n and
SCt+1L={t+1,...,1}.

Proposition 7.12 If | < t + k, the (t,1,5) inequality is valid for XF. If
dy > 0 for all t, the (t,1,5) inequality is valid for XPT only if | <t + k.

So reformulation X ,f P is equivalent to the formulation obtained by adding
all (¢,1,5) inequalities with I < t+k to the initial formulation (7.2)—(7.4) and
(7.6).

7.7 Some Convex Hull Proofs

Proof of Theorem 7.5.

We use the proof technique number 8 from Section 6.4. We assume that
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s9 = s, = 0, and also that d; > 0. Rewriting the set X%~V in the (z,y)
space we have

t
> wy > dy fort=1,...,n—1 (7.44)
u=1

> wy =din (7.45)
u=1

xy < My, fort=1,...,n (7.46)
v e R,y € {0,1}", (7.47)

and P is described by the constraints (7.44), (7.45), x € R’} ,y € [0,1]" and
the (1, .5) inequalities (7.11).

First we check that dim(conv(X)) =dim(P). All points in X satisfy the
equation (7.45) and y; = 1 as dy > 0. It is not hard to show that X contains
2n — 1 affinely independent points, and so dim(conv(X)) = 2n — 2. Now P
also satisfies these equations as its description includes (7.45), y1 < 1 and the
(1,.9) inequality with [ = 1,.S = () which is the inequality dyy; > dj.

Let M (p, q) be the set of all optimal solutions to the problem O PT(X 5~V
(p,q)) of minimizing the objective function (7.7) over the set X5~V

First we observe that as Y, #; = di,, we can add any multiple of this
constraint to the objective function without modifying the set M (p, ¢). Thus
we suppose without loss of generality that min; p; = 0. In addition, as we have
that y; = 1, we can also assume that ¢; = 0.

If ¢+ < 0 for some ¢t > 2, then M(p,q) C {(z,y) : y+ = 1}, so we suppose
from now on that ¢; > 0 for ¢t > 2.

Now let | =arg max;{p;+q: > 0}. As (p,q) # (0,0), we have that 1 <[ < n.
Suppose that pr, = g = 0 for some k < I. Then M(p,q) C {(z,y) : ; = 0}.

Otherwise we have that p; +¢; > 0 for ¢ = 1,...,l and p; = ¢; = 0 for
i=Il+1,....,n.Let L={1,...;l} and S={t € L:p; >0} with 1 € S. Note
that, from the definition of [, all demand after period ! can be produced at
zero cost. We show that

M(p7 Q) g {(xay) : Z:Et + Z dtlyt = dll}~

tes teL\S

Consider an optimal solution (z*, y*, s*). Suppose that 7 = min{t € L\ S :
yr =1}

As p; = 0, one can produce an amount d,; or more at zero variable cost
in 7. Also as ps + ¢ > 0 for all t € L with ¢ > 7, in an optimal solution
xy =y =0for all t € L with ¢ > 7. This holds because otherwise a strictly
better solution would be obtained by reducing z; and/or y; and increasing
a¥, which is a contradiction to the optimality of (z*,y*, s*).

So ZteL\S duyf = dpyr = d and ZteS:tzr xz; =0.

Asyf=af=0forallt € L\ S witht <7, Y7 af = X cqper T} >
di,r—1. But as p; > 0 for all periods ¢t € S with ¢ < 7, a solution can only
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be optimal if ZtES:t<T 2y = d1,r—1. This holds because otherwise a strictly
better solution can be obtained by reducing >, .., ., i and increasing =%, a
contradiction.

So we have shown that > ,cq, @7 + D icgus, TF + Djer\s duyi =
dyr1+0+dy =dy.

In the special case where y; = 0 for all t € L'\ S, we obtain similarly that
Zf&:l r} =) ,cq*f = dy, because production in period I/ + 1 has zero cost.

Finally note that when [ = n, L\ S # 0 because min; p; = 0. Now it can
be readily checked that all the faces used above in the proof are proper faces
of P. O

Proof of Theorem 7.8.

Observe that there exists an optimal solution in which y, = 1 for all
t € {1,...,n} with ¢ < 0. In this case, variable y; can be eliminated from
the linear program and the constant term ), q<0 Q¢ added to the objective
function.

On the other hand, when ¢; > 0, one must have y; as small as possible
and thus y, = 7, ;¢4 from (7.25). Eliminating x, using (7.26), the
resulting equivalent linear program is

. n n n n n
min ZuZI Py Z‘r:u d“TQSUT + Zt:13Qt>0 ai ZT:t:dtT>0 ¢t7' + Zt:l:qt<0 qt

subject to

Z¢u,t71_z¢t7:0 for2<t<n

This is a shortest path problem in an acyclic network, and the underlying
matrix is TU, so using Theorem 6.7 it has an optimal solution with ¢ €
{0, 1}*(+D/2 "and thus y € {0,1}". O

Proof of Theorem 7.10.

Here we pass by an extended formulation Q"W =V for WW-U':
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seo1= Y d;o] 4 for1<t<n (7.48)
j=t
) J
654—2@/“21 for0<t<j<n (7.49)
u=t+1
§ e RL for0<t<j<myel0,1",seRI,  (7.50)

where 67 = 1 if the stock s; at the end of period ¢ includes the demand d; for
period j > t. QWW_Q is a correct formulation for the stock minimal solutions
of WW-U because 6] is forced to 1 when >/ . y, = 0.

The matrix corresponding to the constraints (7.49) consists of an identity
matrix and a matrix with consecutive 1s in each row, which is known to be
totally unimodular. Thus, by Theorem 6.7, QYW ~V is an integral polyhedron.

Now consider its projection proj&yQWW_U into the (s,y) space. In the
projection, the only way to eliminate a 5{ variable is to replace it by either
its lower bound 1 — i:t-{-l Yu, Or by its lower bound of 0. So, for each subset
T, of {t +1,...,n}, we obtain an inequality of the form

J

s>y di(1= > wu)

JET: u=t+1

However, some of these inequalities are redundant and can be eliminated.
Consider any point (s*,y*) that is cut off by one of the inequalities for
some ¢ and some Ty C {¢t + 1,...,n}. Suppose that Zﬁ:tﬂ ye < 1 <
Zﬁii +1Ys- This point is also cut off by the (at least as strong) inequality
s¢ > Z§:t+1 d;(1— i:tﬂ yu)- It follows that the latter inequalities suffice
to describe conv(X"W-U). O

Exercises

Exercise 7.1 Consider an instance of LS-U with n = 4 and d = (8,2,6,5)
in which there is an initial stock sg = 11 and lower bounds on the stocks in
each period s = (1,2,2,6). In addition ¢’ = (17,29, -12,43), p’ = (2,7,8,3),
and b/ = (1,2,1,2).

i. Convert into an instance of LS-U in standard form with no initial stock,
and lower bounds of zero on the stocks.

ii. Convert the objective function into an equivalent form with ¢ > 0 and
h=0.

iii. Convert the objective function into an equivalent form with ¢ > 0 and
p=0.

Exercise 7.2 Consider an instance of LS-U with n = 5 periods, costs p’ =
(7,4,2,3,4), ' = (1,3,2,1,3), ¢ = (25,45,26,30,20), and demands d =
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(5,3,7,4,9) for which initial and final stock must be zero.

i. Rewrite the objective function in normalized form so that all the unit storage
costs are zero.

ii. Rewrite the objective function in normalized form so that all the unit
production costs are zero.

iii. Is the objective function Wagner—Whitin?

iv. Find an optimal solution using forward dynamic programming.

v. Solve using the backward dynamic programming algorithm.

Exercise 7.3 Consider an instance of LS-U with n = 6 periods and demands
d=(4,2,5,1,7,1). Suppose that you are given a fractional solution

x* = (10.99,0.88,0,0.125,7,1), s* = (6.99, 5.875,0.875,0,0,0),

y* = (1,0.0009,0,0.125,1,1).
i. Using the simple O(n?) algorithm, find an (I, .S) inequality cutting off the
point, or show that no such inequality exists.
ii. Repeat with the improved separation algorithm.

Exercise 7.4 In practice finding a most violated inequality is not always the
best strategy. Consider the (I, .S) inequality in the form

Sp_1+ ij + Z djry; > d,

jes jelk NS

(see (7.13)), denoted (k,1,S). It is effective computationally to add violated
inequalities with [ — k as small as possible.

i. Describe a separation algorithm to test if, for a fixed integer 7, there is a
violated inequality with [ — k < 7.

ii. What is the complexity of your algorithm for fixed 77

iii. Apply your algorithm to the instance of Exercise 7.3.

Exercise 7.5 Write out the linear programming dual of the facility location
reformulation (7.14)—(7.18) of LS-U.

i. Interpret the dual variables and constraints.

ii. Find a dual feasible solution with the same value as that of the primal LP,
thereby showing that the reformulation is tight.

Exercise 7.6 Consider a different extended formulation for LS-U with the
additional variables:
Ty is the amount produced in period k used to satisfy demands in the interval
[kj, l} Thus Tkl = min[mk, dklyk}-
i. Show that
min px + qy
Ei:l Ty > diy for 1 <t<n
T <wxp for 1<k<Ii<n
T < dpyr for 1<E<I<n
z€RY,y € {0,1}",m € Rr(n+1)/2
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is a valid formulation for LS-U.
ii. Show that this reformulation is tight.
Hint. Relate the formulation to the (I, S) inequalities.

Exercise 7.7 Solve an instance of WW-U with n = 5, d = (7,2,6,4,11),
p=0,h=(1,231,3), and q = (34, 56,21, 17, 39).

Exercise 7.8 Use the multicommodity reformulation of LS-U, introduced in
Section 4.1.1, to construct an approximate reformulation with similar proper-
ties to those of the approximate shortest path formulation of Section 7.6. Show
that with parameter 7, all (z,y, s) solutions of the approximate formulation
satisfy the (k,[,S) inequalities with | — k < 7.

Notes

Section 7.2 The use of regeneration intervals or points of regeneration to
characterize the structure of optimal solutions is attributed to Manne [116].
The term regeneration point has been taken from the probability literature
and the study of renewal processes, and its application to inventory man-
agement problems, is due to Karlin [97]. Regeneration intervals are crucial to
the development of polynomial dynamic programming algorithms for different
lot-sizing variants.

Section 7.3 In [188], Wagner and Whitin presented an O(n?) dynamic pro-
gramming algorithm for LS-U. In the early 1990s, several ways of solving
LS-U in O(nlogn) were developed, see Aggarwal and Park [3], Federgriin
and Tzur [63], and Wagelmans et al. [187].

Section 7.4 In Barany et al. [23], the (/,.S) inequalities were introduced and
shown to provide the convex hull. The first extended formulation proposed
for LS-U was the facility location formulation of Krarup and Bilde [100]. The
shortest path reformulation is due to Eppen and Martin [61].

Section 7.5 The Wagner—Whitin cost hypothesis was first introduced by
Wagner and Whitin [188], even though the hypothesis was not needed for
their dynamic programming algorithm. However, when a faster algorithm was
developed for LS-U, it was also shown that WW-U could be solved in linear
time, see Aggarwal and Park [3], Federgriin and Tzur [63], and Wagelmans et
al. [187].

The expression for the stock minimal solutions under the Wagner-Whitin
cost condition, and the polyhedral characterization showing that only O(n?)
special (I, S) inequalities are needed to give the convex hull are from Pochet
and Wolsey [140]. An alternative proof based on a characterization of the faces
of the polyhedron can be found in Pereira and Wolsey [132].
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Section 7.6 The approximate extended shortest path formulation is taken
from Van Vyve and Wolsey [181], and is related to a formulation proposed
earlier by Stadtler [153].

Section 7.7 The proof of Theorem 7.5 presented here is a minor variant of a
proof due to Kolen [98] presented in detail in Pochet [133]. This variant has
already appeared in Pochet and Wolsey [141]. Another interesting proof of
Van Hoesel et al. [169] is based on a dual greedy algorithm. The first proof
of Theorem 7.8 by Eppen and Martin [61] was based on an original technique
of converting a dynamic formulation recursion into an extended formulation.
The proof of Theorem 7.10 is essentially that of Pochet and Wolsey [140].
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Basic MIP and Fixed Cost Flow Models

The aim in this chapter is to introduce some of the basic sets and valid in-
equalities that are useful in mixed integer programming, where useful means
here that either the sets and inequalities arise as submodels (or as what are
called low-level relaxations in Chapter 3) of lot-sizing problems studied in
later chapters, and/or that the inequalities are being used as cutting planes
in standard mixed integer programming solvers.

For each set X considered, we explore several possibilities:

Characterize the optimal solutions of OPT (X, c).

Describe an algorithm for OPT(X, ¢) and its complexity.

Describe a family F of valid inequalities for X or describe conv(X).
Describe a separation algorithm for conv(X), or for the polyhedron de-
scribed by the family F.

e Describe an extended formulation for X, if possible providing a tight for-
mulation of conv(X).

It should be clear from Chapter 6 on algorithms and decomposition why such
descriptions may be helpful when taking a decomposition approach. Our em-
phasis, however, is first on valid inequalities and reformulation, because if
possible we would like to solve problems by inputting a strong formulation to
a standard MIP solver. A second option, requiring more work, is to add one or
more separation routines to such a system. We do not solve any problems by
Lagrangian relaxation or column generation. However, as seen in Chapter 6,
efficient optimization algorithms are of importance in solving the subproblems
that arise when using these approaches.
We essentially study nine closely related sets.

e In Section 8.1 we study the simplest possible mixed integer set, the Basic-
MIP Set.

XM= {(s,y) e RL x Z' : s +y > b}.
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The inequality derived for this two-variable set, called the simple mized
integer rounding (SMIR) inequality, might equally well be called the basic
disjunctive, split cut, or mixed integer Gomory inequality; it is fundamen-
tal.

In Section 8.2 we consider the intersection of K basic-MIP sets with the
same integer variable, called the MIP Set.

Xé\{“:{(s,y)efozl:sk—i—yzbkforlgkjgl(}.

The K SMIR inequalities suffice to obtain the convex hull description.
This is used later to provide a tight formulation for DLS-CC-B.

In Section 8.3 we consider the intersection of K basic-MIP sets with the
same continuous variable, called the Mizing Set.

X}‘(/”X:{(&y)eRiXZK:S—l—ykZbk for 1 <k <K}

Here an exponential family of mizing inequalities is needed to describe the
convex hull. This is used to model DLSI-CC and WW-CC.

In Section 8.4 we review briefly three different methods that can be used
to derive extended formulations for more general mixing sets. Such sets
share the property that the fractional value of their “continuous” variable
s can only take a small number of values. These techniques are used to
reformulate other more complicated mixing sets in Sections 8.5 and 8.6.
In Section 8.5 we consider a first generalization of the mixing set, called
the Continuous Mixing Set.

XMIX = {(s,r,y) € RL x RE x Z5 t s+ +yp, > by for 1 <k < K}

This is useful in modeling the lot-sizing problems with constant capacities
and backlogging DLSI-CC-B and WW-CC-B.

In Section 8.6 we consider two further closely related generalizations of
the mixing set, the Two-Capacity Mizing Set:

X2PV = {(s,y,2) e RL X ZE < Z s+ y, + Czp > by for 1 < k < K}
and the Divisible Mixing Set

XPMIX = {(5,9) e RY x ZIEHIERL g 4y > by for ke K,
s+ Cyy > by, for k € Ky},

where C' > 2 is integer. These can be used to treat problems with a choice
of production capacities, and with production lower bounds, respectively,
In Section 8.7, we pass from “easy” sets to “hard” sets for which no poly-
nomial description of the convex hull can be expected. We consider first
the Integer Continuous Knapsack Set, that is, the integer knapsack set
with a single continuous variable.
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n
K'={(s,y) e R} x Z7 : Zajyj < b+ s}
j=1
Here we derive the mized integer rounding (MIR) inequality, and show
that, when applied to a row of an optimal LP tableau, it gives precisely
the mized integer Gomory (MIG) cut. Both MIG and MIR inequalities are
now generated automatically in the standard MIP solvers.
e In Section 8.8, we again consider a set with a single constraint, but now the
integer variables are restricted to take 0—1 values. It is called the Binary
Continuous Knapsack Set

K® ={(s,y) € R} x {0,1}":Zajyj <b+ s}

Jj=1

Various versions of the cover inequalities derived here are generated in the
standard MIP systems.

e In Section 8.9 we consider a slightly more general mixed integer set, the
Binary Single-Node Flow Set

K" ={(zy) eRLx {0,1}": 3w, = 3wy <,
JEN1 JEN3
zj < ajy; for 1 < j < n},

which appears as a simple relaxation of LS-C and WW-C'. The flow cover
inequalities that are derived here are also generated in some MIP solvers.

8.1 A Two-Variable Basic Mixed Integer Set

We start by examining the simplest possible mixed integer set with just two
variables. We consider the basic-MIP set

XM= {(s,y) e RL x Z' : s +y > b}.

8.1.1 Valid Inequalities and Formulations

Proposition 8.1 4. Let f =b— |b] > 0. The simple mized integer rounding
(SMIR) inequality

s > f([b] —y) (8.1)
is valid for XM1,
1. The polyhedron
s+y>0b
s+ fy > fb]
s>0

describes the convex hull of XM1.
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Proof. We prove here the validity result i. The convex hull result ii is proved
in Section 8.10.

Let X! = XMIn{(s,y):y>[b]} and X2 = XM N {(s,y):y < |b]}.
For X!, we combine the valid inequalities 0 > [b] —y and s > 0 with weights
f and 1, respectively, to obtain s > f([b] — ). For X2, we combine the valid
inequalities s > b —y and 0 > y — |b] with weights 1 and 1 — f, respectively,
o obtain s > b—y+ (1 — )(y — [b]) = £([8] — 1).

As the SMIR inequality is valid for X! and X2, it is valid for XM/ =
Xtux? 0o

It is also useful to be able to recognize this set and its valid inequality when it

is written differently. Setting z = —y and d = —b, s+y > b becomes z < d+s.

Corollary 8.1 For the set
X ={(s,2) eRL xZ' : 2 < d + s},

the SMIR inequality takes the form

S

zSLdJ+1_fd

(8.2)

where fq=d— |d].

Similarly, setting £ = b — s and eliminating s, the set s > 0, s+y > b becomes
the set x < b,z < y.

Corollary 8.2 For the set
X ={(z,y) eR' xZ' : 2 < b,z <y},
the SMIR inequality takes the form

z < [b] + f(y — [b]). (8.3)

Example 8.1 Consider the set X = {(s,y) € RL x Z' : s+ y > 2.25} shown
in Figure 8.1. From Proposition 8.1, we obtain the valid inequality

s> (2.25 — [2.25])([2.25] — v),

or
y>0.25(3 - y),

or

s+ 0.25y > 0.75,

which states that s > 0 when y = 3 and s > 0.25 when y = 2. In Figure 8.1,
the two points (s,y) = (0,3) and (s,y) = (0.25,2) are the extreme points of
conv(X M) limiting the shaded region cut off by inequality (8.1). Observe that
these two points suffice to prove that (8.1) is a facet-defining valid inequality
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\

\s+0.25y> 0.75
\

\
\
\
\

Figure 8.1. Simple mixed integer rounding (MIR) inequality.

of conv(XMT).
Now consider the set
Y = {(z,y) e RL x Z' : 1 < 2.25,2 < y}.
Introducing s = 2.25 — x with s > 0 and then eliminating x gives the set
{(s,y) e RL x Z' : s +y > 2.25}

considered above. Now the valid inequality s + 0.25y > 0.75 gives after substi-
tution for s, 2.25 — x + 0.25y > 0.75 or

r <24 0.25(y — 2),

the inequality given in Corollary 8.2.
Finally consider the set

Z={(s,2) e Rl xZ': 2 < —2.25 + s}.
By Corollary 8.1, the SMIR inequality for Z takes the form

2 < |—-2.25] + or z < =3+ 4s.

1—-0.75

8.1.2 Optimal Solutions

Consider now the associated optimization problem
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min{cs+qy:s+y>b,s >0,y € Z},
and its linear programming relaxation
min{es+qy:s+y>0b,s>0,y € R}

Both problems are clearly unbounded if ¢ < 0 or ¢ < 0. They are also un-
bounded if ¢ < ¢ because the objective is strictly decreased when s and y are
simultaneously increased and decreased by the same amount. This leads to
the following observation.

Observation 8.1 i. For the linear programming relaxation, if ¢ > q > 0, the
point (s,y) = (0,b) is optimal, and otherwise the optimal value is unbounded.
it. For the mized integer program, if ¢ > q > 0, then either (s,y) = (0, [b]) or
(s,y) = (f, |b]) is optimal, and otherwise the objective value is unbounded.

8.2 The MIP Set

Here we consider the MIP set
Xflg“:{(s,y) ERf XxZ sy +y>bpfork=1,...,K}.

Note that X M7 (b) = Nf_, X1 (b) C RE x Z'. Surprisingly it suffices to just
add an SMIR inequality for each of the sets X! (b) to get the convex hull.
What is more, this is still true when several such sets X7 intersect by having
constraints linking the integer variables.

Throughout this chapter, we define f; = by — |b] for all k, and we let
fo=0.

Theorem 8.2 i. The polyhedron
Sk +y > by for1<k<K
sk + fey = frlbr] for 1 <k<K
seRE yeR!

describes the convex hull of XM1.

ii. Let X' = {(s',y") € RE xZ' : si +y' > b}, for 1 <k < K;} for1 <i<m,
let y = (yl, ., y™) € Z™, and consider the set

W= (N XN {y: By <d} CRE* x ... x RE™ x 2™,

The polyhedron

st 4yt > b for 1<k<K;, 1<i<m
s+ fiyt > fibL] for 1<k<K; 1<i<m
By <d

y € R™, sieRf" for1<i<m
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is integral and describes conv(W) if B is a totally unimodular matriz and d
is integer, where fi =bi — bt | for all i, k.

The proof of Theorem 8.2 is given in Section 8.10.

Example 8.2 Consider the set
X ={(s,y) GRi XZ' s +y>1.4, so+y>23, s3+y> 0.7}
By Theorem 8.2i, it suffices to add the three SMIR inequalities
51 >04(2—vy), s2>038-y), s3>071-y)
to obtain conv(X).

Alternatively, the set X can be written as

si+uy1>1.4, so+y2>23, s3+y3=>07 (8.4)

y1—y2=0, y2—y3=0 (8.5)
(s,y) e RS x Z3.

Here (8.4) and (8.6) are the constraints of three independent basic-MIP sets,
and the matrix associated with the additional linking constraints (8.5) is totally
unimodular. So by Theorem 8.21ii, it suffices to add the three SMIR inequalities

s12>04(2—wy1), s2>03(3—y2), s3>0.7(1—1ys3)

to obtain conv(X). Substituting back y = y1 = y2 = ys by Equation (8.5), we
obtain the same description of conv(X) as above.

As an application of the above reformulation, the discrete lot-sizing prob-
lem with constant capacity and backlogging (DLS-CC-B) can be expressed,
after elimination of the backlogging variables, as the intersection of n (n is the
number of time periods) basic MIP sets, where the linking constraints, involv-
ing only the integer variables, correspond to the arc-node incidence matrix of
a digraph. Because this matrix is totally unimodular, Theorem 8.2, part ii, can
be used to describe conv(XPL9-CC=B) This is presented in Section 10.3.1.

8.3 The Mixing Set

Here we consider the mixing set

XII‘(/”X:{(s,y)GRiXZK:s—l—ykzbk for 1 <k <K}
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8.3.1 Extreme Points

Proposition 8.3 The extreme rays of conv(XMIX) are the vectors (s,y) =
(0,ex) for 1 <k < K and the vector (1,—e), where e, € RE is the kth unit
vector and e € R is the vector of all 1s. ‘

The extreme points are (s7,y7) for 0 < j < K with s7 = f;,yi. = [br, — f;]
for1<k<K.

Example 8.3 Consider the set
X ={(s,y) € ]Ri_ XZ3:s+y > 14,5 +ys >26,5+y3 > 0.7}

By Proposition 8.3, the extreme rays of conv(X) are (s,y) = (0,1,0,0),
(0,0,1,0), (0,0,0,1), and (1,—1,—1,—1). The extreme points of conv(X)
are the vectors (s%,4°) = (0,2,3,1), (s',y') = (0.4,1,3,1), (52,4 =
(0.6,1,2,1), and (s*,y3) = (0.7,1,2,0).

8.3.2 Valid Inequalities

Here the K SMIR inequalities s + fryr > fr[bx] do not suffice to give the
convex hull when K > 1. To fit with what follows, note that when 0 < f;, < 1,
the right-hand side of the SMIR inequality can be be rewritten as fi(|bx|+1).

Proposition 8.4 Let T C {1,..., K} with |T| =t, and suppose that iy, .. .0
is an ordering of T such that 0 = f;; < fi, < fi, < -+ < fi, < 1. Then the
mixing inequalities

s> 30y (i, = for ) (b ) +1—wi,) (8.7)

and

s> (fi, = fi )i, )+ 1—wi) + (1= fi)([biy | — i) (8.8)

; MIX
are valid for X'+,

Proof. We prove the validity of (8.8). The proof of (8.7) is similar.

Take any (s,y) € XMIX and define 8 = maxt_ {|b;. | + 1 — ;. }. If
B < 0, then the inequality is satisfied at (s,y) because s > 0 and all terms
in the right-hand side are nonpositive. So, it remains to prove validity for the
case § > 1. We define v = max{r € {1,...,t} : 8= |b;.| +1 —y;, }. Using
B> |bi,|+1—vy;, forT<wv,and > |b;, | +2—y,; for T > v, we can write
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t

Y fie = form )i ]+ 1 =yi) + (L= fi)([bi] = i)

=1
v t
< Ui —f B+ D (i, = fi)B-D+ (1 — fi,)(B-1)
T=1 T=v+1
= fi,B+Q1Q-fi,)(B-1)
= B-1)+/fi,=1bi,]+1—wi, =1+ fi, =bi, — v,
< s 0O

Theorem 8.5 i. The constraints
sty >by for1<k<K, s>0

and the mizing constraints (8.7),(8.8) completely describe the convex hull of
XMIX,

ii. Let X' = {(s',y") € RL x ZKi s 4yt > i for 1 < k < K;} for
1<i<m,lety=(y',...,y™) € ZK+ x ... x ZEm and consider the set
(N, XN {y: By <d} CRP x 2Kt x ... x 2Em.

)

The polyhedron

st oyl > b for all k,i
the mixing inequalities (8.7), (8.8) for1<i<m
By <d

s'>0 for1<i<m

is integral if the polyhedron {z : Bz < d,l;; < z; —z; < hyj for i,j €
{1,...,K},i # j} is integral for all integral l;j, hi;. In particular, the con-
dition holds if B is the arc-node incidence matriz of a directed graph (i.e., B
is a {0,41, =1} matriz with at most one entry +1 and one entry —1 in each
row), and d is integer.

Example 8.4 Consider again the set
X ={(s,y) ERi_ xZP:s+y > 14,5 +ys >26,5+y3 > 0.7}

By Theorem 8.5, it suffices to add the following inequalities to obtain the
conver hull: first three SMIR inequalities, which are the inequalities of the
form (8.7) with |T| =1,

§>04(2—-1y1), $>06(3—y2), s>0.7(1—y3),

then the mizing inequalities (8.7) with |T'| > 1
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§>04(2—y1)+ (0.6 —0.4)(3 —y2)

5> 0.4(2—11) + (0.7 —0.4)(1 — ys3)
s> 0.6(3—y2)  + (0.7—0.6)(1—ys)
5> 0.4(2—y1) + (0.6 — 0.4)(3 — ya2) + (0.7 — 0.6)(1 — y3)

and the mizing inequalities (8.8) with |T| > 1

5>0.4(2—y1) +(0.6 —0.4)(3 — y2) +(1—0.6)(1 —y1)
s> 0.4(2—1) +(0.7—-0.4)(1 —y3) +(1 —0.7)(1 — 1)
s> 0.6(3 — y2) +(0.7-0.6)(1 —y3) +(1 —0.7)(2 — y2)
5> 0.4(2—y1) +(0.6 — 0.4)(3 — y2) +(0.7 = 0.6)(1 — y3) +(1 — 0.7)(1 — 41).

Note that the mizing inequalities (8.8) with |T| = 1 need not be added be-
cause they are the original inequalities s + yi > by for all k.

As there are an exponential number of mixing inequalities, it is important
to look for a separation algorithm if we want to use them computationally.
The alternative would be to find an extended formulation that gives conv(X)
implicitly.

8.3.3 Separation of the Mixing Inequalities

Given a point (s*,y*) € R} x R¥ it is not difficult to see that a most-violated
inequality of the form (8.7) or (8.8) can be found by the following procedure.

The general idea is to construct T = {i1,...,4;:} so as to maximize the
right-hand side of (8.7) or (8.8). We build a set T" such that max;—1,... x([b;]+

1=y7) = [bi, |+ 1=y, > [biy ] +1—yp, > - > [bi, [+ 1=y, > (1bi ] —y) "
Separation Algorithm for the Mixing Inequalities
Reorder the variables £ = 1,...,K so that f; < .-+ < fg. Let g =

max;—1, . k(0] +1— y;‘) If 8 < 0, there is no violated inequality. Oth-
erwise, taking ig = 0, find a subsequence iy, ...4, of {1,..., K} so that:

i;j=arg max {[b;] +1—y :(|bi]+1-y)>(B-1"} forj=1,....r

zz>zJ 1
i) +1 -y <(B-1)F for i > .
Note that = |b;, | + 1 —y;,, and let v =370 (fi, — fi,,)(1bi, ] + 1 —55)).
Case a. [ <1.

If v > s*, the mixing inequality (8.7)

s>Zfz7 fi )b, ] +1=9;)
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is most violated with violation v — s*, and otherwise no inequality is violated.

Case b. (> 1.
If v+ (11— fi.)(B—1) > s*, the mixing inequality (8.8),

Z (fi; = fiym ) (10s; | + 1 = wi) + (L= fi, ) ([bi, | = 43)),

is most violated with violation v + (1 — f;,)([bi, | — y;,) — s, and otherwise
no inequality is violated.

The complexity of this routine is O(nlogn) as sorting the f; requires
O(nlogn), and then starting from K and working backwards one can find
ir,...,41 in linear time, where n is taken as the number of variables in the
mixing set.

Example 8.5 Consider again the set
X ={(s,y) € Ri_ XZ3:s+y > 14,5 +ys >26,5+1y3 > 0.7},

and the point (s*,y*) = (0.21,1.5,2.9,0.8).

Note that f1 < fo < f3 so that we do not need to reorder the variables.
Here (|b1]+1—yj, [b2] +1—93, [bs] +1—y3) = (0.5,0.1,0.2). Thus 6 = 0.5,
iv = Ly =3, and v = fi([bi] +1 —y7) + (fs = fi)(lbs] + 1 —93) =
0.4 % 0.5+ (0.7 — 0.4) x 0.2 = 0.26.

Thus as B <1 and v — s* = 0.05 > 0, a most-violated inequality is
s> 0.4(2 —y1) + (0.7 — 0.4)(1 — y3)

with violation 0.05.

8.3.4 An Extended Formulation for conv(X}X)

Taking the convex hull of the extreme points and nonnegative multiples of the
extreme rays leads to an extended formulation. More precisely, we take

— nonnegative multiples §; of the extreme points (s/,y’) for j = 0,..., K
with S35 65 =1,

— a nonnegative multiple p of the ray (s,y) = (1, —e), and

— a nonnegative multiple of the ray (s,y) = (0, ex) defined implicitly as the
slack variable of the constraint defining y; for k =1,..., K.

Theorem 8.6 An extended formulation for conv(XMIX) is
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K
s=Y [0 +n
7=0
K
yk > Y (b — £;16; — for 1<k <K
7=0
K
> =1
7=0

with fo =0.

Note that the inequality bounding ¥y, from below can be rewritten, after
addition of |by | + 1 times the last equality as

ptye+ Y 6> b+ 1L (8.9)
{:f5=f}
Consider now the reformulation obtained by introducing the new variables
e =+ 5y 05 fork=1,... K, and
HEK+1 = M-

The above formulation now becomes

K

5= Z(fj = fi—uj + (L= fr)prtr (8.10)
k=1

ﬂk—FykZLka—Fl fork=1,...,K (811)

W — tr+1 =0 fork=1,...,K (8.12)

K41 — 1 2> —1 (8.13)

fircs1 > 0, (8.14)

Changing the sign of the y variables, it is easily seen that the matrix
defined by the constraints (8.11)—(8.13) is the dual of a network matrix. It
follows that the optimization problem over a mixing set can be solved as a
minimum cost network flow problem. In addition the validity of the mixing
inequalities (8.7) and (8.8) is immediate by elimination of the u; variables in
(8.10), and the separation problem for these inequalities reduces directly to a
min-cut problem, see Exercise 8.8.

Example 8.6 Consider again the mixing set
X={(s,y) eRL X Z: s +y; > 14,5 +y> >26,5+ys > 0.7}

From Theorem 8.6, it has the tight reformulation
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s = 009 +0.467 +0.66 4+0.763 +p
y1 > 209 +101  +162 +103 —p
Y2 Z 350 +351 +252 +253 —
Y3 Z 150 +151 +1(52 +053 —
1 = do +6; 445 +43

deRY, peRy.
With the introduction of the ui variables, this becomes

s =04p1 +0.2u0 +0.1pu3 +0.3u4

1 +y1 > 2
2 +ya2 > 3

M3 +ys > 1

M1 —p2 >0
2 — 3 >0

H3 —H4 >0

— +ig > -1
+ L4 > 0.

8.3.5 Application of the Mixing Reformulation

The solution set of DLSI-C'C can be expressed as a mixing set with linking
constraints, involving only the integer variables and a totally unimodular ma-
trix. Thus Theorem 8.5, part ii, can be used to describe conv(XPLSI=CC)
see Section 9.4. In addition, mixing sets are crucial to the description of the
constant-capacity lot-sizing problem with Wagner—Whitin costs WW-CC' be-
cause the solution sets are the intersection of n DLSI-CC sets; see Section
9.5.

Finally we show in Section 9.7 how to use these mixing sets to improve the
formulation of lot-sizing problems WW-C where capacities vary over time.

8.4 Reformulation Approaches for More General Mixing
Sets

For the mixing set studied in the previous section, we were able to list ex-
plicitly all the extreme points and extreme rays. For more complicated sets
this is typically impossible, either because they are not easily characterized
or because there are too many of them. Though more complicated than the
mixing set, the sets we study in Sections 8.5 and 8.6 still have one impor-
tant property, the fractional values taken by the variable s in any extreme
point of the convex hull can only take a small number of values, that is, s
mod 1 € {fo,..., fm}. This allows us to derive extended formulations for the
set based on these values. Below we derive such extended formulations for the
set X using three different arguments that we now briefly describe.
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Convex Hull Approach. The idea here, just demonstrated for the mix-
ing set, is to explicitly or implicitly represent the convex hull conv(X) in
terms of its extreme points and extreme rays.

Enumerative Approach. We start with an extended formulation
m m
Y =XN{(s,6,p) ER' xZT x Z 15 =Y fibi +p, » 6 =1}
i=0 i=0

in which the continuous variable s is replaced by a small number of integer
variables. With these, it is often easy to derive valid inequalities so as to
tighten the formulation for Y. If one can derive a tight formulation for Y, this
then provides an extended formulation for conv(X).

As a simple example of the derivation of such an inequality, consider the
constraint s 4+ ¢; > by from the description of the mixing set in the last
section. With f; = by — |b] for t = 1,...,m and fy = 0, one obtains the
partial reformulation

S fibi Aty > by
EZ‘io‘si =1
§€ZM pezl y et

for which one can derive the valid inequality

Z O +p+ye > [b) + 1.
i fi>ft

Disjunctive Approach. Here we consider a disjunctive formulation
X =U X

where X! = XN{s: s— f, € Z} }. Suppose now that each set conv(X*) has the
same extreme rays as conv(X) and that one can find an explicit polyhedral
description

conv(X") = {x : Alx + B'w" > d" for some w'}.

Here x represents the variables in the original space of X! including the vari-
able s, and w! are possible additional variables from an extended formulation.
Then conv(X) = conv (U} jconv(X?)), and an explicit extended formulation
for conv(X) is
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m
I’:EIt

t=0

Alzt + Btw! > dbs, for0<t<m

t=0

xER",(;ERT"'l,(:ct,wt)ER"XR’” for 0 <t <m.

8.5 The Continuous Mixing Set

Here we consider the continuous mixing set

249

(8.15)
(8.16)
(8.17)

(8.18)

XMIX = {(s,r,y) e RL x RE x ZF s+ 7 +yp, > by, for 1<k < K}.

First we characterize the extreme points and extreme rays that will lead

us to define finite sets of values for s and ry.

Notation. As before f; = b; — |b;]. We also use F/ = (fj — f;) mod 1;
that is, /) = f; — f; if f; > fi and F} = f; — fi + 1 otherwise, and also
fo=0,F] = f;. Again, e € R¥ is the kth unit vector and e € R¥ is the

vector of all 1s.

Proposition 8.7 The extreme rays of conv(X {MIX)

(s,r,y) =(0,0,¢e;) forj=1,..., K, or
(1,0,—e), or
(0,e5,—¢€j) for1 <j < K.

The extreme points are of two types:

Type A: s =0.
Also for all1 < j < K,
either r; = 0 and y; = [b;]
orr; = f; and y; = |b;].
When b; € Z*, the two cases coincide.

Type B: For alll <i< K,
s= fi,ri = 0,y; = |bs].
Also for j # 1,
either y; = [b; — fi] and r; =0,

ory; = |bj — fi] andr; = (b; — fi) = |b; — fi] =F} .

Again when f; = f;, the two cases coincide.

are of three types:
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Example 8.7 Consider the set
X =A{(s,ry) ER}‘_ X Ri XZ*:s4+r+yr > 14, s+1r9 +y2 > 2.7}
The extreme points of type A are
(s,r1,72,y1,92) = (0,0,0,2,3),(0,0.4,0,1,3),(0,0,0.7,2,2),(0,0.4,0.7, 1, 2).
The extreme points of type B are
i=1: (0.4,0,0,1,3),(0.4,0,0.3,1,2)
i=2: (0.7,0,0,1,2),(0.7,0.7,0,0, 2).

To obtain an extended formulation one possibility, following the convex
hull approach, is to introduce the variables:

0; = 1 if the fractional part of s takes the value f; for i =0,..., K.
Bl =1 if the fractional part of s takes the value f; and the fractional part of
rjis F for j=1,...,K,i=0,...,m and i # j.

Theorem 8.8 An extended formulation for conv(X{MIX ) s

K
1=0
K . .
ri=> F!pl +v; for 1 <j<K (8.20)
=0
yi = [bj] + Z(&*ﬂf)* Zﬁg*M*Vj for1<j<K
i fi <[ iifi>f;
8.21)
Bl <4 for 1<j<K0<i<K (8.22)
K
> si=1 (8.23)
=0
BeREMTI s eREF L eRL v eRE (8.24)

Example 8.8 Consider again the set

s+ri+y>14
S+ 1oty >2.7
5,T1,T2 € Ri—aylayZ € Zl-
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We have that fo = 0, f1 = 0.4, fo = 0.7, F} = 0.4,F3 = 0.7,F} = 0.7, and
F2=0.3.

The formulation (8.19)-(8.24) takes the form

s=pu—+ 0.461 + 0.752
r=1v+ 0.453 + 0.7521
ro = Uy + 0.7ﬂ3 +0.36%
ptvi+y— (6o —B5)+ 58 >1
ptvo +ya — (80 — B3) — (61 — B7) > 2
do+01+02=1
By <o, B3 <do
Bt <6
By < 6
w,v, 0,0 > 0.
The above formulation has O(K?) constraints and variables. The formula-
tion that we present below without justification is of practical interest because

it has only O(K) variables, and also because it permits us to see the structure
of the valid inequalities for X%M X

Theorem 8.9 An extended formulation for conv(X{MIX) is

S+’f’j+Fig(yj_Lij)ka+Oéj_Oék for1<j<K1<j<k<K

(8.25)
i+ Fl(y; — b)) > aj — ay for 1<j<KO0<k<j<K

(8.26)
s> fr+ap— ag for 1<k<K (8.27)
s+ri+ (y; — b)) = f; for 1<j<K (8.28)
s ER}‘_,T € ]Rf,oz e RE+L (8.29)

where it is assumed that fi < fo <--- < fk.

To obtain the projection of this formulation into the original (s, r, y) space,
we need to eliminate the variables ap,...,ak. As each occurrence of these
variables is in the form (a; — ay), we can associate a complete directed graph
D = (V, A) with nodes V = {0,..., K} and arcs A = {(j,k)}. The only way
to eliminate the « variables is to find a directed cycle C' in D.

Proposition 8.10 Every valid inequality for X{MIX | other than a defining
inequality (8.28), is of the form

d(mecia<j<kls T+ Fl(y; — b)) — fa]
+ 2 (meco<k<lTi + Fl(y; — b)) + 2 recls — fi] 20,
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where C' is a directed cycle in D.

This immediately suggests a separation algorithm. For a point (s*,7*,y*),
calculate the corresponding value associated with each arc and take this value
as arc weight. Now any negative weight directed cycle gives a violated inequal-

ity.

Example 8.9 Consider again the set

s+ri+y1 >14
5+ 1o+ 1y > 2.7
8, T1,T2 ER}HQLM EZl

The variables are ordered so that f1 = 0.4 < fo = 0.7, so from Theorem 8.9
we obtain the tight extended formulation

s+r1+07y1 —1) > 0.7+ a1 —
r1+04(y1 —1)>0+a1 — o
ro+0.7(y2 —2) > 0+ as — ap
ro+0.3(y2 —2) >0+ —
s>04+ay— oy

s> 0.7+ ag— as

s+ri+y>14

S+ ro+ys > 2.7

s,r > 0.

Let us now modify the set by adding a third constraint
s+r3+ys>59 with rg € R}Hyg ez,

Consider now the directed cycle C = {(0,2),(2,1),(1,3),(3,0)}. From Propo-
sition 8.10, the inequality

(s— fa)+[ro+F7 (ya— b2 )|+ [s+r1+F3 (y1 —[b1]) — fa]+[rs+F5 (ys—[bs])] > 0
2s+r1+ra+r3+0.5(y1 — 1) +0.3(y2 —2) + 0.9(ys — 5) > 1.6

1s valid.

In Chapter 10 we show that the feasible region of DLSI-CC-B can be
viewed as a continuous mixing set with additional constraints in the form of
an arc-node incidence matrix, and the feasible region of WW-CC-B is the
intersection of n such sets.
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8.6 Divisible Capacity Mixing Sets
Here we consider two more general sets
X2V — {(s,9,2) GREr XL X I s +y +Cz > by for 1 <t <mj}
and

XPMIX — {(s5,y) € RE x ZFHIERD g gy > by for k € K,
s+ Cyg > by for k € Ko},

where C € Z! with C > 2.

8.6.1 The Two-Capacity Mixing Set

To derive a tight extended formulation for X2PTV | we use the disjunctive
approach outlined in Section 8.4. It is easily shown that in any extreme point
of conv(X?PIV) s € {fo,..., fm}(mod 1). So we consider the set

XEPIV = X201V {(s,0) e RY X ZL : s = o + fu}.

Substituting for s, and rounding up the right-hand side, we obtain the formu-
lation

o4y +Cz > [be — fi] for1<t<m
(0,y,2) € ZL x Z7 x 7
for X2PIV |
Now total unimodularity of the constraint matrix associated with the o,y
and slack variables indicates that the integrality constraints on ¢ and y can
be dropped.

Proposition 8.11 (s,y,z) € conv(XZPTV) if and only if (S_Cf"',%,z) €
conv(XEMIX(BF))  where BF = chk] for1 <t<m.

Taking the O(m?) x O(m) extended formulation for conv(X“MIX(Bk))
given by (8.25)—(8.29), and the convex hull of the union of these polyhedra us-
ing (8.15)—(8.18) gives a formulation for conv(X 2PV of size O(m?) x O(m?).

8.6.2 The Divisible Mixing Set

X DPMIX , we use the enumerative

To obtain a tight extended formulation for
approach outlined in Section 8.4.

We can again limit the values that s will take.
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Observation 8.2 Let fr = by — |bg| for k € K1 UKy, fo =0, and m =
| K1 U Ka|. Then there exists an (extreme) optimal solution with

s mod1le{fo,...,fm}

Then we consider the set Y PMIX = XDPMIX A f(5 1 §) € R x ZY x ZTH :
S=p+ >y fili, > g6 =1}

Proposition 8.12 The inequality

pA Y Sityk > [be] +1 (8.30)
i fi>fr

is valid for YPMIX for all k € K;.

For j € Ko, let fp;) = max{f; : fi < f;} and let f,0) = 0. Set 0; =
1t D iips g, 0i for j € Ko U{0}.

Proposition 8.13 The inequalities
oj+ Cyy > |_bk — fp(j)J +1 for k € K> (831)

are valid for YPMIX for all j € K;U{0}. In other words, (%,y) € XMIX(B7)
for all j € Ky U {0}, where Bi = W for k € Ks.

Now it is possible to show that we have a tight formulation.

Theorem 8.14 A tight extended formulation for conv(XPMIX) js given by
m
s=p+ Z [idi
i=0
St
i=0
pt Y Gtk > b +1 for k € K;
i fi > fi
o; = p+ Z 0; fOI'jGKQU{O}
7'szfJ
(%734) € conv(XMIX(BY)) for j € Ko U {0}

K K. K. 1
5,y,0,0 € RL x RIFIHIFD  glIGIHL, gt

Example 8.10 Consider an instance of the set XPMIX with n = 4,C =
10, |K1| = |K2| =2, na’mely;
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s+1y1>0.3
s+1y2 > 0.8
s+ 10y; > 7.2
5+ 10ys > 4.5
seRL, yezZ

Here m =4 and f = (0.0,0.3,0.8,0.2,0.5), so we introduce

s=p~+0.301 + 0.892 + 0.265 + 0.504
0o+ 01+ 02 +63+ 04 =1, (5€Ri

Proposition 8.12 gives the two inequalities

P01+ 0404 +y1 > 1
402 +y2 > 1.

Now we just choose one possible value of j € K?U {0}. With j = 4, f4 =
0.5, fp4y = 0.3, Theorem 8.14 gives the mizing set

o4+ 10ys > [7.2-03] +1=7
o4+ 10y > \_45 —03J +1=25.
04 :M+52+64 ER}F,yg,y4 GZ_li_.

Both of the sets studied here provide relaxations for capacitated lot-sizing
problems; X2PTV for the case where there are two machines of different ca-
pacity producing the same item, and X PMIX for the model with production
lower bounds; see Section 11.2.

8.7 The Continuous Integer Knapsack Set and the
Gomory Mixed Integer Set

For the sets that we consider in the rest of this chapter, the optimization
problem is NP-hard, so the best that we can hope to obtain are some families
of strong valid inequalities, and separation algorithms or heuristics so that
these inequalities can be used as cutting planes.

First we consider the continuous integer knapsack set

K'={(s,y) R} XZi:Zajyj <b+s}.
j=1

Let fj =a; — Lajj, and fb:bf LbJ
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Proposition 8.15 The mized integer rounding (MIR) inequality

(fi = fo)* s
;uaﬂ e R U

(8.32)

is valid for K.

Proof. Letting z =3, s la;|y; + > ;.15 5, [a;ly;, we see that

z < Z]‘ a;y; + Zj;fj>fb(1 — i)y <b+s+ Zj:fj>fb(1 —fi)y=b+s,
where s’ = s+ Zj;fj>fb(]- — fi)y; > 0 and z € Z'. Now by Proposition 8.1,
the SMIR inequality z < |b] +
the inequality. O

ﬁ is valid. Substituting for s’ and z gives

Note that if we define the functions F,, F, : R* — R! for 0 < o < 1 by

Fo(d) = |d] + WY=td=a)” (8.33)

-«
and F,(d) = w, the MIR inequality can be written as

n

ZFa(aj)yj + Fa<_1)s < Fa(b)

j=1

with a = fp = b — |b], the fractional part of b.

As a first example of an MIR inequality, one important class of cutting
planes for commercial MIP systems are the mixed integer Gomory cuts. These
are obtained from a row of a simplex tableau, that is, the set

XM = {(yo,y,x) € Z' x ZF x RY. 5y0+zajyj +ngl’k = b}
j e

with b ¢ Z1.
Setting s = — 37/ _o9;%; = 0, we see that yo + >°;a;y; < b+ s with
yo € Zty € Z¥ and s € R1+. The corresponding MIR inequality is

yo+;(tajJ+W)yj§LbJ— >

k:g1 <0 fb

Now we eliminate the yo variable to obtain:

Proposition 8.16 The mized integer Gomory cut

s+ fb fg yi+ Z - Z Jogr > £, (8.34)
Z Z 15"

Jifi<fo Jifi>fe k:gi>0 k:gr <0

is valid for XGOM
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Example 8.11 Consider the set
X ={(s,y) € RL x Z% : 7.2y; — 3.5y, + 5.4y3 < 12.0 + s},

and the point (s,y) = (0,2,0,0), which is feasible for the linear relazation of

’ 3
X.
Dividing by 7.2, the set can be rewritten as
35 3 5 10s
X ={(s,y) eR: x 73 :
{(sy) ERLXZL syn = Sya + Jgs S 5+ —

From Proposition 8.15, the MIR inequality for a set in this form with f, = %,
fl_o f2 72:andf3 7>fb; is

n 1 <14 10s
Y1 — Y2 4y3 > o1
and this cuts off the point (s*,y*).
Alternatively suppose that we have a row of an optimal LP tableau:

3 3 10s 5
(1 — e+ g — =) +5' =3, yeZ%,(s,s) e R

Taking the MIR inequality from above and substituting for the variable y1, we
obtain the mized integer Gomory cut for that row

el + +—Os+
72?/2 y3 36

03\[\3

which cuts off the basic solution yo =y3 =s =5 = 0.

8.8 The Continuous 0—1 Knapsack Set

Here we consider the continuous 0-1 knapsack set

KP ={(s,y) € RL x {0,1}" : Y ay; <b+s}.

Jj=1

where the integer variables are further restricted to be binary. We can always
assume without loss of generality that a; > 0 for all j € N = {1,...,n},
because binary variables can be complemented. For instance, —y; < b+ s is
equivalent to 33 < (b+ 1) + s, where g3 =1 —y; € {0,1}.

We first derive a family of strong valid inequalities, based on covers (or
infeasible points).

Definition 8.1 A set C C N is a cover for KB if
i Y jec @i =b+ A with A >0, and
it. if k =argmax{a; : j € C}, then ap > .
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Proposition 8.17 The MIR cover inequality

s+ ccminfaj, AJ(1—y;) 2 A+ A3 n o Falgh)y; (8.35)
is valid for KB.

Proof. This inequality can be derived as a MIR inequality. By introducing
the complementary variables g; = 1 — y; for j € C, the knapsack constraint

becomes
=D aigi+ Y ajy; < A+,
jec jEN\C
or after division by a
—a; _ s
Sl I
jeC jEN\C
With o = -2 — [A] = 22
k
) ajq_ a; s
= min[L, g+ > Fa( )y < 1+ 1,

JjeC JEN\C

which after multiplication by A and substitution for g; gives the required
inequality. O

The MIR cover inequality can be strengthened by taking into account the
fact that the variables y; for j € N\ C are not just nonnegative integer, but
are 01 variables.

Let C = {j € C :a; > A} and let 7 = |C| > 1. Reorder the elements
so that C' = {a1,...a,} with a; > ... > a, > X\. Now let A; = >"7_ a; for
1<j<r.

Let ¢¢c(u) be defined as follows:

¢o(u) =j—1 ifAj 1 <u<A;—A

d)c(u):j—l—kw i A —A<u< A
— (A, —

mmu:r—1+3—iX419 ifu>A, — A\

Theorem 8.18 The inequality
S+ Z min[aj, )\](1 — yj) >A+ A Z qbc(aj)yj
jec JEN\C
is valid and facet-defining for KB.

In Figure 8.2, we show the functions F,(u/a1) and ¢¢(u) for o(C) =
(10,8,5), b=19, a = and A = 4. The functions are identical for 0 < u <
14.

Toa
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Figure 8.2. The functions F,, and ¢c¢.

Example 8.12 Consider the continuous 0-1 knapsack set
{(s,y) € RY x [0,1]° : 10y1 + 9o + Tyz + 16y + 5ys + 19y < 18 + s}

Taking C = {1,2,3}, we have that A = 8 and a; = 10. Complementing the
variables in C, and dividing by a1 leaves
9 7 16

_ _ ) 19 8 s
Yo — 55Y3+ —ya+ —=Ys + =y < ——— + —.

T 0% T 10 10 10 10 10 " 10

The resulting MIR inequality is

_ _ 7_+3 +1 +15 < 1+s
Y1 — Y2 8y3 22/4 23/5 8y6_ 3’

or
s+8(1—y1) +8(1 —y2) + 7(1 —ys) > 8+ 12y4 + 3ys + 15ys.

Now using Theorem 8.18, the inequality can be strengthened giving
s+8(1—y1)+8(1—y2)+7(1 —y3) > 8+ 13y4 + 3ys + 16ys.

Thus we see that in the 0—1 case the use of the lifting function ¢¢c leads to an
inequality that is stronger than that obtained using just complementation and
the MIR inequality.

A standard way to get further inequalities for knapsack-like sets is to con-
vert an inequality into an equality, and then into an inequality in the other
direction. This approach can be applied to sets such as K2 in the following
way.

i. Introduce a nonnegative slack variable s’ such that
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n
Zajyj +s =b+s.
j=1
ii. Drop the slack variable s giving
n
Z ajy; +s >b.
j=1
iii. Complement the y; variables giving
n
KP ={(s,9) e RL x [0,1]": > a5, < (D a; —b) + 5}
Jj=1 JEN
iv. Generate a MIR cover inequality (8.35) and convert it back into the original
variables by substituting for g; and s’.

Example 8.13 Consider again the set KP of Example 8.12. Complementing
the y variables and introducing the slack variable s’ gives

1031 + 992 + 7ij3z + 1644 + 55 + 197 < 66 — 18 + 5.

The cover T = {1,2,3,6} has excess A = 1. Applying the same procedure as
i Example 8.12, we get

—10y; + 9y + Ty3 + 1694 + 55 + 19y < —1 + 5.
Dividing by a; = 19 with a = %, the MIR cover inequality (8.35) gives
—y1—y2 — Y3+ 0ys + 075 —yg < =1+ 5.

Substitution for s’ and complementation gives the MIR reverse cover inequality

9y + 8ys + 6y3 + 16y4 + Sys + 18ys < 17 + s.

8.9 The Binary Single-Node Flow Set
Here we consider the set

K¥ ={(a,9) € REx {0,1}": S ;= 3 a; <,
JEN1 JEN>2
r; < ajy; for 1 <j <n}.

which can be viewed as the flow through a single node with fixed costs on the
arcs; see Figure 8.3. We now extend the definitions of cover and reverse cover.
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Figure 8.3. Single node flow set.

Definition 8.2 A set (C1,C2) C (N1, N2) is a flow cover for Kt if

i ZjeCl aj = jec, @ —b=XA>0, and
il. @ = maxjec, a; > A

Proposition 8.19 If (Cy,Cs) is a flow cover for K¥ and (C;, L;, R;) is a
partition of N; for i = 1,2, the MIR flow cover inequality

> fay +lay + A=D1 - )}

jeCr
s
DR R D (e )‘F(Ej)]yj
JjE€L1 JjELy
w
<b+ Y ai— D AF(F)(1-y))
jEC2 ]ECQ
N NP Byy S ay4s (8.36)
JjEL> @ JER2

is valid for K¥', where F = F,, (see (8.33) with o = ?)

Proof. Setting z; = a;y; —t; with t; > 0 for j € C; UCy U Ly U Ly leads to
the relaxation

DT SIS R
jeC1ULy jeCUL> JER2 jeC1ULy

Generating the MIR cover inequality (8.35) and substituting for ¢; gives the
inequality (8.36). O

Historically various flow cover inequalities have been derived for the set
K¥. The next corollary presents one of these inequalities.

Corollary 8.3 If a = maxjcc, a;, the MIR flow cover inequality (8.36) is at
least as strong as the inequality
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Sowit Y o= N1 —yy)

jeCr j€C1
+ Z xj— Z (max[aj,a] — Ay,
JELy Jjel
<b+ Y a;— y minfA (a5 — (@A) -y;)
JEC2 JEC:
+ Z max(a; — (@ — A), Ny, + Z xj+ s,
JjE€L2 JER>

known as the GFC2 flow cover inequality.

It is possible to strengthen the MIR flow cover inequality in the same
way that the MIR cover inequality was strengthened, as indicated in the next
example.

Example 8.14 Consider the single-node flow set

Iy +1’2+l’3+$4+$5+$6§18+8
1 < 10y, 22 < Yo, 73 < Tysz, 14 < 16y4, w5 < dys, 76 < 19y6
zeRY,ye{0,1}% s eRL

Taking (Cy,Cs) = ({1,2,3},0) with X\ = 8, substitution of t; = a;y; — x; > 0
fori=1,...,6 gives the continuous knapsack set

10y1 + 9ya + Tys + 16ys + 5ys + 1996 < 18+ s+ >t ,
JEN1
which is essentially the same set as in Fxample 8.12. The resulting MIR in-
equality is
—8y1 — 872 — T3 + 124 + 3ys + 15y < —8+ s+ > _t;,
JEN,
which after substitution gives the inequality (8.36) with L1 = {4, 6}
X1 +2(1—y1)+$2+1(1—y2)+$3—|—$4—4y4+3)6—4y6 S 18+8,

of Proposition 8.19.
On the other hand the strengthened MIR inequality computed in Example
8.12
—871 — 82 — T + 13ys + 3ys + 15y < —8+ s+ Y _ t;
JEN1

gives the inequality

21 +2(1—y1) + 22+ 1(1 —yo) + w35+ x4 — 3ys + 26 — 3ys < 18 + s.



8.10 Some Convex Hull Proofs 263

Finally we consider the reverse flow cover valid inequality. This inequality
can be obtained in the same way as the reverse MIR cover inequality for the
continuous 0-1 knapsack set.

Definition 8.3 (T3, T3) is a reverse flow cover for KT if

i. Ty C© N1, T5 C No.

1. ZjETl aj — ZjETz a; — b=—pu<0.

Proposition 8.20 Suppose that (T1,Ts) is a reverse flow cover and a > p.
Then the MIR reverse flow cover inequality

>oait > nF()1 -y

JET JET
w

+ D@t D (=2,

JjE€L1 JE€L1

w
< Y ai— ) g +#F(—gj)](1 — ;)
JET JETs
w

+ > oy - HE (s + S aj+s (8.37)

JEL2 JER2

is valid for KF where (T}, L;, R;) is a partition of N; fori=1,2 and F = F,

with o = %

8.10 Some Convex Hull Proofs

Proof of Proposition 8.1
We give two proofs.

Proof 1. Let P be the formulation defined by the three inequalities. The
extreme points lie at the intersection of two tight inequalities.

The intersection of s = 0 and s + fy = f[b] is the point (s,y) = (0, [b]) €
XM

The intersection of s + fy = f[b] and s+y = b is the point (s,y) = (f, [b]) €
XM

The intersection of s = 0 and s+y = b is the point (0,b) that is cut off by the
inequality s + fy > f[b]. The two (feasible) extreme points of P lie in XM?,
and thus P =conv(XM!). O

Proof 2. The second proof can also be used to tackle more complicated sets.
We show that every facet of P is integral.

In any facet, one of the inequalities defining P must be satisfied at equality.
So we must consider the three possibilities: F; = {(s,y) € P : s = 0}, F» =
{(Say) EP:3+fy:f[b1}v and F3 :{(S’y) EP:S+y:b}'
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Fi={(s,y): s=0,0>b—y, 0> f([b] —y)}
={(s,9): s=0, y>[b]}.

By ={(s,y): s=f[b] = fy, f[b] — fy >0, f[b] — fy>b—y}
={(s,y): s+ fy=f[b], [b] <y <[b]}.

Fs={(s,y): s=b—y, b—y> f[b] — fy, b—y >0}
={(s,y): s=b—y, y < [b]}.

Viewed in the y-space, all the extreme points of these facets have y in-
tegral. These facets are of the form s = 7y + p,a < y < B with « integral
or —oo, and (3 integer or +00. Thus each facet is integral, and P is integral. O

Proof of Theorem 8.2
We use the same argument as above. In a facet, one of the inequalities must be
tight for each k, and thus each facet is defined by K equations sy = mry + pk
defining each of the s, along with the intersection of K intervals ay <y < [,
where the ay, By are integers, —oo, or +00. Thus again each facet is integral
and the polyhedron is integral.

Now suppose that there are the additional constraints By < d. Each face
is now of the form

{(s,y) : sk = mpy + p o, <y < B for 1 <k < K,By <d},

which is integral by Theorem 6.7. O

Proof of Theorem 8.6
Using (8.9), the proposed formulation in the (y, i, §) space can be written as

ptye+ Y 8> (b +1 for 1 <k <K
J:fi=fe

K

> 6 =1

Jj=0

1 K+1
peR,0eR,T.

Apart from the y variables that form an identity matrix, if the remaining
variables are ordered as u,9d;,,...,0;,, where f; > ... > f;., the resulting
matrix has the consecutive 1s property. Therefore the constraint matrix is
totally unimodular, and the claim follows. O

Exercises

Exercise 8.1 Consider the set

X ={(s,y) eR' x Z' : s + ayy > by, 5+ asy > by }.
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i. Derive a valid inequality for this set, and show that it gives the convex hull.
ii. Apply to an instance with a = (—1,2),b = (3.2,5.7).

Exercise 8.2 Consider the set

r1+y>1.5
To+y > 2.6
xERi, y ezt

Find a valid inequality cutting off the point (z1,z2,y) = (0.2,1.3,1.3).

Exercise 8.3 Consider the set

X:{(s,y)ERixZi:Zsi—FyZb,siguifor 1<i<n}

i=1

i. Derive a family of SMIR inequalities for this set.

ii. For an instance with n = 3, b = 14.3, and u = (2.1,4.8,3.4), find a valid
inequality cutting off the point s = (2.1,0,3.4),y = 8.8.

iii.* Show that the MIR inequalities suffice to describe the convex hull.

Exercise 8.4 Consider the problem

min{g(y) + fy:y € Z'},

where g(y) = max{a1y — b1, azy — bz, azy — bs}.
i. Model as an optimization problem over a MIP set. See Exercise 8.1.
ii. Show how to solve this problem by linear programming.
iii. Consider an instance with a = (—1,-0.5,1),b = (—1.5,—1.25,2.5). Draw
the function g, and redraw with the function providing a tight formulation.
iv. Use this to describe an algorithm for the separable convex network flow
problem

min{ Z gij(xij) : No =b,x € ZT'},

(i,7)€A

where D = (V, A) is a digraph with n X m node-arc incidence matrix N,
b € Z", and each function g;; is piecewise linear and convex described in the
same way as the function g.

Exercise 8.5 Consider the divisible knapsack set
X ={(s,y) €RL xZ1 : s+ Y Ciyi > b},
i=1

where C4]--+|Cy, and Cj,...,C, and b are positive integers.
i. Find valid inequalities for X.
ii.* Give an inequality description of conv(X).
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Exercise 8.6 Consider the set

T + 51 >3
T + 5y1 + 5y2 > 6
x + 5y1 + Sy + 5ys3
mER}H yEZi.

IV
00

i. Generate a variety of valid inequalities for this set.
ii. Find a valid inequality cutting off the point (z*,y*) = (1, %, %, %)

Exercise 8.7 Consider the mixing set X/ with the additional constraint

s < d. Find valid inequalities for this set.
Apply your result to the instance of Example 8.4 with s < 0.5.

Exercise 8.8 Consider the mixing set of Section 8.3. Write the optimization
and separation problems as network flow problems for

i. the instance of Example 8.6,

ii. the general case, and

iii. show why addition of constraints of the form «;; < y; —y; < Bi; with
aij, Bij € Z' does not destroy the network structure.

Exercise 8.9 Consider the set

x + by +2 >3
T+ 5y1 + 5y + 22 > 6
T+ 5y + Sy2 + Sy3 + 23 > 8
xERi,yEZ?’H zERi.

Write down an extended formulation for this set.
Explain how such an extended formulation can be used to find a valid
inequality cutting off points (x*,y*, z*) with y* fractional.

Exercise 8.10 Consider the set

s+ 5y11 + 10y12 > 3
5+ 5y21 + 10y22 > 9
s € Ri,y € Zi.

Write down an extended formulation for this set.

Exercise 8.11 Consider the set X$MX with in addition y € ZK and
0<b <---<bg <1

i. For T = {i1,...,4:} C{1,..., K} with 43 < --- < 4z, show that the inequal-
ities
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are valid for X {MIX
ii.* Show that every nontrivial facet-defining inequality is of this form.

Exercise 8.12 Consider the following formulation for X ¢MI1X

K

s=> fibi+p (8.38)
i=0

K . .

Tj:ZfiJﬂerVj for1<j<K (8.39)
i=0

pAvityi+ Y

k:fi>fi
+ N Bl -1 for 1<j<K, 0<i<K (8.40)

k:fx>F)

K
> ai=1 (8.41)
1=0

K
Zﬁ{ = for1<j<K (8.42)
=0
peRL §eRET (8.43)
veRE, geREFHD (8.44)
where

6; = 1 if the fractional part of s takes the value f;;

i is the integer part of s; ‘

(] =1, for i # j, if the fractional part of r; is F},

v; is the integer part of r;;

plus the additional variables ﬂj =1ifdp=1and r; =0.

i. Show that it is a valid formulation for the problem.
ii.* Show that the formulation is tight by showing that the matrix associated
with the constraints (8.40)—(8.42) is totally unimodular.

Exercise 8.13 Consider a row of an optimal LP tableau

7 2 11 4. _ 6
Yo+ 5Y1 —5Y2+ FT3— 54 =3

y€eZy, xR
i. Construct an MIR inequality cutting off yo = %, Y1 =Yo =3 =24 = 0.

ii. Construct the mixed integer Gomory cut, and verify that it is the same as
the MIR inequality.

Exercise 8.14 Consider the set
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KB = {(z,y) € RL x {0,1}5 : 15y; + 11ys + 10y3 + 6ya + 5y5 + 2ys < 19+ z}.

i. Taking C = {2,4, 5}, generate the corresponding MIR cover inequality.

ii. Taking the same cover, generate the strengthened inequality of Theorem
8.18.

ili. Complement the 0-1 variables, take C' = {1,2,4} and construct the MIR
reverse cover inequality.

iv. By inspection, find a MIR cover inequality cutting off the point (z*,y*) =
(1,0,2,1,1,1,0).

Exercise 8.15 Consider the set
K= {(:L’,y,s) € Rﬁ_ X {0,1}6 X R_l‘_ :
T1+ T+ 23— Ty —T5 —Te <S5 +S
T S 142/1’«’52 S 9y2,l'3 S 8y37,’1}4 S 12y4)$5 S 10y5’x6 S 6y6}

Taking (C1,Cs) = ({2,3},{5}), compare the MIR inequality (8.36) with the
inequality in Corollary 8.3.

Exercise 8.16 Consider the set

S+ x> by forl1<t<n
T < 2z forl1<t<n
SGR}‘_, reRY, z€ZY,

denoted XM and called a mizing set with flows.

Suppose that 0 = bg < by < --- < b,. Let 0g = s > 0 and let 0, =
s+x;—b; > 0 be the slack variable in the first set of constraints for 1 <t < n.
i. Show that the mixing set XM/X:

ot + 2 > by, — b fork+1<t<n
JtER}i_,ztGZi fork+1<t<n
is a valid relaxation of XM

ii.* Show that conv(XfM) = N2 conv(XMIX) N {(o,x) : 0y = s+ x4 —
b for all t} N {(z,2) : 0 < xy < 2 for all ¢}.

Exercise 8.17 Consider the set

X ={(y.s) €Z% xR} : 3y + Ty < 31+ s}.

Derive two or more MIR inequalities for this set and check whether they are
facet-defining.

* Starred exercises are more difficult and require more mathematical or tech-
nical developments.
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Notes

Section 8.2. The MIP set is studied in Miller and Wolsey [124]. The single
arc set arising in Exercise 8.3 was studied by Magnanti et al. [113], and later
by Atamturk and Rajan [16]. The divisible knapsack set of Exercise 8.5 was
studied by Pochet and Wolsey [142]; see also Pochet and Weismantel [136] for
the 0-1 case. The modeling of a separable piecewise convex function over an
integer variable is also from [124]; see also Ahuja et al. [7] for an alternative
reformulation and Hochbaum and Shantikumar [90].

Section 8.3. The mixing set is studied in Giinliik and Pochet [85]. The mixing
inequalities first arose in the context of constant capacity lot-sizing studied
by Pochet and Wolsey [139]. Part ii of Theorem 8.5 and the extended formu-
lation are from Miller and Wolsey [124]. The dual network reformulation is
from Conforti et al. [43].

Section 8.4. The enumerative approach to develop more general mixing sets
was developed explicitly by Van Vyve [178]. The disjunctive approach was
used by Atamtiirk [13], and developed independently by Conforti and Wolsey
[44]. The latter approach is based on the extended formulation for the union
of polyhedra from Balas [21].

Section 8.5. The first formulation of the continuous mixing set is from Miller
and Wolsey [124] and the more compact formulation from Van Vyve [179]. A
third formulation was proposed by Van Vyve in [178]. The uncapacitated case
is treated by Atamtiirk [13]; see Exercise 8.11.

Section 8.6. The set with two divisible capacities is from Conforti and Wolsey
[44]. The results on the divisible mixing set are from Van Vyve [178].

Section 8.7. Mixed integer Gomory cuts are from Gomory [77]. Disjunctive
cuts were introduced by Balas in [18]. The mixed integer rounding inequality
is from Nemhauser and Wolsey [126], and the alternative split cut viewpoint
is presented in Cook et al. [49]. Superadditive functions such as F,, are the
basis of a general duality theory for integer programming. Using superadditive
functions such as ¢¢ to strengthen valid inequalities was proposed by Gu et
al. [81].

Section 8.8. Cover inequalities for binary knapsack sets were studied by
Balas [19], Hammer et al. [86] and Wolsey [190]. The development of the
heuristic separation algorithm for cover inequalities, and the first effective
computational study are due to Crowder et al. [50]. Marchand and Wolsey
[117] studied the continuous 0-1 knapsack set, and in [118] they proposed a
heuristic separation procedure for mixed integer programs based on aggrega-
tion of constraints, substitution, and complementation of variables followed
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by the generation of MIRs.

Section 8.9. Single-node flow sets were first studied in Padberg et al. [130];
see also Van Roy and Wolsey [174]. Computational results using flow cover
inequalities were given in Van Roy and Wolsey [175]. The MIR flow cover in-
equality was obtained by Gu et al. [81]; see also a recent survey of Louveaux
and Wolsey [108]. Reverse flow cover inequalities were first explicitly proposed
by Stallaert [156].

Section 8.10. The proof of Proposition 8.1 based on the integrality of the
facets is from Pereira and Wolsey [132]. The proof of Theorem 8.6 exemplifies
the most important proof technique for most of the mixing problems which is
to find an extended formulation with integer right-hand side whose associated
constraint matrix is totally unimodular.

Exercises. The result of Exercise 8.16 on mixing sets with flows is from
Conforti et al. [42].
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Lot-Sizing with Capacities

Part IIT consists of three chapters dealing with many of the significant variants
of the single-item lot-sizing problem, apart from the uncapacitated problems
LS-U and WW-U already presented in detail in Chapter 7. We continue to
use the classification scheme introduced in Chapter 4. Specifically we deal in
this chapter with capacities, either constant or time-varying, namely, the mod-
els PROB-{CC,C}. In Chapter 10 we consider two of the most important
variants, the problems with backlogging PROB-CAP-B and with start-up
variables PROB-C AP-SC, and in Chapter 11 we study several other single-
item variants, including piecewise concave production costs, piecewise convex
storage costs, sales, minimum length set-up sequences, production time win-
dows, and so on.
Remember that the general problem LS-C can be formulated as

n n n
min Zpixt + Z hyst + Z qtYt
t=1 t=0 t=1

St_1+x =di + 8¢ forl1<t<n
xr < Cyyy for1<t<n
SERZL_-H, xeRY, ye{0,1}".

For LS — CC, we have the same formulation but with C; = C for all ¢.

Note that in addition to the basic preprocessing of initial stocks and stock
lower bounds presented in Section 7.2, there is an elementary preprocessing
step for LS-C depending on the capacities. Below we assume without loss of
generality that d; < Cy. If d; > C}, then by setting d; = C} and adding d; — Cy
tods_q for t =n,n—1,...,1, we obtain an equivalent problem.

We now describe briefly the contents of this chapter.

e In Section 9.1 we consider the complexity issue, showing that all the vary-
ing capacity problems PROB-C are NP-hard. This is in contrast to the
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constant capacity problems PROB-CC that are all shown to have poly-
nomial algorithms in the course of the chapter.

e In Section 9.2 we examine regeneration intervals for problems with capac-
ities that are fundamental in describing optimal solutions of single-item
problems, and form the basis for the dynamic programming algorithm for
LS-CC and other models.

e In the following sections we examine in turn the four different constant ca-
pacity problems. First in Section 9.3 we present both a linear programming
formulation and a combinatorial algorithm for DLS-CC.

e In Sections 9.4 and 9.5 we present valid inequalities describing the convex
hull, combinatorial separation algorithms and tight extended formulations
for DLSI-CC and WW-CC respectively, all based on the mixing set stud-
ied in Section 8.3.

e In Section 9.6 the main result is a dynamic programming algorithm for
LS-CC based on regeneration intervals.

e In Section 9.7 we turn to the varying capacity problem LS-C, and present
several classes of valid inequalities. One class for WW-C' is based on the
mixing set studied in Section 8.3, while two of the classes for LS-C' are
based on the continuous knapsack set studied in Section 8.8 and on an
alternative formulation using submodularity respectively.

9.1 Complexity
The first thing to observe is that the 0-1 knapsack problem:

min Y77, ¢;Y;
i1 Cjy; = b
yE {07 1}n
is a special case of DLS-C in which the demandsared; =0fort =1,...,n—1,
and d,, = b. As DLS-C is in turn a special case of DLSI-C, WW-C and LS-

C, and as the 0-1 knapsack problem is NP-hard, we obtain the complexity
status of these problems.

Proposition 9.1 Problems DLS-C, DLSI-C, WW-C' and LS-C' are NP-
hard.

This tells us immediately that we have little hope of finding a good char-
acterization of conv(XPL5=C) or of conv(XF5~¢).

9.2 Regeneration Intervals

As for LS-U, it is necessary to understand the structure of optimal solutions
of LS-C and LS-CC if one wants to develop an optimization algorithm. It
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is again important to think of the fixed cost network flow representation. We
assume for the discussion below that sy = s, = 0, and repeat the definition
of a regeneration interval from Chapter 7.

Definition 9.1 The interval [k,l] is a regeneration interval for a solution
(z,y,s) € XE9=C if and only if si,_1 = 5, =0, but 54 >0 fort =k,.... 1 —1
(see Figure 9.1).

>0 >0 >0 §=0

Figure 9.1. A regeneration interval for LS-C.

Every extreme solution of conv(X5~¢) corresponds to a partition of [1,n]
into regeneration intervals. We now examine what happens within each regen-
eration interval. Again we use the fact that, for fixed y € {0,1}", the problem
in the (x, s) variables is a network flow problem, and an optimal basic solution
is acyclic, so that there exists an optimal solution in which the arcs with flow
strictly between the lower and upper bound (0 < a3 < C}, or s; > 0) form an
acyclic subgraph in the network.

Observation 9.1 Suppose that [k,l] is a regeneration interval forming part
of an optimal solution of LS-C. Then within the interval [k,l] there exists a
solution of the following form: there exists a period p with k < p <[ such
that x; = Cjy; for all j € {k,...,1} \ {p}. In other words there is at most
one period in the regeneration interval in which z, ¢ {0,Cp}. Such a period
1s referred to as a fractional period.

Observation 9.2 Let ay; be the minimum cost of a [k, ]-regeneration inter-
val for all 1 < k <1 <mn, and D = (V, A) be an acyclic digraph with nodes
V=A{L...,n+1}, and arcs A = {(k, 1+ 1) : 1 < k <1< n} with cost ay
for 1 <k <Il<n. A minimum cost path from node 1 to n+ 1 solves LS-C.

We have already used regeneration intervals and this minimum cost path
in the uncapacitated case LS-U. See Figure 7.6, where ayg; = qx + prdgi.

In the general LS-C case, calculating the optimal cost ay; of a regeneration
interval is hard. However, we see below that it can be calculated efficiently in
the constant capacity cases WIW-CC and LS-CC. As a minimum cost path
can be found in O(n?), this will obviously lead to a polynomial algorithm.
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9.3 Discrete Lot-Sizing with Constant Capacities

With constant capacities, X PL5=CC is of the form
¢
CY yu>dy for1<t<n (9.1)
y € {0,1}". (9.2)
Clearly XPLS=CC £ () if and only if ¢t > [d“] fort =1,...,n. From now on,

we assume that XPLS—CC L,

9.3.1 Valid Inequalities for DLS-CC

We immediately observe that Gomory fractional cuts can be used to tighten
this formulation.

Proposition 9.2 The inequalities

Zyu . [du

are valid for XPLS=CC for 1 <t < n.

What is more, they can be used in place of the existing constraints and
suffice to describe conv(XPLS=CC),

Theorem 9.3 The polyhedron

d
Zyu>[£ for 1<t<n

y€10,1]"

describes conv(XPLI-CC),
In Chapter 12, we show that the same inequalities suffice for the multi-item
variant in which at most one item is produced per period.

9.3.2 Optimization for DLS-CC

To solve the optimization problem without using linear programming, it suf-
fices to use a greedy algorithm. By setting y; = 1 and modifying the demands
whenever ¢; < 0, we can assume that g; > 0 for all j. Then we complement
the variables, setting y; = 1 —y; for j =1,...,n, giving
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n
max qugjj
=1

Zgugt—(@] for1<t<n

Algorithm for DLS-CC
1. Find an ordering ji,...,j, of {1,...,n} with ¢;, > ... >g¢;, > 0.
2. Initialize 6, = ¢ — [4t] > 0 for all ‘.
3.Fork=1,...,n
If ming>j, 6; > 0, set y;, =0 (or g;, = 1) and set 0, - max{d; — 1,0}
for all t > jp.
Otherwise set y;, = 1.
Augment k.

Example 9.1 Consider an instance of DLS-CC with n = 6, C =10, d =
(0,5,3,6,8,1), and g = (34, 20, 35,40, 33,21). Initially 6 = (1,1,2,2,2,3).

Iteration 1. j1 = 4,9y, =0,6 = (1,1,2,1,1,2),
Iteration 2. jo = 3,y3 = 0,6 = (1, 1, 1,0,0,1),
Iteration 8. j3=1,y1 = 1,6 = (1,1,1,0,0, 1),
Iteration 4. j4 =5,y5 = 1,6 = (1,1,1,0,0, 1),
Iteration 5. js = 6,y6 = 0,0 = (1,1,1,0,0,0),
Iteration 6. jo = 2,y2 = 1,0 = (1,1,1,0,0,0),
giving as optimal solution y = (1,1,0,0,1,0) with cost 87.

The above algorithm can be viewed as the greedy algorithm for a matroid.
Its complexity as described is O(n?). It can, however, be implemented to run
in O(nlogn).

9.3.3 Parametric Optimization for DLS-CC

Here we describe an O(nlogn) algorithm that solves a family of problems.
For simplicity we assume that the constant capacity C' has been normalized
so that C' = 1. Specifically we consider three closely related problems:

problem Q(j):
J
= Y
i=1

> i <6 for 1 <t <

y € {01},
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problem Q’(j):
J
max > g
i=1

t
> v <o for 1<¢<j—1
i=1

y €{0,1},

and problem R(j, 5;):
J
max Z q;Yi
i=1

t
Sy for1<t<j—1
i=1

J
Zyi = /Bj
i=1
y e {0,1}7.

Our goal is to solve the family of problems Q(j) and R(j,5;) for j=1,...,n
efficiently. DLS-CC' is equivalent to Q(n), with §; =t — [%1 for all ¢.

Observation 9.3 The feasible region X (j) of problem Q(j) is the set of in-
dependent sets of a matroid. It follows that every mazximal feasible solution of
X(j) is of the same cardinality,

R0 U =0l

py=max{) yi:y€X(j)} =

i=1
Observation 9.4 R(j,3;) is feasible if and only if B; < p;.

Suppose now that y’ is an optimal solution of Q'(j), or in other words
(¥1,---,¥;_1) is an optimal solution of Q(j — 1) and y; = 1. Each iteration of
the algorithm computing Q(j) and R(j, §;) for increasing values j =1,...,n
consists of two simple steps.

i. Convert an optimal solution 3’ to @’ (j) into an optimal solution g of R(j, 5;);
necessarily g <y’ (if 8; < p;).
ii. Convert § into an optimal solution y* of Q(j); necessarily y* < .

Because of the matroid structure, the construction of § from y’ and of y*
from ¢ just involves removal of the least profitable elements.
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Example 9.2 Consider an instance with n = 6, ¢ = (34,20, 35,40, 33,21),
0=(1,1,2,2,2,3), and 8 = (1,2,2,3,3,3). Here problem Q(6) is precisely the
problem solved in Example 9.1.

i=LQ1): yi=1
R(l,l) g1 =1
QM): yr=1 =34

7=2.Q2): yi=1 yp=1
R(2,2):i1 =1, g2 =1
As b9 = 1, we must remove the least profitable variable.
As g1 = 34 > g2 = 20, we set yo = 0.
Q2):yr =1, z0=34

J=3.Q'0B): y=1 y3=1
RB3,2): g1 =1, gs=1
Q(g) yT*L y>3k 13 23*69
J=40QM): yi=1, y3=1 y;=1
R(4,3):th=1, g3=1, gu=1

As d4 = 2, we remove the least profitable variable. We set y; = 0.
QM):ys=1 y;=1 24=75

J=50Q06): yy=1, yy=1, yp=1
R(573) :g?) = 17 54 = 17 g5 =1
As 05 = 2, we remove the least profitable variable. We set y5 = 0.
QB):ys=1, yi=1 25=75
J=6.Q): y5=1 yy=1 yg=1
R(6 3) y _17 g4:1a g@,:l
QO): yz=1, yi=1 1

Observe that this agrees with the solution of Fxample 9.1.

9.4 Discrete Lot-Sizing with Initial Stock and Constant
Capacities

Here XPLSI=CC g5keg the form

t

so—l—CZyuZdu forl1<t<n (9.3)
u=1

so € RL,y € {0,1}". (9.4)

Perhaps surprisingly, it is not known if problem DLSI-CC with an initial
stock variable can also be solved faster than O(n?logn).
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9.4.1 Valid Inequalities for DLSI-CC

Letting z; = 22:1 Yi, s = &, and by = %, the solution set X PLS1=CC can

be rewritten as

S+ 2z > by for1<t<n
0<z—z_-1<1 for2<t<n
21§1

1
seRl,zeZy.

This is an instance of a mixing set (see Section 8.3) in which the additional
constraints are of the form Bz < d with B the arc-node incidence matrix of a
digraph and d integer. From Theorem 8.5, we obtain immediately:

Theorem 9.4 conv(XPES1=CCY s described by sy € Ri,y € [0,1]", the
initial inequalities (9.3), and the inequalities

0> cz fio = Fo ) (LB 1= 3 )

Jj=1

and

diiy | &
80>CZ sz sz 1 I_ C J+1_Zyj)+c(1_fit)(|_ é;« J _Zyj)7
for all T = {i1,...,i,} € {1,...,n}, where f, = 4= — |9z | for all 7, and

0=fio <fi, <...< fi, <1.
Example 9.3 Given an instance of DLSI-CC with n = 4,C = 10, and
d = (4,3,6,2), we have (dy;) = (4,7,13,15) and f = (0.4,0.7,0.3,0.5). For
T ={3,1,2}, the two inequalities of Theorem 9./ are

$0>32—y1 —y2—y3)+1(1 —y1) +3(1 —y1 —y2) and
s50232—y1—y2—y3) + 11 —y1) +3(1 —y1 —y2) +3(1 —y1 — y2 — ¥3).

To separate these inequalities in O(nlogn), we take the separation algorithm
for the mixing set of Section 8.3 using the substitutions for s, z, and b presented
above.

9.4.2 Extended Formulation for DLSI-CC

Theorem 8.6 also leads to an extended formulation.
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Theorem 9.5 The linear program

n
min hoso + > gy

t=1
so=CY_ fi6;+Cp

j=1
Z iﬁ—fjé— for1<k<n
u=1 7=0

€0,1]", u e RL, 6 e R,

where fo =0, solves DLSI-CC.

9.5 Lot-Sizing with Wagner—Whitin Costs and Constant
Capacities

Here we consider the Wagner—Whitin problem with constant capacities. The
objective function is written as > ;- o hesy + Dy y qeyr With by = p) + h) —
Py > 0 for all ¢. This is an important variant in practice because many
small-bucket multi-item problems (problems with at most one item produced
per period: M in the classification of Chapter 12) satisfy the Wagner—Whitin
cost hypothesis, and a single machine or line often has constant capacities,
corresponding to a time period such as a shift, or a day. X"WW=C¢C takes the
form

t

3k71+CZyudet for1<k<t<n (9.5)
u=k
s e Ry e {0,1}™ (9.6)

9.5.1 Optimization for WW-CC

The following proposition is a direct consequence of the fact, that with
Wagner—Whitin costs, it pays to produce as late as possible, once the periods
with a set-up have been determined.

Proposition 9.6 With Wagner—Whitin costs, if [a,b] is a regeneration inter-
val and pgp = dgp — CLngJ > 0, then period a is the fractional period, and

the amount produced in period a iS Tg = Pap-
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We can now write the minimum cost oy, of the [a, b] regeneration interval
as the following integer program,

Qgp =

b b—1 b—1 b—1
. da
min Y (¢ +C Y ha)yi+ Y hidigas — () :hi)C[?b] (9.7)

dyp

E:MS(Zﬂ‘l fora+1<t<b (9.8)
i=t
b
dab
;= [ -2 9.9
> =l 99)
y € {0,1}°7*+, (9.10)
where the stock available s; for i = a,...,b — 1 is eliminated by substitution

of 8; = dis1p — C i1yt = dis1p — C o ye + CXi_, v in the objec-
tive function, and the constraints are obtained from s;/C > 0 tightened by
Chvatal-Gomory rounding.

Observing that for varying a = b,b — 1,...,1, this is precisely the para-
metric problem R(j, ;) solved in the previous subsection in O(blogb), we
have

Proposition 9.7 There is an O(n*logn) algorithm for the optimization

problem WW-CC.

Example 9.4 Consider an instance of WW-CC with n = 6,C = 10,hy =
3,h=(1,1,1,1,1,1),q = (16,2,2,5,9,7), and d = (4,3,5,6,5,1). We have
that

a6 = min 32ys + 25y4 + 19y5 + Ty + 1(124+ 6+ 1) — (1 + 14+ 1)20
ye < 0
Ys+ ys <0
yat ys+ ys < 1
Y3+ Yat yst+ yo = 2
y € {0,1}4.

Applying the parametric algorithm of Subsection 9.3.8 to solve the IP
(9 7)*(910), we obtain e — 77 56 = 1070146 = 00,036 = 167Ot26 = 237 16 =
00.

In particular, for asg the optimal solution is y3 = y4s = 1 giving azg =
324 254+ 19 — 60 = 16. Working with the initial costs, we have ys = yq4 =
1,23 =T,24 = 10,83 = 2,84 = 6,85 = 1 with cost 2+ 5+ 1(2+6+ 1) = 16.
Two of the regeneration intervals are shown in Figure 9.2.
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6

(a,b)=(2,6) (a,b)=(3,6)

Figure 9.2. Two regeneration intervals for WW-CC.

9.5.2 Valid Inequalities for WW-CC

Letting X?5779C = {(s,y) € R%™ x {0,1}" satisfying (9.5) for k <t < n}
with k fixed, we see that

XDLSI=CC _ xDLSI-CC 44

n

WW-cC DLSI-CC
X =) Xi :
k=1
It follows that conv(X"WW-C¢) C N7_, conv(X,?LSI*CC), so that any valid
inequality for X kD LSI=CC ig valid for XWW-0C, Surprisingly, the two sets are
equal.

Theorem 9.8

conv(XWW-C0) = ﬂ conv (X PL=C9),

k=1
Now we combine this with the results for mixing sets of Section 8.3.

Corollary 9.1 All nontrivial facet-defining inequalities of conv(X"WW—=C¢)

are of the form

dy; -
Sk 1>c§j (R E S T W) (9.11)

j=k
or
i, =
Sk— 1>CZ Qs 1,1 LTJ+1 ;Cyj)
dk’Ll il
+O(1 = i) (=] = i) (9.12)
j=k
where T = {iy,...,is} C {k,....n}, fF = % - Ld’“*J for all T, and 0 =

ko< kg...gﬁj<1,and1§k§n

o —Ju
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Corollary 9.2 There is a separation algorithm for conv(X"WW=CCY of com-
plexity O(n*logn).

9.5.3 Extended Formulations for WW-CC

One can also use the extended formulation for mixing sets of Section 8.3.

Corollary 9.3 A tight extended formulation for conv(X"WW=CC) js

Sp—1=0C Z frok + ok for all k
te(k,n]
Zt: it k1 sk k
Yu = Z f?—fT](ST—,u for all k,t, k<t

u=k Te{0}U[k,n]

Z ok =1 for all k
te{0}U[k,n]
pk >0, 68 >0 for all ¢ € {0} U [k,n], and all k
ye0,1]",

where f¥ =0, [k,n] = {k,....n} and fF = %= — |%= | The additional
variables §F indicate that sp_; = C'fF mod C.

Example 9.5 Consider an instance of WW -CC with again n = 4,C = 10,
and d = (4,3,6,2). For k = 2, the constraints of the extended formulation of
Corollary 9.3 take the form

s1 = 302 + 962 + 103 + 1042
Yo > 163+ 005+ 053 + 163 —u?
Y2 + Y3 > 16+ 162 +003 + 167 —u?
Y2 + Y3+ ya > 250+ 165+ 183 + 163 — 2

1 = 5+ 85 + 65 + 63

2 eRy,p? eRY,ye(0,1]%

9.6 Lot-Sizing with Constant Capacities
9.6.1 Optimization: An Algorithm for LS-CC

For simplicity of notation, we here consider the objective function in the form:

n n
min Z Pt + Z qtYt-
t=1 t=1
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For given k and [, we present a dynamic programming algorithm to find an
optimal solution to the subproblem on the regeneration interval [k,[]. Let
Prl = di — L%JC with 0 < pg; < C. From Observation 9.1, there must be
exactly L%J periods within the regeneration interval in which production is
at full capacity, and one period in which pg; is produced.

Let G(t,7,d) be the value of a minimum cost solution for periods k& up to
t during which production occurs 7 times at full capacity and § € {0,1} times
at level pg;. If 7C + dpg; < dyy, it is impossible to have s; > 0 for these (7,9)
values and so we define Gy (¢,7,0) = oco. Also if 7+ > ¢ — k + 1 for some
(7,9) values, it is not possible to produce T+ ¢ times in the interval [k, t] and
again Gi(t,7,0) = 0.

We fix initially G (k — 1,7,d) = 0 for all (7,d) with 7 < 0 and ¢ < 0, and
Gr(k —1,7,0) = 0o otherwise. A forward recursion to compute Gy (t, 7, ) for
the case pg; > 0 is:

Gk(t77—a0)
00 if7C<dy; orT>t—k+1
= . Gi(t—1,7,0), . (9.13)
mln{Gk(t_l’T_170)+Qt+ptC otherwise
diy
f t:k,...,l, :0’...’ e ,
or T LCJ
Gr(t,1,1)
OO ifTC"‘pledkt orT>t—k

Gk(t_ 177-71)’
min{ Gi(t—1,7—1,1) + g + p:C, ; otherwise
Gr(t —1,7,0) + q¢ + pepr
diy
C -

Starting from Gg(k,1,0) = g + pxC if d, < C, and Gi(k,0,1) = g +
pepx if di < pri, Gi(k,0,0) = 0 if dp = 0 and Gg(k,7,1) = oo otherwise,
evaluating (9.13)—(9.14) for increasing values of ¢t and all values of 7 computes
ap = Gi(l, L%j , 1), the value of a minimum cost solution for the regeneration
interval [k, ] with pg > 0.

When pi; = 0 and dy; > 0, it suffices to use the same recursion for
G (t,7,0) to calculate ag; = Gi(l, L%J,O).

(9.14)

fort==Fk,....1, 7=0,...,

Example 9.6 Consider an instance of LS-CC with an interval [k,l] =

[276]7 (d2a'~'7d6) = (4727773a6)a(p27"'5p6) = (3’1527172)7 (qQa"'aQG) =
(24,17, 35,42, 11), and C = 10.

Note that dy; = 22 and pg; = 2. Using the above recurrence, we calculate
first Go(t,7,0). This gives
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G2(2,0,0) = Gs(2,2,0) = oo,

= min[G2(1,1,0),G2(1,0,0) + g2 + Cp2]

min[oco, 0 + 24 4+ 10 x 3] = 54,

G2(3,0,0) = oo,

G2(3,1,0) = min[Ga(2, 1,0), Ga(2,0,0) + g3 + Cps]

= min[54, co] = 54,

min[G5(2,2,0),G2(2,1,0) + g3 + Cps)
= minfoo, 54 + 17 + 10 x 1] = 81,

Ga(4,1,0) = 0o and Ga(4,2,0) = 81,

Ga(5,1,0) = 0o, and Ga(5,2,0) = 81.

S
|

Q
[\v]
=
‘w
N
=
=

|

Now we calculate Go(t,7,1), and obtain

G2(2,0,1) = G2(2,1,1) = G2(2,2,1) = o0,

G2(3,0,1) = G2(3,2,1) = oo,

G2(3,1,1) = min[G2(2,1,1),G2(2,0,1) + g3 + Cps, G2(2,1,0) + g3 + p2eps]
= min[oo, 00,54 + 17 + 2 x 1] = 73,

Ga(4,0,1) = Ga(4,1,1) = o0,

G2(4,2,1) = min[G2(3,2,1),G2(3, 1, 1) + g4 + Cpa, G2(3,2,0) + qa + p26p4]
= min[oo, 73 + 35 + 10 x 2,81 + 35+ 2 x 2] = 120,

G2(5,0,1) = Ga(5,1,1) = o0 and Go(5,2,1) = 120,

G(6,2,1) = min[G(5,2,1), Ga(5,1,1) + g5 + Cip, Ga(5,2,0) + s + o
— min[120, 00,81 + 11+ 2 x 2] = 96.

Working backwards, we see that an optimal solution for the interval [2, 6]
18 To = x3 = 10,26 = 2 with a cost of g2 + q3 + g6 + 10p2 + 10p3 + 2pg = 96.

As there always exists an optimal solution consisting of a sequence of
regeneration intervals, we can restate Observation 9.2.

Theorem 9.9 Let D = (V, A)be a digraph with node set V. ={1,...,n+ 1}
and arc set A = {(k,l+1),1 <k <1< n}. The shortest path problem from
node 1 to node n+ 1 in the digraph D with costs ax; on arcs (k,l+ 1) with
di; > 0, and cost 0 on arcs (k,1 + 1) with di; = 0, solves LS-CC.

Figure 9.3 illustrates the digraph D for n = 3.

Example 9.7 Consider an instance of LS-CC with n = 5,C = 10,d =
(4,2,7,3,6),p=(3,1,2,1,2), and ¢ = (24,17, 35,42, 11).
We have that
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o
13
0(‘12 0(‘22
O('11 0(22 0633

Figure 9.3. Shortest path formulation of LS-CC (n = 3).

11 = 36, g9 = 19, 33 — 49, g4 = 45, Qa55 = 23,
12 = 42, Q23 = 26, 34 = 55, Q45 = 51,

a3 = 74, Qg4 = 74, Q35 = 78,

14 = 69, Q25 = 77,

Q15 = 96.

Solving the resulting shortest path problem, an optimal solution of cost 92
consists of the regeneration intervals [1,4],[5], and the corresponding solution
is x1 = 6,22 = 10, and x5 = 6 with y; = y2 = y5 = 1.

The dynamic program for each interval is O(n?), and as there are O(n?)
intervals this gives an algorithm for LS-C'C' whose running time is O(n?).
However, it is possible to reduce the running time to O(n?).

9.6.2 Valid Inequalities for LS-CC

As in the uncapacitated case, the inequalities (9.11) and (9.12) for the
Wagner—Whitin case generalize to give valid inequalities for LS-C'C. Given k,
T="{i1,...,i1} C{k,...,n} with iy < --- <ipand V C {k,...,n}, we can
apply the mixing procedure to the constraint system

Sk-1F Z zj+C Z Yj = di, forl<rt<t
jevnlk,i] J€lk,ir]\V

Sk—1 Z j € Ry, Z y; € ZY for 1 <71 <t
jeVﬂ[k,it] je[k7i7]\v

Proposition 9.10 The inequalities

S S ETeh D1/ N (- SEE T S
T=1

JEVNk,i¢]

and

D DR ETe) D 1/ N (- ER T S

FEV Alkyie] r=1 j€lkyiz\V
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are valid for X¥5=CC where T = {i1,..., it} C{k,...,n}, fF = dkif Ld’gfj
for all T, andOzfé‘Sffl g...gfjj <1, andlgk‘gn.

It is clear that there are an exponential number of these inequalities, and
till now no combinatorial polynomial separation algorithm is known for this

family. There are also examples showing that this family of inequalities does
not suffice to describe conv(XZ5=¢¢),

Example 9.8 Consider an LS-CC instance with n = 5, doy = 7, d3 =
4, dy =2, ds =3, and capacity C' = 10.

Takingk =2, T = {2,4,5}, and V = {4}, we see that {i1, 12,13} = {4,5,2}
with f;, = 0.3, fi, = 0.6, f;; =0.7. Using Proposition 9.10, the first inequality
takes the form

s1+24>32—y2—y3)+32—y2—ys —ys) + 1(1 — y2).

9.6.3 Extended Formulation for LS-CC

First we consider writing down an extended formulation to calculate the op-
timal cost of a [k, (] regeneration interval.

Let z; = 1 if z; = C and z; = 0 otherwise, and
e, = 1if x4 = pg; > 0 and ¢; = 0 otherwise.

The problem can now be formulated as the integer program

l
K = min th(zt + 6,5) + CZptZt + Pri ZPtQ
t

ZqurZeu_ — for k <t <l with pgt < ppg
u=k

d
ZZ“* ﬂ for k <t <l with pgt > pri

Zzu+zeu_ S

dii — pri
ZZ“:[ C 1
u=k
2 +e <1 for k<t<lI

Z, €€ Zf’”l.

However, the corresponding matrix is totally unimodular, and therefore:

Proposition 9.11 The linear programming relaxation has an optimal solu-
tion with z, € integer, and optimal value ayy.
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Now, it is possible to use such a linear program to model the cost of every
arc or regeneration interval of the shortest path formulation (7.22)—(7.27).
This defines the following large linear program with O(n3) constraints and
variables that solves LS-CC.

n n

min ZZZ a(z" + ')+ (O + puer’)] (9.15)
k=1 l=k t=k
- du=-1 (9.16)
=1
t—1 n
Z Prt—1 — Z ¢u =0 for2<t<n (9.17)
k=1 1=t
n
> trn=1 (9.18)
k=1

t t
d
Zzﬁl—&-Zcﬁlz[%}d)kl for 1 <k <t<l<nwith pr < pp

(9.19)
! dkt .

Zz > [—= b for 1 <k <t<l<nwith pg > pu
u=k

(9.20)
Z ZR 4 Z Mo 1ZEg,  for1<k<i<n (9.21)

l i

Yok = [ p“wkl for l<k<I<n (9.22)
u=k
2 < py for1<k<t<i<n (9.23)
¢ c R:L_(n-i-l)/Q (924)
Mk e REZFH for 1 <k<I<n. (9.25)

9.6.4 Résumé of Results

In Table 9.6.4 we summarize the results that are known for PROB-C'C', where
LP indicates that the separation problem can be solved as a linear program
using the polynomial-size extended formulation as discussed in Section 6.1,
and * indicates that an explicit description of a family of valid inequalities is
known but it only gives a partial description of the convex hull of solutions.
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Table 9.1. Models PROB-CC

| | LS | ww | DLSI | DLS |
Formulation
cC O(n®) x O(n®)|0(n?) x O(n?)|0(n) x O()|0O(n) x O(n)
Separation
cC LP and * O(n®logn) | O(nlogn) O(n)
Optimization
cc O(n®) O(n®logn) | O(n*logn) | O(nlogn)

9.7 Lot-Sizing with Varying Capacities

Here we describe several classes of valid inequalities for the problems WW-C,
LS-C and DLSI-C.

9.7.1 Valid Inequalities for WW-C

Consider the set

l
XWW=C = {(s,9) € RT' x{0,1}" : 5,1+ Y Cuyu > dy for 1 <t <1< n}.

u=t
For 1 <t <1 < n, we define the following values:

I
0y = min{s;—1 + C; Zyu :(s,y) € XWW=01 (9.26)

u=t

Observation 9.5 The inequality

l
si—1+ C; Zyu > 0y

u=t

is valid for XWW=C for1 <t <1< n.

Calculation of é

First note that if o« = s;_1 is known, then the calculation of d§;; reduces to the
problem

l
min E Yu
u=t

J
ZC’uyuzdtj—a fort <j<lI

u=t

y € {0, 1}~
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Proposition 9.12 When the Cy are nondecreasing (i.e., Cy < Cii1 for all
t), the {0u}1<i<i<n can be calculated in polynomial time.

We now indicate how the d;; can be calculated in the case where C; < Cyyq
for all ¢.

After preprocessing so that d; < C; for all ¢, the following simple greedy
algorithm gives the optimal lexico-min 0-1 vector y®? for fixed ¢ and «.

Calculation of y!
For k=t,...,n,let ¢p(c,t) = Zf;tl ij;-l’t — (di — )™
If g1 (v, t) < 0, set y" = 1, and otherwise set y** = 0.

Now we need to choose s;_1 = «a. One can show that there always exists
an optimal solution to (9.26) with a; < C}, so we have

l
— 3 a,t
= o2l (o € i)

u=t

The following procedure selects the values of o that one needs to consider.
For fixed t, we start by computing yz"t fora=0and k=t,...,n.

Iterating over «

Initialize with a = 0.

While o < Cy, compute yp** for k =t,...,n.

Let v = maxj.4, (a,1)<0 P (v, t). Note that v < 0.
Set a < a — v and iterate.

It can then be shown that, for each ¢, at most O(n?) values of s;_; need
be considered.

Valid Inequalities

The relaxation

1
st_1+CtZyu25u for1<t<i<n

u=t

s € R’_ﬁ“,y e {0,1}"

is the intersection of n mixing sets, so we obtain as an improved relaxation
the convex hull of this set:

ﬂ conv (XMIX(St—l/Cta (ytv s 7yn)’ (5tt7 s ;5tn)/Ct)) :
t=1
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Example 9.9 Consider an instance with n = 5, C = (5,7,8,10,12), and
d=(3,3,5,2,4). We just treat the case t = 1.
For a = 0, we have the constraints:

dY1 > 3-0
5Yy1 +7ys > 6-0
5y1 +7y2 +8ys >11-0
9Y1 +7y2 +8ys +10y4 >13-0
5y1 +7y2 +8ys +10y4 +12y5 > 17 — 0.

The algorithm for the determination of y*' gives ¢(0,1) = (=3, —1,1,—1,5)
and y*! = (1,1,0,1,0). Now v = —1, so we pass to o = 1.
Altogether, iterating over «, we obtain

a=0, y*' =(1,1,0,1,0), v=1
a=1, y»' =(1,0,1,0,1), v=2
a=3, y>»' =(0,1,1,0,0), v=1,
a=4, y»' =(0,1,0,1,0), y=2

from which we can calculate
011 = 3,012 = 6,013 = 9,014 = 11,15 = 13. The corresponding valid inequali-
ties are:

S0 +5y1 > 3
So +5y1 +5y2 > 6
So +5y1 +5y2 +5y3 > 9
So +5y1 +5y2 +9Y3 +5ya > 11
So +5y1 +5y2 +5y3 +dys +5dys > 13.

Finally, observe that with arbitrary capacities, one can, for each ¢, con-
struct a set {C’l}f:t of nondecreasing capacities by setting C; = C; and
C; = max[C;_1,C)] for [ =t + 1,...,n. With these modified capacities, the
corresponding § values can be calculated as above, and the resulting reformu-
lation is then valid.

9.7.2 Simple Valid Inequalities for LS-C

We first show two relaxations of the set X©5~C that can be used to gen-
erate valid inequalities. For both we start by aggregating the flow balance

constraints for periods k,...,[l. This gives
1
Sk—1 + ij =di + 5 (9.27)
j=k
xy < Cyuyy for k<t<] (9.28)

Sk—1,8 > 0,y € {0,1} for k<t<l. (9.29)
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Relaxation 1: A Continuous 0—1 Knapsack Set

Using the nonnegativity of s;, and replacing each z; by its variable upper
bound constraint, we obtain

l

Xl = {Sk—l Z O7 (yk, e ,yl) S {O, 1}lik+1 L Sk—1 =+ Zijj Z dkl}-
j=k

Valid inequalities for such sets have been presented in Section 8.8. In fact
we can work with a slightly smaller set

1
X! = {sk-1 >0, (yg, ..., u) € {0, l}lkarl P Sp_1 + Zmin[C’j,djl]yj > dpi}-
=k

Relaxation 2: A Single-Node Flow Set

Dropping the variables s;_1, using the (I, .S) inequalities z; < dj;y; + s;, and
fixing s; = 0 temporarily, we obtain the single-node flow set X?2 :

I
> aj < di (9.30)
=k

z; < min[Cy, dji]y; for k<j <l (9.31)
(k> - - m) € {0, 117+ (9.32)

Flow cover inequalities for such sets were derived in Section 8.9.

Proposition 9.13 If Zjes z; < fo+ Zjes Bjy; is a valid inequality for X?
with S C{k,...,l}, then

Zl‘j §50+Zﬁjyj+5l

jes jes

is a valid inequality for X5-C.

Example 9.10 Consider an instance of LS-C withn = 6, d = (4,
C = (7,4,14,5,9,6), and the point x* = (6,0,14,0,7,0), s* = (2,
and y* = (1,0,1,0,0.875,0).

Taking k = 3 and l = 6, we obtain the continuous 0-1 knapsack set relaz-
ation

So + 14ys 4+ 5ys + 8ys + lyg > 21
so € Rl y e {0,1}"

Dividing by 14 and taking the MIR inequality (8.32), we obtain the inequality
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S9 + Tys + 5ys + Tys + 1y > 14

that is violated by 0.875.
Again with k = 3 and | = 6, the single-node flow set X? obtained is

T3+ T4 + x5 + T §21
x3 < 14y3, x4 < 5ya, x5 < 8ys, 6 < 1y, x € RY,y € {0,1}%.

Using the cover Cy; = {3,5} with A\ = 1 in Proposition 8.19 combined with
Proposition 9.13 gives the flow cover inequality

3425 <21 —13(1 —y3) — 7(1 — ys) + s6

which is also violated by 0.875.

9.7.3 Submodular Inequalities for LS-C
Consider now an alternative formulation for LS-C, namely the set
XE57C¢ = {(2,80,y) € RT x RL x {0,1}" :

n
> @y <dip+ s, w < Cryp for 1 <t <m},
u=t
obtained by eliminating the entering stock variables in the equations
n
St—1 + qu = din, + 5p.
u=t

Let v be the set function defined on any subset of periods

o(T) = max{z zj ¢ (7, 8,,y) € XL97C

JjeT
y =1 forjeT
Y =0 for je N\T
S$pn =0 1,

forall T C N = {1,...,n}. The value v(T) is easy to calculate as it is just a
maximum flow (or minimum cut) in a very special network; see Figure 9.4.

Observation 9.6
o(T) = mintETU{n+1}[Zu€T:u<t Cy + din],
where dpy1,, = 0.

What is more, v has special structure.
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T={1,2,4,5}

Figure 9.4. Min cuts in the calculation of v(T).

Definition 9.2 A set function f: P(N) — R! is supermodular if
fA+ f(B) < f(AUB)+ f(ANnB) forall A,BC N.

If the set function —f is supermodular, the set function f is submodular.

Observation 9.7 Let p;(S) = f(SU{j}) — f(S) for0 €S C N\ {j}.
[ is supermodular (submodular) if and only if p;(S) < p;(T) (p;(S) > p,;(T))
forall S CT C N\ {j}.

Observation 9.8 The set function v : P(N) — R! is submodular and non-
decreasing.

Submodularity provides us with a valid inequality for XZ5~C based on
the following result.

Proposition 9.14 The submodular inequality

Yoaj+ ) () =T\ {GHIA ~y;) < o(T) +sn

jeT JET
is valid for X*5-C.

Example 9.11 Consider an instance of LS-C withn = 6,d = (1,6, 2,4, 3, 2),
and C' = (12,9,5,7,6,15).

The constraints of the new formulation are x € Ri, y € {0,116, s € RL,
z; < Cjy; forje{l,...,6}, and

g <2+ 56

5 + x5 < b5+ sg

Ty + x5 + 16 <9+ 86
.’E3+£L'4+(E5+£L'6 §11+86

To + T3+ x4 + x5 + 26 < 17+ 56

x1 + 29+ 23+ x4 + T5 + 26 < 18+ s6.
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Using Observation 9.6,

v({2,4,5}) = min[das, C2 + das, C2 + C4 + dse, C2 + Cy + Cj)
=min[17,94+9,9+ 745,94+ 7+ 6] = 17.

As v({2,4}) = 16,v({2,5}) = 14 and v({4,5}) = 9, we obtain the valid
submodular inequality

To+xs+ x5 +8(1—y2) +3(1 —ya) + 1(1 —y5) < 17+ s6.

Lifting the Submodular Inequalities

To strengthen the submodular inequalities by a procedure known as lifting, we
only consider inequalities for sets 7" for which v(T') = maxjcr d;,. We order
the values v(T') —v(T'\ {j}) for j € T in nonincreasing order oy > --- > .
Similarly we order the values C; — (v(T') —v(T'\ {j})) in nondecreasing order
Br < < By

Now consider the function 1 on R}r defined as follows.
b(u) =320, B if 325 (i + Bi) S u< 30 (i + Bi) + o

(u) =30, B+ (u— i (i + Bi) + arg)
i (i +Bi) + oy Su< Z:ill(m + y).

0y i
v o B
O3 Bs
— |
04 B4 o2 By 03 B3 .

Figure 9.5. The function ¥ used for lifting.
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Now, for k in N \ T, consider the function Fj(u) = 9(u — d), where
8 = [dgn — v(T)]T. Based on the properties of F, the following proposition
holds.

Proposition 9.15 If v(T) = maxjer djn, and (mx, px) satisfy mp + pru <
Fy(u) for 0 < u < min[Cy,dgy] for all k € N\ T, then the lifted submodular
inequality

Sow+ YT — o\ GHIA =)+ D (e + i) < 0(T) + 5

jeT JET kEN\T

is valid for X¥5-C.
Example 9.11 continued.
Construction of the functions ¢ and Fy,. With T = {2,4,5}, v(T) —o(T\ {j})
takes the values 8,3,1 for j =2,4,5, so a = (8,3,1). Also as C; — p;(T'\ {j}
takes the values (9 — 8,7 —3,6 — 1) for j =2,4,5, 5 = (1,4,5).

So(u) =0 for0 <u <8, Yu)=u—8 for8§<u<9, (u)=1 for
9 <u <12, and so on.
Now we calculate the lifting functions. For k = 1, 61 = dy, — v(T) = 1, so
Fi(u) = ¢(u—1). It is easily checked that the function —3 + fu < Fy(u) on
0 < u <12, and in addition equality holds for u =9 and u = 12; see Figure
9.6.

~—

0 9 10 12 13 17 18

\

Figure 9.6. Lifting function Fi and its support on [0, 12].

For k = 3, 63 = 0, and so F3 = ¢. As C3 = 5, the only support is
(71-3),“3) = (070)

For k=6, 6 =0, and so Fs = ¢. As min[Cs, dg] = 2, the only support is
again (me, pe) = (0,0).
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Thus from Proposition 9.15 we obtain the lifted submodular inequality

1
§$1—3y1+$2+$4+$5+8(1—yz)+3(1—y4)+1(1—y5)§17-

9.7.4 Lifted (I, S) Inequalities for DLSI-C
Valid Inequalities for DLSI-C

Here we develop a class of valid inequalities for DLSI-C. We then briefly
indicate how they also lead to inequalities for WW-C and LS-C.
We start from the following formulation

t
S0 + Z min[Cy, djily; > di for all ¢
j=1
so >0,y € {0,1}".

Now choose a subset T'C N = {1,...,n} of periods, and set y; = 1 for j € T.
The resulting set X7 is

so+ Y minCjdyly; >di— Y C for all ¢ (9.33)
JEMLN\T JE[L,H]NT
so >0,y € {0, 1}N\T, (9.34)

This can be interpreted as a new instance of DLSI-C' involving set-up
decisions in the periods N \ T, and a new demand vector d? € R?, so that
(9.33) can be strengthened to

S0 + Z min[Cj,dﬁ]yj > di, for allt,
JEMLINT

where d7 is calculated as follows.

dl, = max dlj Z ;)

ueT u<lyj

with df =df} and df =df, —df, fort=2,...,n
We require that d;fn < Cj for all j € N\ T, otherwise we choose some
other set T. Now we take the (I,S) inequality

S0 + Z nyj 1n

JE1,n\T

that is valid for X7 .
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Next we reintroduce the variables y; for j € T that have been set to 1.
Specifically to lift back the variable y;, we set it to zero, while keeping y; =1
for j € T'\ {k}. To see the effect of bringing in y;, we calculate

T = min sg + Z dmy] dr (9.35)
JE1,n\T

S0 + Z min[C}, d]TQ{k}] > d{t\{k} for all ¢ (9.36)
JE[LEN\T

s0 >0,y € {0, 1}IN\T1 (9.37)

Though in general the lifting coefficients are order-dependent, here it can be
shown that the {7} give a valid inequality directly.

Theorem 9.16 The inequality
s0 + Z djnyj >dl +Zﬂk 1 —yg)
JEN\T keT

is valid and facet-defining for conv(XPESI=C),

Example 9.12 Consider an instance of DLSI-C withn =5, d = (4,3,4,3,6),
and C = (10,5,4,7,12). The initial formulation is

so +10y1 >4
so +10y1 +5y2 > 7
so +10y1 +5y2 +4ys3 >11
so +10y; +5y2 +4ys +7Tys > 14

so +10y; +5ye +4ys  +Tys +6y5 > 20
S0 > Oa y € {Oa 1}5

Setting T = {1,4}, the new demand vector is d* = (0,0,1,0,2), and the (1, S)
inequality

S0+ 3y2 + 3ys + 2ys > 3
is valid for XT.

To calculate the lifting coefficient 71, we calculate dT\1} = gt =
(4,3,4,0,2) and solve

min so  +3ys +3ys +2ys —3
S0 2 4
S0 +5y5 > 7
S0 +5y2 +4ys > 11
So —|—5y2 +4y3 Z 11
so  +dys +4ys +6ys > 13

so >0, ye {0,1}3
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with optimal solution sg = 4,y2 =y3 =1, and 7 =T7.
By a similar calculation we get that 71 = 2 and the resulting facet-defining
inequality for conv(XPESI=C) js

S0+ Tyr +3y2 +3y3 +2ys +2ys > 3+ 7+ 2 =12.

Note that as X"WW-C = ﬂ:zl X,?LSI_C, the same approach also provides
valid inequalities for WW-C.

A related approach of fixing set-up variables to one, setting the correspond-
ing production variables to their capacity, and then lifting an (I, S) inequality
can be applied to generate facet-defining inequalities for LS-C. However the
lifting is more complicated as it now involves both continuous z; and 0-1
variables y;.

Exercises

Exercise 9.1 Consider an instance of DLS-CC with C = 7 and d =
(4,2,5,1,4). Observe that the constraints 22:1 Yu > [%’] imply certain
lower bounds on the stocks s; > s,. Use these lower bounds to change vari-
ables such that the basic unit of demand is in multiples of C' units, and all
the new variables are in terms of these units.

Exercise 9.2 Show how the greedy algorithm for DLS-CC' can be imple-
mented to run in O(nlogn).

Exercise 9.3 Consider an instance of DLS-CC withn =6, C = 9, d =
(5,3,1,4,3,4), and ¢ = (42,68, 31,93,72,53).
Solve by the greedy algorithm and by linear programming.

Exercise 9.4 Consider an instance of WW-CC with n = 5,C = 10, costs
p = (7,4,2,3,4),h = (1,3,2,1,3),¢ = (25,45, 26, 30,20), and demands d =
(5,3,7,4,9) for which initial and final stock must be zero.

Find an optimal solution.

Exercise 9.5 Consider an instance of the problem WW-CC. Show that if
n=5,C=10,and d = (5,3,7,4,9), the regeneration interval [2,5] cannot be
part of an optimal solution.

Exercise 9.6 Consider an instance of LS-CC with n = 5,C = 10, costs
p = (7,4,2,3,4),h' = (1,3,5,1,3),¢ = (25,45, 26,30, 20), and demands d =
(5,3,7,4,9) for which initial and final stock must be zero.
Solve by dynamic programming, MIP, and using LS-LIB.

Exercise 9.7 Consider an instance of WW-C withn =6,d = (4,2,8,5,7,1),
C = (7,4,14,5,9,6), ¢ = (10,20, 30, 30,40, 10), and h = (1,2,1,3,1,0).

i. Calculate the minimum cost of the [2, k] regeneration intervals for k > 2.
ii. Solve the instance by MIP.
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Exercise 9.8 Consider an instance of LS-C with n =6, d = (4,2,8,5,7,1),
C =(7,4,14,5,9,6), and costs b’ = (1,2,1,3,1,0), ¢ = (10, 20, 30, 30, 40, 10),
and p’ = (4,8,5,3,6,3).

i. Solve the instance by MIP.

ii. Solve with LS-LIB comparing the effectiveness of the reformulations for
WW-U, LS-U, and WW-CC with C' = max; C}, and the cutting planes for
LS-UWW-CC and WWW-C.

ili. Find a valid inequality for LS-C cutting off the point z* = (6,0,13,0,7,1),
v =(%,0,80,7, 1), s* =(2,0,5,0,0,0).

iv. Find a submodular valid inequality for LS-C' cutting off the point z* =
(7,0,12.47,0.55,6.98,0), y* = (1,0,0.89,0.109,0.872,0), and s* = (3,1,
5.47,1.02, 1, 0).

v. Find a violated valid inequality for LS-C' cutting off the point z* =
(7,0,13.14,0,6.86,0), y* = (1,0,1,0,0.857,0), and s* = (3,1,6.14,1.14,1,0).

Exercise 9.9 Prove that the matrix occurring in the integer program of Sec-
tion 9.6.3 for the calculation of oy, is totally unimodular using the character-
ization of Proposition 6.6.

Exercise 9.10 Rewrite the constraint matrix from Corollary 9.3 equivalently
as

Zyu+ Z 5f+uk2L%j+l for all k,t, k<t
u=k T€{0}Ulk,n]: fk > fk
dooa=1 for all k
te{0}U[k,n]
k>0, 6F >0 for all k and t € {0} U [k, n]
yel[0,1]",

and prove that the matrix is totally unimodular. Show that the matrix remains
totally unimodular with the additional constraints

S i Yu > B foralll <k <t<n.

Notes

Section 9.1 The complexity of various special cases of LS-C is studied in
Bitran and Yanasse [28].

Section 9.2 Regeneration intervals or points of regeneration were first for-
mally introduced to characterize the structure of optimal solutions by Manne
[116]. The term itself of regeneration point has been taken from the renewal
processes literature and was first applied to inventory management by Karlin
[97].
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Section 9.3 The reformulation of DLS-C'C' by normalizing so that the ca-
pacity becomes one is part of the folklore; see for example, Fleischmann [68].
See Van Vyve [178] for the O(nlogn) variant of the greedy algorithm, and
the parametric algorithm.

Section 9.4 The treatment of DLSI-C'C as a mixing set with additional
constraints is from Miller and Wolsey [124].

Section 9.5 The polyhedral characterization, the extended formulation, and
the separation algorithm for WW-CC are from Pochet and Wolsey [140]. The
O(n?logn) optimization algorithm is from Van Vyve [178].

Section 9.6 The dynamic programming algorithm based on regeneration
intervals is from Florian and Klein [71]. An improved implementation running
in O(n?) was given by Van Hoesel and Wagelmans [171]. The O(n?) x O(n?)
extended formulation for LS-CC' is based on Pochet and Wolsey [139].

Section 9.7 Fully polynomial approximation schemes for LS-C have been
given by van Hoesel and Wagelmans [172] and Chubanov et al. [39]. The valid
inequalities for WW-C' are new, motivated by the polynomial algorithm of
Bitran and Yanasse [28] in the case where the capacities are nondecreasing
and the fixed costs nonincreasing. An improved O(n?) algorithm for the latter
problem is given by Chung and Lin in [40]. Valid inequalities for LS-C have
been proposed by Pochet [134] based on flow cover inequalities. The submod-
ular inequalities and their lifted version based on the superadditive lifting
function Fj, of Subsection 9.7.3 were proposed by Atamtiirk and Munoz [15].
The lifted (I,5) inequalities for DLSI-C and LS-C are from Loparic et al.
[106].
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Backlogging and Start-Ups

Here we consider two of the most important variants of the single-item prob-
lem, namely the problems with backlogging and with start-ups. Throughout
the chapter, we concentrate on the results that we believe can be used in
practice. We now briefly describe its contents.

Sections 10.1 to 10.3 treat the problem with backlogging PROB-C AP-B,
whereas Sections 10.4 to 10.5 treat the problem with start-up variables
PROB-CAP-SC.

In Section 10.2 we describe a dynamic programming algorithm for LS-
U-B, present some valid inequalities, and give a tight reformulation. For
WW-U-B we obtain a more compact extended formulation, a characteri-
zation of the valid inequalities, and a combinatorial separation algorithm.
In Section 10.3 we describe the convex hull of solutions of DLS-CC-B us-
ing MIR inequalities and give a combinatorial optimization algorithm. For
DLSI-CC-B we give a tight extended formulation based on the continuous
mixing set, and for WW-C'C-B we generate a tight extended formulation
that is unfortunately large with O(n3) rows and O(n?) variables.

In Section 10.4 we consider the uncapacitated problems with start-up vari-
ables LS-U-SC and WW-U-SC' giving complete descriptions of the valid
inequalities and tight extended formulations.

In Section 10.5 we consider constant capacity problems with start-up vari-
ables. We describe valid inequalities for DLS-CC-SC that suffice to solve
the problem by linear programming with a certain class of costs, and also
an extended formulation for the general case. We also present classes of
valid inequalities for LS-CC-SC and LS-C-SC' that have combinatorial
separation algorithms.

Finally in Section 10.6, we present a tight extended formulation for the
uncapacitated problem with both backlogging and start-up variables W W -
U-B,SC.
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10.1 Backlogging

We first formulate the general single-item lot-sizing problem with backlogging
LS-C-B. The additional data needed is b}, the per unit backlogging cost in
period t.

The new variable r; denotes the total accumulated backlog at the end of
period ¢, that is, r, = max[0,dy; — sp — Zizl Zy]. With this, we obtain the
formulation

n n n n
min Zp;l‘t =+ Z h;St + Z b;’l‘t + Z qtYt
t=1 t=0 t=1 t=1
St—1 — T+ =dp + 5 — 1t for1<t<n
2y < Cyye for1<t<n
se R a,r e R,y € {0,1}"™.

Throughout we assume that ro = 0.
Note that the objective function can always be rewritten as

n n n n
minthst +th7“t +Z(Jtyt (+ prsdt)v
t=0 t=1 t=1 t=1

with h; = hi+p} —piyq and by = by +pj | —p}, where we take py = 0. We say
that a problem with backlogging has Wagner-Whitin costs if p; + hj > p,,
fort=0,...,n—1and p; +b,_; > p,_, for t =2,...,n. So the problem has
Wagner—Whitin costs precisely when h; and b; are nonnegative for all ¢.

10.2 Backlogging: The Uncapacitated Case

10.2.1 Extreme Points and Optimization

For LS-U-B, the structure of extreme optimal solutions is very similar to that
of LS-U. Essentially whenever z; > 0, then x; = d;_j, ¢+ for some k > 0 and
[ > 0. The structure of such an extreme point is illustrated in Figure 10.1.

y =1 Y =1 Y =1
xt:0¢ x>0 x,>0

Q<—9<—9<— 94—
Figure 10.1. Form of an extreme point solution of LS-U-B.

This means that the dynamic programming recursion to solve LS-U-B is
not much more complicated than that for LS-U.
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A Dynamic Programming Algorithm for LS-U-B

For periods u,v € {1,...,n}, let ¢(u,v) denote the minimum cost of satisfying
demands for periods v,...,n in which the demand for period v is satisfied by
production in u where the fixed cost in « is only counted if © > v, and let
G(v) denote the minimum cost solution of problem LS-U-B defined over the
horizon v, ..., n.

We have
G(v) = min o(u, v)

v—1

o(u,v) = (Z ht)d, + min[¢p(u,v +1),G(v +1)] for u < v

u—1

d(u,v) = (Z be)dy + d(u,v + 1) for u > v
t=v

d(u,u) = qu + minfep(u, v + 1), G(u + 1)] for u = v.

G(1) and a corresponding optimal solution can be found using this recursion
in O(n?). As for LS-U, it is possible to reduce the running time to O(n logn).
Note that when there is an initial stock variable sg, or items can be back-
logged after the end of the time horizon r, > 0, minor modifications need to
be made to the above recursion. Specifically v and v run from n + 1 down to
0, G(n+1) = ¢(u,n+1) =0 for all u, #(u,0) = ¢(u, 1) for all u > 1, and the
optimal value G(0) = ¢(0,0) = min[¢(0, 1), G(1)].
Example 10.1 Consider an instance of LS-U-B with n = 4,hg = 6,h =
(1,1,1,1),b = (3,3,3,10),q = (100,81, 70,40), and d = (8,4,0,5).
In Table 10.1 we give the values of ¢(u,v) and G(v) as we work through

calculating terms row by row. Note that G(v) can be found once ¢(v,v) has
been calculated.

Table 10.1. ¢(u,v) Values for Example 10.1

[ ¢(u,v)[J[v=>5]v=4Jv =3[v =2[v = 1]v = 0

w=>5] 0 | 50 | 50 | 114 | 266 | 266
wu=41 0 | 40 | 40 | 64 | 136 | 136
w=31| 0 | 5 | 75 | 8 | 135 135
w=21 0 | 10 | 10 | 91 | 115 115
wu=1| 0 | 15 | 15 | 19 | 119 | 119
wu=0| 0 | 45 | 40 | 68 | 112 | 112
Gw) || 0 [ 40 | 40 | 64 | 115 | 112

The individual calculations of the values ¢(u,2) and G(2) in column v = 2
of Table 10.1 are as follows.
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(5,2) = (by + b3 + bs)ds + ¢(5,3) = 114.
#(4,2) = (b + b3)ds + (4, 3) = 64.

#(3,2) = bady + ¢(3,3) = 87.

#(2,2) = ¢ +min[¢(2,3),G(3)] = 91.

G(2) = min[114, 64,87,91] = 64.

#(1,2) = hidy +min[¢(1,3),G(3)] = 19.
#(0,2) = (ho + h1)ds + min[¢(0,3), G(3)] = 68.

Working backwards to find an optimal solution, G(0) = ¢(0,1) = hody +
G(2) = hod1 + ¢(4,2) = hody + (b2 + b3)d2 + ¢(4,3) = hodi + (b2 + b3)da +
bsds + &(4,4) = hody + (by + b3)da + bsds + q4.

Thus an optimal solution s so = d1,ys = 1,24 = dog, 73 = dag, 72 = ds.

10.2.2 Tight Formulations and Inequalities for LS-U-B

Valid inequalities

Some simple valid inequalities are obtained by adding backlog variables to the

(1,.S) inequalities for LS — U.

Proposition 10.1 Given the interval [k,1] with periods to = k —1 < t; <
- < t, =1, the following inequality is valid for XL5-V=B;

q+1

Sk 1+Z7“tq+z > dirayu > di

q=0 u=t,+1

One way to show the validity of these inequalities is by applying mixing to
the surrogate inequalities sg_1 + r;, + MZZ“:k Yu > die, forg=1,...,p,

obtained by summing the flow balance constraints for periods & up to t, re-
placing r,_1 and s; by the lower bound of zero and Z’;:k x, by the upper
bound of M 3! _, yu.

Example 10.2 With [k,l] = [2,6], to = 1,t1 = 3, to = 5, and t3 = 6, we
obtain the surrogates

s1+ 13+ Mys + Mys > das

s1+ 75+ Myz + Mys + Mys + Mys > das

81+ 1re+ Mys + Mys + Mys + Mys + Myg > dag.

Proposition 10.1 gives the valid mixing inequality
s1+ 73+ 715 +16 > daz(l —y2 —y3)
+das(1 —y2 —ys —yas —ys) +de(1 —y2 — Y3 — Y4 — Y5 — Ys)-

To understand the coefficient of dss5, note that the demands dy and ds must
be satisfied either from s1, or from rs, or from production in the interval [2, 5].
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A complete description of the valid inequalities for this problem is un-
known. However, in discussing WW-U-B below, a larger class of inequalities
is demonstrated.

Extended Formulations

Both the facility location and the shortest path reformulations for LS-U ex-
tend to LS-U-B. We just present the latter.

The Shortest Path Reformulation of LS-U-B.

Let wy = 1 if the demand for ¢ is produced in ¢.

Let ¢y: = 1 if production in u includes the future demand precisely up to
period t > u.

Let ), = 1 if production in w includes backlogged demand precisely from
period t < u.

The resulting reformulation Q*%~V~5 presented now corresponds to a short-
est path formulation in the directed graph in Figure 10.2, where the regen-
eration interval [k, ] with production in period u € {k,...,l} is decomposed
into 1 unit of flow through the sequence of arcs with flows ¥k, Wy, and ¢@,;.

> k=1 Node 1

k=1

t—1 n

Zéf’k,t—l—ziﬁkt:() Node t, for2<t<n

k=1 k=t
t

_Zwtl‘f'wttzo Node t’, for 1 <t <mn
=1

*U}tt+z¢u:0 Node t”, for 1 <t <n

1=t
wy — Yy <0 for1<t<nmn

n t—1
Ty = Z diy1,ubtu + Z Ay -1Vt + dywyy  for 1<t <n
u=1

u=t+1
St—1 = Z diipul for1<t<n
w,l:u<t,l>t
= Y dutba for 1<t<n
u,l:u>t, 1<t

v,0 e RITV2 w e R2 y € [0,1].



308 10 Backlogging and Start-Ups

Theorem 10.2 conv(X5~V=B) =proj, ., Q5 UE.

Figure 10.2. Shortest path formulation for LS-U-B.

10.2.3 Tight Formulations and Inequalities for WW-U-B

The results for WW-U-B are surprising and useful. Here it turns out that
there is an exponentially large number of facet-defining inequalities, so a sep-
aration algorithm is required. However it suffices just to add 2n additional
variables to obtain a tight extended formulation with only O(n?) constraints.

An Extended Formulation

With Wagner—Whitin costs, when some demand d, is satisfied through in-
ventory, it is produced in the last set-up period before t. Similarly when the
demand d; is satisfied through backlogging, it is produced in the first set-up
period after t. These observations are used to construct an extended formu-
lation. We define new variables for each period ¢ in which d; > 0.

ay = 1 if the demand d; is satisfied from stock, and
B¢ = 1 if the demand d; is satisfied from backlog.

The resulting reformulation QWW~-U—5 ig

ar+yr + 0 =1 for all t with d; > 0
t -1
Sk—1 = Z di(ag — Z Yu) for all k,t with k <t
1=k u=k
k k
T > Zdl(ﬁl - Z Yu) for all k,t with k > ¢
=t u=Il+1

seRY r,a,B€RY,y €[0,1]",
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where the first constraint says that d; is either satisfied from stock, or from
backlogging, or from production in period ¢t. The constraints deﬁning Sk_1

stipulate that s;_; includes the demand d; for [ > k if a; = 1 and Zu & Yu =
0. The constraint for r; has a similar interpretation.

Theorem 10.3 conv(X"VW-U=B) =proj, ., QW -U-B,

Example 10.3 The costs in Example 10.1 are Wagner—Whitin. As d =
(8,4,0,5), the polyhedron QW ~=Y=B takes the form

art+yr+=1 axty+pa=1 as+tys+ps=1
So > 8a, so+4y1 > 8ag + 4aw
S0 + 9y1 + 5y2 + Sy3 > 8y + 4as + Say
Ss1 > 4o, s1+ Oy + dy3 > dag + Hay
So + dys > bay
S3 > bay
T4 > 534, T4+ 4ys +4ys > 584 + 452
rq + 8y + 12y3 + 12y4 > 504 + 455 + 801
T3+ 4ys > 452, 13+ 8y2 + 12y3 > 402 + 801
T2 > 432, T2 + 8y2 > 4032 + 8
r1 > 86
seRy,rafBe Rﬁ_,y € [0,1]%.

From this, we can also eliminate the o and g variables by projection, so as to
obtain a characterization of the valid inequalities in the original space.

Valid Inequalities and the Convex Hull

Proposition 10.4 Every facet-defining inequality of conv(XWW=U=B) is of
the form

n o n -1 n k k
3D kelseo1 + Z Ay y) + D> wi TlH'Zdz > )

k=1 t=k I=k+1 j=k k=1t=1 1=t  j=l+1

Z wdi (1 —y),

where (v, w) is the characteristic vector of an elementary cycle in the digraph
D= V,A) withV ={1,...,n+ 1}, forward arcs (k,t + 1) corresponding to
vgt, backward arcs (k+1,t) corresponding to wge, and u; = Zk:kgl Zt:tzl Ukt

Example 10.4 Suppose that n = 4, and consider the elementary cycle ob-
tained by taking vis = way = Vo4 = wyy = wz1 = 1 illustrated in Figure 10.3.
The resulting inequality is
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[(s0 +day1) — di(1 —y1) — do(1 — y2)] + 12
+ [s1 4+ dsy2 + da(y2 + y3) — da(1 — y2) — d3(1 — y3) — da(1 — y4)]
+ g4+ [TS + dl(y2 + y3> + dgyg] >0,

or

so+si+ro+rs+ry >di(l -y —y2 —y3)
+ da(1 —y2)
+ da(1 —y1 — y2 — y3)
+ d3(1 —y2 — y3)

+ ds(1 —yo — Y3 — ya).

Vio Vo4

Bu,® @ O
[

Wag
Ws4

Figure 10.3. Cycle (1,3,2,5,4,1) in the separation digraph.

The Separation Problem

Separation of the point (s*,r*,y*) reduces to finding a negative cost cycle in
the digraph of Proposition 10.4, where the costs on the arcs are precisely

t - t

1
(i + > di Y y) = > di(l—yp)
=k =k

=k

on the arcs (k,t 4+ 1) corresponding to the variables vy, and

on the arcs (k + 1,¢) corresponding to the variables wg;.

A straightforward implementation of the minimum mean cost cycle algo-
rithm that allows one to detect a negative cost cycle (if any) has complexity
O(n?).
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Example 10.5 Consider an instance of WW-U-B withn =4, d = (8,4,0,5),
h=(1,1,1,1), b = (3,3,3,10), and ¢ = (100, 81,70,40). This is the same as
Example 10.1 except that s = 0. After adding a priori the inequalities

S¢—1 + 1t + deyr > dy fort=1,....n

St—1+ e+ 11 A1y Fdip1Yirr > digpr fort=1,...,n—1,
we obtain a fractional solution y* = (0,0.615,0.128,0.256), s* = (0,0,3.72,0),
and r* = (8,1.54,3.08,0).

—8 —9.54 —9.54 —-9.54
—1.54 —1.54 —1.54

We obtain the cost matriz cv = 0 —3.08 for the vari-
0
8
. 6.46 1.54 .
ables vy, and the cost matriz cw = 9.54 3.59 3.08 for the variables wi;.
954154 0 O

The minimum mean cycle is given by via = w1 = 1, and the corresponding
inequality is

(50 + daya) + (r2 + d1y2) > di(1 —y1) + da(1 —y2) or

ro + di2y1 + di2y2 > dia .

When this inequality is added to the linear program and one reoptimizes, one
obtains an integer feasible solution y* = (0,1,0,0),s* = (0,5,5,0), and r* =
(8,0,0,0).

10.3 Backlogging: The Constant Capacity Case

10.3.1 Discrete Lot-Sizing with Backlogging DLS-CC-B

The flow conservation constraints for DLS-C-B can be rewritten as

t
Zcuyu =dys + 8¢ — 14,

u=1

or, if we eliminate the r; variables, as

t
St Z Z Cuyu - d1t~

u=1

Similarly the objective function Y., (h}s; + bjry + qjy:) can be written,
after elimination of the r; variables, as > ;- [(h} +b})st + (g, — Ce >, bl 4]
plus the constant term Y., bjdy,.
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We now consider the problem with constant capacities and constraint set

t

stZC’Zyufdlt for1<t<n (10.1)
u=1

seRY, ye{0,1}", (10.2)

denoted XPLS=CC=B and we assume that h; + b, > 0 for all ¢.

The Convex Hull

Setting o = s/C € Ry,z = ZZ:1 Yu € Zy,by = dy/C, the set
XDLS=CC=B ig the intersection of n basic mixed integer sets X! with link-
ing constraints (1 > z; — z;—1 > 0) for which the corresponding matrix is the
arc-node incidence matrix of a digraph; see Section 8.2.

Theorem 10.5 conv(XPL5=CC=B) js obtained by adding the MIR inequali-
ties

50> C(1—f)(Cheq yu— [4t]) for1<t<n

to the constraints (10.1), and the bound constraints s € R%,y € [0,1]", where
fi = d—clf — L%J for all t.

Optimization

Consider the optimization problem

n n
ZPLS-CC-B _ min{z qiy; + Z hisi: (z,s) € XPLS=CO=BY
i=1 i=1
with h; > 0 for all t.
To obtain an efficient algorithm for this problem, we consider the family

of problems Q(j, p):
J i J
2(j,p) = min{ Y [giyi + hi(CD yu — dii)*]: Y yi =p,y € {0,1}}.

=1 u=1 i=1

We now suppose that y € {0,1}"™ is the characteristic vector of S C N =
{1,...,n}, and rephrase the problem.
For S C N, let

v() =3 ai+ Y hi(CISNN| - dui)*,
€S iEN

where N; = {1,...,i} for i = 1,...,n. Thus z(j,p) = mingcn, 5=p v(S5).
Moreover, v has important structure.



10.3 Backlogging: The Constant Capacity Case 313

Observation 10.1 The set function v is a supermodular function, as C|S N
N;| — dy; is supermodular and nondecreasing, max[g(S), k] is supermodular
when g is supermodular, and the sum of supermodular functions is supermod-
ular.

Supermodularity was defined in Definition 9.2. The very special structure
of v leads to the following important properties.

Proposition 10.6 If .S C N, is optimal for Q(j,p) and l < j, then SN N; is
optimal for Q(1, 1S N Ny|).

Proposition 10.7 If S C N; is the lez-optimal solution of Q(j,p — 1), then
there exists t € Nj such that S U {t} is the lex-optimal solution of Q(j,p).

It follows that a simple greedy algorithm can be used to solve

,DLS—CC—B _ min z(n, p) = éI‘ngiJI\lfv(S)

by computing iteratively v(SP) = mingcy,|sj=p v(S) for p=1,...,|N|.

Example 10.6 Consider an instance of DLS-CC-B with n = 6, C =
10,d = (3,6,2,3,7,5), ¢’ = (70,20,50,30,40,10), »' = (1,2,3,2,1,3), b’ =
(2,3,6,4,2,4).

After elimination of the backlog variables {ri} from the objective function
we obtain ¢ = (=140, —-170,—-110, —70, —20, —30) and h = (3,5,9,6,3,7) with
constant y_, bydi = 301.

Using the notation p;(S) =v(SU{j}) —v(S) for S C N,j & S, the greedy
algorithm gives:

Initialization. S° = ().

Iteration 1.
pj(SO) = (=114, -165, —110, —70, —20, —30), S* = {2}, v(S*!) = —165.

Tteration 2.
pj(Sl) = (48,—,7,—34,-20, —30),52 = {2,4},1}(5’2) = —199.

Iteration 3.
pj(SQ) = (127, -, 86, —, 35, —2), 53 = {2,4,6}, U(Sd) = —20L.

By the supermodularity of v, the p;(S) are increasing with S. Hence
pi(S?) > 0 for all j ¢ S3, and thus S® = {2,4,6} is optimal with origi-
nal cost 301 — 201 = 100. The corresponding solution is yo = ys = Yg =
171"1 :3782 = 1,7’3 = 1,84:677"5 :1756 =4.

To obtain a more efficient implementation, one does not need to calculate
all the values v(S) or p;(S) from scratch. Let ~; = C[%W — dy;, and TS =
{ie N:|SNN;|—dy;/Ce[-6—1,-6)} for 6§ =0, 1.
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Observation 10.2 p;(SU{k})—p;(S) =v(SU{j, k}) —v(SU{k})+v(S)—
v(SU{j}) = [o(SU{), k}) —o(9)] = [o(SU{j}) —v(S)] = [o(SU{k}) —v(S)] =
ZieTg:iZmax[j,k} hl[(c + ’72) -7 — ’Y’L] + ZieTé:iZmax[j,k} hii.

We can now describe the improved greedy algorithm.

Initialization.
Iteration 0. S = (). Initialize T9, and T3,.

Iteration 1. p;(0) = v({j}) = ¢ + ZiETS%:iZj hivi. ki =argmin p;(0).
Sl = {kl}

Iterations t = 2,...,n. For j ¢ S'=1, given that S*=! = S*=2 U {k;_1}, use
the values

pi(S7Y) = pi(87%) = > hi(C = i)
iETgt72:i2max[j,kt_1]

+ Z hiyi

iETét72 ri>max[j,ke—1]

to calculate p;(S'™1). Let ky =argminjgge—1 p;(S*1).

If pi, (St=1) > 0, stop. S*=! is optimal.

Otherwise S* = S*~' U {k;}, and update 79, and T4,.
If t = n, stop. S™ = N is optimal.

Otherwise increase t.

Note that the complexity is O(n?).

Example 10.7 We return to the previous example, and calculate with the
improved greedy algorithm.

Initialization.
diy = (3,9,11,14,21,26),v = (7,1,9,6,9,4).
S0 =19.

Tgﬂ = {132}3T51‘0 = {3a4}

Iteration 1.

pj(SO) = (—114,-165,—-110,—70,—20,-30), k1 = 2,5 = {2},0(S!) =
—165.

Tgl = {1,3,4},T§1 = {5,6}.

Iteration 2.

pj(Sl) — pj(SO) = (162, —,117,36,0,0),

pj(Sl) = (48,—,7,—34,—-20,-30), kg = 4,5% = {2,4},v(S5?) = —199.
TS ={1,3,5,6}, T = 0.
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Iteration 3.

pi(S2) — py(8") = (79, ~,79, —,55,28),

pJ(S2) (127 —, 86, — 3 —2), k3 =6, S8 = {2,4,6},v(S )= —201.
=0,T (Z).

10.3.2 Discrete Lot-Sizing with Initial Stocks and Backlogging
DLSI-CC-B

We consider the set XPLSI=CC=B described by

t
{(s,r,y)ERiﬂxRixZi:so—i—CZyu:dlt—i—st—n fort=1,...,n}.

u=1

After elimination of the variables {s;}7;, the set can be rewritten as

so+ 1+ Czp > diy for1<t<n
0<z2z—2z1<1 for2<t<n
21§1

soeRi,reR”,zeZi.

Now we have a continuous mixing set X “MIX with additional constraints.
Based on the extended reformulation for conv(X“M1X) given in Theorem 8.9,
we can obtain the following reformulation which can be shown to be tight.

Theorem 10.8 A tight extended formulation for conv(XPLSI=CC=B) g

given by

J
s+7nj+CFJZ —1b;/Cl)>Cf+a;—ar for1<j<k<n

J

rj—&-C’F,g(Zyu— [6;/C]) > aj — for0<k<j<n
u=1
s> Cfr 4+ ag— ag for1<k<n
J
s+1;+CO yu—[b;/C)) = CY for1<j<n
u=1

s € Ri,r eR}, ye[0,1]",ac R+

where fi = G — |G, fo=0,F) = fj = fi if fi < fj, and F] = f; — fi+ 1
if fi > fj-

Observe that this formulation has O(n?) constraints and O(n) variables. A
complete description of conv(XPLST=CC=5) in the (s,r,7) space is obtained

by projection; see Proposition 8.10.
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10.3.3 Lot-Sizing with Wagner—Whitin Costs and Backlogging
WWwW-CC-B

The first nontrivial result concerns a formulation.

Theorem 10.9 With constant capacities and backlogging, a minimum cost
stock and backlog minimal solution of

n n n
min Z hise + Z by + Z qtYe
t=0 t=1 t=1

l

Sk—1+ 11+ C Y yu > di for 1<k<Il<n (10.3)
u=k
se R r e RY,y € {0,1}" (10.4)

solves WW -CC-B, where a solution of (10.3)-(10.4) is called stock minimal
(resp., backlog minimal) if s_1 = max;>k[dk — C’Zlu:k yu — 1)t (resp., if
1 = maxy<[dy — C Zizk Yu — Sk—1]1).

Thus we let X"WW=C¢C¢=B denote the feasible set (10.3)—(10.4).

Extended Formulation

Here we consider the structure of extreme solutions of LS-CC-B. In fact it
suffices to observe that if s + 7 > 0, then k£ lies in some regeneration interval
[a, B], and then either the fractional period (the period ¢ in which 0 < z; < C')

occurs after k in which case C Z’i:a Yu—da,t = Sp—Tk, Or the fractional period
occurs in or before k£ in which case sy —ry = dp11,8 — C Zgzkﬂ Yo -

Proposition 10.10 In an extreme solution of LS-CC-B with s = s, =
rn =0,
s mod C € {0,—dg, —dog, — ..., —dr—1,k, —d,

dk+1, dk+1,k+27 e 7dk+1,n} mod O,
and
Tk mOdCE{Ovdlkakov"'7dk71,k7dk7
—dps1, —dry1,k425 - —dry1,n} mod C.

Example 10.8 Suppose n =6,d = (4,2,3,6,7,5),C =10, and k = 3. Then
s3 mod 10 € {0,-9,-5,3,6,13,18} mod 10 = {0,1,5,7,6,3,8} and ry
mod 10 € {0,9,5,3, —6, —13,~18} mod 10 = {0,9,5,3,4,7,2}.
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Now observe that XWW-CC-B — (ﬂlgkglgn Xi) Ny, 2) « 2zl =
ZL:k Yu,y € [0,1]"} where X7, is the set

Sp_1+ 1+ Cziy > diy
k-1 k=1
Sk—1€{7§ yer s Y }

N 1
re{v '}
Sp—1,71 > 0,211 € Zy.,

where 'yf’k are the values {0, —dy1, —dok, — ..., —dg, dk+1, - - -, di+1.n} mod C
in order, and 'y:’l are the values {0, d1;, dos, . .., di, —di41, ..., —dig1,} mod C
in order. Using the enumerative approach described in Section 8.4, one can de-
rive an extended formulation Qy; for X;;. Again based on total unimodularity,
one obtains

Theorem 10.11 A tight extended formulation for XWW=CC=B js given by

n
Sk—1 = Cpp—1 + Zﬁ’kiltﬁ’k*l for1<k<n
i=0
n
doattt=1 for 1 <k<n
1=0
n
rl:Cul—ka{’l(SZ’l for1<i<n
i=0
n
25,'”:1 for1<i<n
i=0

l s,k
di — 7"
s,k r,l kl Vi
vt D> et ; kéj + ) véj =1
u=k+1 ’Y;’ p je(k,l,1)
for0<k<i<n, 0<i<n
w0,y > 0,y <1,

s,k
where v5* and v"! are defined above and where I'(k,l,i) = {j : [d’”%] >

A=y =]

This reformulation has O(n?) constraints and O(n?) variables.

Example 10.9 We consider an instance of WW-CC-B with n = 4, d =
(2,5,7,4), and C =10. For k=1 and |l = 4, we get that

s1 mod 10 € {0,-2,5,12,16} mod 10 = {0,8,5,2,6} and

ry mod 10 € {0,18,16,11,4} mod 10 = {0,8,6,1,4}.

Thus we have the constraints
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51=10p1 + 857" + 505" + 205" 4 605"
Syt ot + ot oyt 40yt + o7 =1
ry = 1004 + 857 + 665" + 105" + 46,
St 0Tt +ont 4 opt + oyt ot =1,

which, using the symbol o as shorthand for the expression p1 +v4+y2+ys+ya,
give

i=0:0 400" 465 4650 405t 407t o0t Z[m@O]ZQ
i=1:0 +o7? 2[%1:1
i=2:0 467" +ﬁi+xA+gA+gA+ﬁAz[m£51:2
i=3:0 487" +05" +85 oyt oy +$4Z[mf 1=2
i=4:0 467 2[m£61:1

Valid Inequalities

Although an explicit linear description of conv(X"W=¢C=B) in the original
space of variables is not known, conv(X"WW=C¢C=B) can be viewed as the
intersection of 2n sets of the form XPLST=CC=B where each stock variable
skg—1 and each backlog variables r; plays the role of the initial stock variable,
so the continuous mixing inequalities provide a very significant class of valid

inequalities for X"WW=CC=B: gee Section 8.5 and Subsection 10.3.2.

10.3.4 Lot-Sizing with Backlogging LS-CC-B
The Optimization Problem

For the optimization problem LS-CC-B there is a simple O(n*) algorithm
generalizing the algorithm for LS-C'C in which the optimal cost aj; of a
regeneration interval is calculated in O(n?). There is a much less obvious
version in which all O(n?) values ay; are calculated in O(n?), giving total
running time for LS-CC-B of O(n?).

An Extended Formulation

Similarly there is an immediate O(n*) x O(n?) tight reformulation in which
each value oy, is obtained as the solution of an O(n?) x O(n) linear program,
and an improved formulation in which each linear program is O(n) x O(n)
leading to an O(n3) x O(n?®) reformulation.
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10.3.5 Résumé of Results

In Table 10.3.5 we summarize the results that are known for PROB-[U, CC]-
B, where LP indicates that the separation problem can be solved as a lin-
ear program using the polynomial-size extended formulation as discussed in
Section 6.1, and % indicates that an explicit description of a family of valid
inequalities is known, but it only gives a partial description of the convex hull
of solutions.

Table 10.2. Models with Backlogging PROB-[U, CC]'-B

| I LS | ww | DLSI | DLS |
Formulation || Cons x Vars | Cons x Vars |Cons x Vars|Cons x Vars
U O(n) x O(n?) | O(n?) x O(n) — —
cc O(n®) x O(n*)|0(n®) x O(n*)|0(n?) x O(n)|O(n) x O(n)
Separation
U LP and % O(n?) — —
cc LP LP and * O(n?) O(n)
Optimization
U O(nlogn) O(n) — —
cc O(n?) O(n?) O(n?logn) O(n?)

10.4 Start-Up Costs: The Uncapacitated Case

Here the additional data are the start-up costs g; for t = 1,...,n. The cost
gt is incurred if there is a set-up in period ¢, but there was no set-up in t — 1.
To model such situations, a new start-up variable z; is added that takes the
value z; = 1 if there is a set-up in ¢ and not in ¢t — 1, and z; = 0 otherwise. So
ifn=28,and y = (0,1,1,1,0,0,1,0), then there are set-ups in periods 2,3,4,7,
but there are start-ups only in periods 2 and 7.

A basic formulation is obtained by taking the formulation of LS-C, adding
a term ), g:2; in the objective function, and the constraints

2t > Ys — Y1 for all ¢ (10.5)
2zt < Yy for all ¢ (10.6)
ze <1 —y 4 for all ¢ (10.7)
2 e {0,1}". (10.8)

The constraints z; < 1 — y;_1 are required to ensure that z; = 1 if and only
if there is a start-up in ¢t. However, these constraints can often be dropped
because cost minimization and g; > 0 ensure that z; =0 if y,_1 = 1.
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10.4.1 A Dynamic Programming Algorithm for LS-U-SC

When some regeneration interval starts in period ¢ (i.e., xy = dy for some
k > t), it may be optimal to perform a start-up in period ¢ < ¢t and to
set up between i and t so as to avoid a costly start-up in period ¢. A simple
backward dynamic programming recursion is presented here for the case where
set-up and start-up costs are nonnegative. Below we assume that the unit
production and storage costs have been normalized, using the flow balance
constraints, so that h; = 0 for all ¢, and the objective function to be minimized
is Z?Zl(%yt + Ge2e + D).

Let G(t) be the value of an optimal solution for periods ¢ up to n when
production occurs in period t (i.e., ©; = dy for some k > t) but with the
possibility of performing a start-up earlier than period ¢. Thus G(t) includes
the start-up cost before t and the set-up costs between the start-up period
and period ¢. On the other hand, let G’(t) be the value of an optimal solution
for periods t up to n when production occurs in period ¢ , but where start-up
and set-up costs in and before period ¢ are ignored.

G(t) and G'(t) can be calculated recursively as follows.

1<7<¢t

G(t) = min [gT + Z qi] + G (¢) fort=n,...,1  (10.9)

i=T

G'(t) = min [ptdml + min{G(7), Z ¢+ GI(T)}:|

a t<T<n+1
- i=t+1

fort=mn,...,1 (10.10)

with G'(n+1) =G(n+1) =0 and g1 = 0.

To obtain G’(t), we minimize the cost over the first production period
7 after t. For each such 7, x; = d;,_1 with variable cost p:d; -—1 and the
optimal cost for the remaining periods 7 up to n is G(7) if it is cheaper to
start up between ¢ and 7, or 7, ¢; + G'(7) if a start-up is best avoided
by performing set-ups in periods t + 1 to 7. G(¢) is then obtained from G’(t)
by finding the best choice of start-up period prior to ¢t so as to be ready to
produce in period t.

G(1) provides the optimal value of LS-U-SC and working forward from
periods 1 to n gives a corresponding optimal solution. A direct implementation
of the above recursion gives an O(n?) algorithm. This can be improved to

O(n log n).

Example 10.10 Suppose that n = 5, d = (4,2,1,3,6), p = (4,2,3,1,1),
q=(2,10,3,4,7), and g = (15,10, 30, 10, 40).
Below we show some of the values obtained using the recursion.

G/(5) = p5d5 = 6.
G(5) = min{15+ (2+10+3+4+7),10+ (10+3+4+7),30+(3+4+7),10+
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(447),40+ 7} + G'(5) = 27.
G'(4) = min{psdy + min[G(5), g5 + G'(5)], padss + min[0, g5]} = 9.

G(4) = 23.
G'(3) = 16.
G(3) = 39.
G(1) = 65.

Solution y = (1,1,1,1,0),z = (1,0,0,0,0),2 = (4,3,0,9,0).

10.4.2 Tight Formulations and Inequalities for LS-U-SC

Valid Inequalities and Convex Hull of XLS-U—SC

Consider the set of feasible set-up and start-up plans satisfying the constraints
(10.5)—(10.8).
Observation 10.3 In any feasible production plan, yi + 241 + 2k42 + -+ -+
2z =0 for some k <t if and only if yv = yp41 ==y = 0.

This suggests the following simple valid inequality:

1
sie1 > Y du(l—yp —2zpp1 — ... —2z) fork<l<n. (10.11)
u=k
This inequality can then be generalized to give the so-called (k,l, L1, Ls) in-
equalities.

Proposition 10.12 Let L = {k,...,l} with k <1 < n. Let S,L1,Ly be a
partition of L with k € Ly. For j € Lo, define p(j ) max{i € L1ULg : i < j}.
Then the (k,l, L1, L2) inequality

Sk 1+sz>2d [1— ST owi— D (pyer oo+ 20)|(10.12)

€S 1€L1,i<j 1€L9,i<j
1s valid for XLS’U*SC.
Proof. To show validity, it suffices to show that if
> wh Y g t2)=0
i€L1 i< i€Lo,i<j

then y; =0 for all i € [k, 5] N (L1 U Lg). Clearly y; =0 for all ¢ € [k, 5] N Ly.
Now consider i € [k, j] N La. Let p'(i) = p(i) and p'(i) = p(p'~'(i)). Find
the smallest i such that p’(i) € Li. Such a t exists as p™ (i) € L1 U Lo, p7 (i) <
p" (i), and k € L. Now

Wpt (o) + 2pt 1 0+ 2ptm1(@) F (Bpror(pn + o+ 2pe2(p))
+"'+(Zp1(i)+1+"‘+zi) =0,

implying, by Observation 10.3, that y; = 0. O
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Example 10.11 Consider LS-U-SC and takek =2, 1 =8, S = {4,6}, L; =
{2,7}, and Ly = {3,5,8}. The (2,8,{2,7},{3,5,8}) inequality is

s1+ @y + x5 > do(1 — y2)
+d3(1 —y2 — 23)
+ dy(1 —y2 — 23)
+ds(1 —yo — 23 — 24 — 25)
+de(1—ys— 23 — 24 — 25)
+dr(1—yo2 — 23— 24 — 25 — Yr)
+ds(1 —y2 — 23 — 24 — 25 — Y7 — 28),

where each term j (j = 2,...,8) in the right-hand side determines whether
d; has to be produced in periods of S or before period k. For example, the last
term implies that if yo + 23 + 24 + 25 + yr + 28 = 0, then Yy, = y3 = y5 =
yr = ys = 0, so demand dg must be produced in S or before period 2, and thus
$1+ x4 + 6 > dg.

Theorem 10.13 The convex hull of X*5~U=5C s completely described by
the flow balance and bound constraints, the start-up constraints (10.5)-(10.7)
and the (k,l, L1, L) inequalities (10.12) for all 1 < 1 < n and all disjoint
subsets L1,Lo of {1,...,1} withk =min{i:i € L1} <min{i:i € Lo}.

The separation problem for the (k,{, L1, L2) inequalities can be solved for
fixed [ as a shortest path problem over an acyclic network with O(I?) arcs.
Solving for each [ leads to an O(n?) algorithm.

Extended Formulations for LS-U-SC

The facility location reformulation seen earlier can be applied to LS-U-SC
by defining new variables w;; which represent the fraction of the demand of
period t produced in period i. Now, again based on Observation 10.3, the
following constraints

Zwit S Yiy + 241+ 2, (10.13)

1=11

where 1 <41 < iy <t < n can easily be seen to be valid.
This leads to the extended formulation Q5—V—5¢

t
Zwstzl forl<t<n

Wst < Ys forl1<s<t<n
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26 2 Yt — Y1 for1<t<n

zt < yp for1<t<n

t

Zwitgyk+2k+1+...+2t forl1<k<t<n

i=k
n

xu:Zdtwut for1<t<n
t=u

we RMMN/2 4 o e [0,1]™,

which can be shown to be tight.
Theorem 10.14 conv(XE5=V=5¢) = proj, , ,QFS-U=5C,

10.4.3 Wagner—Whitin Costs WW-U-SC

Here the formulations are remarkably compact, and thus very useful in prac-
tice. Let XWW=U=5C denote the set of solutions of

l

ko1t > duiu > di for1<k<l<n (10.14)
u=k

2t 2 Y — Ye—1 for1<t<n (10.15)

zt < Yp for 1<t<n (10.16)

se Rfrl,y,z e {0,1}"™. (10.17)

We consider again the inequalities (10.11). Clearly they dominate the (I,.5)
inequalities (10.14) as z; < y; for all .

Theorem 10.15 The inequalities (10.11),(10.15),(10.16), and the bound con-
straints s € RT’l, y € [0,1]™ describe cony(XWW=U=5C ) in the (s,y, ) space.

10.5 Start-Up Costs: The Capacitated Case

10.5.1 The Discrete Lot-Sizing Problem DLS-CC-SC

This problem is also known in the literature as the discrete lot-sizing and
scheduling problem. Using the tight formulation for DLS-CC derived in Sub-
section 9.3.1, we can assume that C' = 1 and d; € {0,1} for all t. Now we
obtain the formulation
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min Z QY + thzt (10.18)

t=1 t=1
t

D yu > dy for all ¢ (10.19)
u=1
2 > Y — Y1 for all ¢ (10.20)
2 <y for all ¢ (10.21)
y,z € {0,1}". (10.22)

We let X PLS=CC=5C denote the feasible region (10.19)—(10.22), and note that
St = 22:1 Yu — d1¢. Note also that in contrast to LS-U-SC, in this model we
are not allowed to start up in a period without producing.

Valid Inequalities for DLS-CC-SC

Proposition 10.16 Consider an interval [t,1] C [1,n] with d; = 1. Let dy =
p >0, and let t1 <ty < --- < t, =1 be the periods in the interval [t,1] with
nonzero (unit) demand. The inequality

t+p—1 t+p—1 l
st > Yut Y [du—(t+p—wlz+ Y duzi > dy (10.23)
u=t u=t+1 u=t+p

is valid for X PLS-CC=5C,

Proof. First we rewrite the inequality as

P
st—1 4+ Y (Yrrjo1 + 2oy o F 2,) 2P
j=1
Given a feasible solution, let 7; for j = 1,...,p be the period in which the

demand of period ¢; is produced with 7 < 75 < .-+ < 7, and 7; < ¢;. Let
k =max{j: 7, <t+j—1}. It follows that

Yirj—1 T 2t45 + -+ 2, 21 (10.24)

for j > k, and, as 7, < t + k — 1, that the demands for periods 1, ...,

are all produced by period ¢t + k£ — 2 at latest. But this means that s;_1 +
k k—

i1 Wit + 2+t 2ey) > seo1 ijll Yt+j—1 = k, where the last

inequality follows from flow conservation. Summing (10.24) for j = k+1,...,p

and adding to this last inequality establishes validity. O

An Extended Formulation for DLS-CC-SC

Suppose again that d, € {0,1} forall¢, di, =pand1 <t <ty <---<t, <n
are the demand periods.
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Let y;; = 1 if there is production in period ¢t and this production is used
to satisfy the unit demand in period ¢;, and y; ; = 0 otherwise with i <t <t;
and 1 <7 <p.

Let z;; = 1 if there is production in period ¢, this production is used to
satisfy the unit demand in period t;, and there is a start-up in period ¢ with
i<t<t;and 1<i<p.

This leads to the following formulation QPLS~¢C=SC that can be obtained
by projecting into the (y, z) space a shortest path formulation derived from a
dynamic program solving problem DLS-CC-SC.

Zyt,i =1 for 1 <i < dy, (10.25)
Y1 = 2,1 for1<t<ty (10.26)
Yii = 2t for2<i<di,, i<t<t,_1+1 (10 27)
Yti = 2t for 2 <i<dip, tic1+1<t<t; (10.28)
Yiel,i—1 = Yii for 2 <14 <di, (10.29)
Zti 2 Yti — Y—1,i—1 for 2 <i<dyp, i <t <minft;—1 +1,t; — 1]
(10.30)
Zti zyti—yt,li,l for 2 <i<dyp,t=ti1+1=1 (10.31)
2 + Z Yuie 1<Zym for 2<i<dp,i<t<tii+1 (10.32)
u=t—1
Yeis 2, > 0 fori <t<t;, 1<i<p. (10.33)

Here each constraint has a natural interpretation. (10.25) states that each
demand in period t; must be produced in the interval [i,¢;]. (10.26) states
that the first production period is the first start-up period. (10.27) states
that if one starts up in a period, one must produce in that period. (10.28)
states that if ¢ > 1 and if the demand for ¢; is produced in t € [t;—1 + 2, 1],
then ¢ must also be a start-up period. (10.29) states that if ¢ > 1 and the
demand for t; is produced in ¢, the demand for ¢; 1 must be produced in i — 1.
(10.30) and (10.31) are standard start-up constraints. Finally (10.32) states
that for ¢ > 1, (a) producing demand ¢ — 1 in [t — 1,¢,_1] and starting up and
producing demand ¢ in ¢ are mutually exclusive because together they imply
that y4—1,-1 = ¥+, = 1 which implies that z;; = 0, and (b) if either occurs,
then demand ¢ cannot be produced before period ¢.

Theorem 10.17 The linear program

n n
min Z qeys + Z Gt 2t
t=1 t=1
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Yy = Z Yti for all ¢

2 = Z Zti for all ¢
i

{(Weis 20 )i<t<tin<i<p} € QPESCC=5C

solves DLS-CC-SC.

When the total batch production costs are nondecreasing ¢; > g1 for all
t, a compact formulation is known just involving the original variables. This
special case is denoted WW in Table 10.5.3.

Theorem 10.18 If g; > qi11 for all t, the the linear program

min {qy + gz : (s,y, 2) satisfy (10.23) for all intervals [t, ;]
t
st=> yu—du for all ¢
u=1
Yt 2 2 2 Y — Ye—1 for all ¢
seRY,y,z€[0,1]" }

solves DLS-CC-SC.

Example 10.12 Consider an instance of DLS-CC-SC' after normalization
of the demands with n = 10 and d = (0,0,1,0,1,1,0,0,1,0). Taking t = 2
and i = 3, the [t,t;] = [2,6] inequality (10.23) is of the form
s1>211—ya—23)+1(1—ys— 24 —25) + 1(1 — ys — 25 — 26), or
S1+ Y2 +ys+ya+ 23+ 220+ 22 + 26 > 3.
10.5.2 Capacitated Lot-Sizing with Start-Up Costs LS-C-SC

Valid Inequalities

We take as starting set X 9—C¢—5C:
St_1+wp =dy + 8¢ for all t
xy < Cryy for all ¢
Zt 2 Yt — Yi—1 for all ¢
2t < Yi for all ¢
2zt <1 —yq for all ¢

se Rz e Ry, 2 € {0,1}™

Note that for any k € N = [1,n] and S C [k, n], the function
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= (d 10.34
9u(8) = max (d; = 3, G (10.34)
i€k,jI\S

gives a lower bound on s;_; provided that there is no set-up in any period in

S.

Observation 10.4 If S C [k,n|, u = min{i € S}, and v = max{i € S}, the
inequality
$k—1 = gr(S)(1 = Yu — 2Zug1 — - — 20)

is valid for XS—C¢=5¢

The function g has special structure.

Proposition 10.19 For g defined as in (10.34),

i. gr 18 nonnegative and nondecreasing.

ii. gr is supermodular on {k,...,n}; see Definition 9.2.

iii. Buy = gr([u,v]) + gr([u+ 1,v = 1]) — gr([u+ 1,v]) — gr([u,v —1]) > 0 for
kE<u<wv<n, where gi([a,b]) =0 for a > b,a <k orb>n.

iv. gr([u,v]) =Y cacscy Bav for k <u<v <n.

This structure leads to the left supermodular inequalities generalizing the
inequality of Observation 10.4.

Proposition 10.20 Let F C {(u,v) : k <u < v < n}. The inequality

v

Sk—1 = Z ﬁuv —Yu — Z zj) (1035)

(u,v)EF j=u+1

is valid for XS—C¢=5¢

Proof. Consider a point (z,s,y,2) € X¥~¢=5C and let T = {j € [k,n] :
y; = 0} be the periods from k onwards in which there is no set-up. If T' = 0,
then y; = 1 for all j € [k, n], s0 1 —y, — > 5_, 1 25 <0 forall (u,v) € F, and
the inequality is implied by si_1 > 0.

Otherwise suppose that 7' = UY_, [u;,v;] is the union of disjoint intervals
with v; + 1 < u;4 for all 4. Consider a pair (u,v) € F. If [u,v] does not lie in
[u;, v;] for some i, a set-up occurs in [u,v] and thus 1 —y, — Z;}:u-l—l z; < 0.
Thus we have

Z(u,v)EF Puv(1 = yu — Z;:qul zj)
< 3Nt 2wy e P vl Cluswe] Puo (1= Yu = D5 yi1 25)
< D001 Do () R, fuu] Clus vn) Puv
<Y Z(u,v);[u,v]guhvi] Buv = 21— 9r([us, vi))
< gx(3°F_ [us, v;]) by supermodularity
= gx(T) < sg—1 by definition (10.34) of gy . O
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Example 10.13 Suppose that n =5,C = (4,3,6,7,6), and d = (2,1,5,3,2).
Taking k = 2, we obtain

[=2345

2 16911 k

3 368 and (Bu) =k

=4 02 k

5 0 k

For example, gg([?), 4]) = max(d2 —CQ, d23 —CQ, d24—02, d25—02 —C5)+ =
max(1—3,6—3,9—3,11-9)" = 6, and P23 = 92([2,3]) —92([2,2]) —92([3, 3]) =
6—-1-3=2.

Taking k =2 and F = {(2,2),(2,3),(3,3),(3,4), (4,5)}, the valid inequal-
ity (10.35) is of the form

51211 —y2) +2(1 —y2 — 23) +3(1 —y3) + 3(1 —y3 — 24) + 2(1 — ya4 — 25).

Separation for Left Supermodular Inequalities

Observe that 3y, > 0 only if gi([u,v]) > 0 and gk ([u+1,v—1]) = 0. It follows
that the By, > 0 lie on a frontier involving at most 2(n — k + 1) pairs (u,v).
This frontier is illustrated in Example 10.13. By following this frontier, it is
easy to find a most violated inequality for fixed &k in O(n).

Similar inequalities can be obtained by working backwards, and looking
for lower bounds on the stock at the end of an interval. Specifically

hi(T) :max Z Ci—dy)t

! i€lf,)NT

is a lower bound on the end-stock s; if production takes place at full capacity
in periods T C [1,1].

Observing that y, —>_7_, ., z; = 1 if and only if y; = 1 for all j € [u,v],
we obtain the basic inequality

v

Sl"'z Y — x5) 2 (1) (yo — Z zj),

JeT j=u+l
where w = min{i : i € T},v = max{i : i € T'}. The set function h;(T) is again

supermodular, and the above inequality can be generalized in the same way
as in Proposition 10.20 leading to a family of right supermodular inequalities.

Valid Inequalities for LS-CC-SC

Using the disjunction y; + Zu j12u =10 (implying no set-ups in the interval
[7,1]), or y; + Zu:j+1 zy > 1, one obtains:
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Proposition 10.21 The (k,j,1) inequality

l

J
sko1+CO yut Y 2u) = dijo1 +mind;, C] (10.36)
u=k u=j+1

is valid for XS—CC=S8C,

The family of left extended kIST inequalities is obtained by applying the
mixing procedure to these inequalities.

Example 10.14 Let n =4,d = (7,4,5,6), and C = 10.
With (k,j,0) = (1,3,4), the inequality (10.36) gives

50+ 10(y1 +y2 +y3 + 24) > dia + C =21,
and with (k,j,1) = (1,2,3) gives
so+10(y1 +y2 + 23) > dy + da3 = 16.
We also have the standard surrogates
50+ 10(y1 +y2 +y3 +ya) > dig =22, and

So + 10y1 Z 7.
Mizing these four inequalities gives a left extended klST inequality:

s0>218—y1—y2—ys—2) +(2-1)B —y1 —y2 — Y3 — va)
+(6=2)(2—y1 —y2 — 23) + (T = 6)(1 —y1).

Optimization for LS-CC-SC

It is easily seen that the dynamic programming recursion for LS-C'C' of Section
9.6.1 extends to include start-up costs.

10.5.3 Résumé of Results

In Table 10.5.3 we summarize the results that we know for PROB-[U, CC]-
SC'. * x x indicates that nothing is known about the specific question. LP
indicates that separation by linear programming is possible because there is
a tight polynomial-size extended formulation, and % indicates that an explicit
description of a family of valid inequalities is known but it only gives a partial
description of the convex hull of solutions. The reader is asked to work out
the complexity of the separation problem for WW-U-SC in Exercise 10.13.
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Table 10.3. Models with Start-Up Costs PROB-[U, CC]*-SC

| I LS [ wWw ] DLS |
Formulation || Cons x Vars | Cons x Vars Cons x Vars
U O(n?) x O(n%)|O(n?) x O(n)
cc * * Kk * % * (n2)><0(n)
(WW) O(n*) x O(n)
Separation
U O(n?) Ezercisel0.13 —
cc O(n?) and * Kk % LP and
Optimization
U O(nlogn) O(n) -
cc O(n*) * ok O(n?)
(WW) O(nlogn)

10.6 Backlogging and Start-Ups WW-U-B, SC

Consider the problem

n n n n
min Z hisy + Z byry + Z qty: + thzt
=0 =1 =1 =1

Sg—1 =1 +xg =dy + 8¢ — 14 for all ¢
zy < My, for all ¢
Zt — Wi—1 = Yt — Yt—1 for all ¢t
ze < Yt for all ¢

zeRY, s,r€ R’}r'H, y,z,w € {0,1}", ro =0.

The extended formulation QWW-U—B.5C helow, generalizing that for
WW-U-B in Subsection 10.2.3, is based on two observations. If d, is sat-
isfied from stock, and there is no switch-off in the interval [t,u — 1], then
there is no set-up in [t,u], and s;—; contains the demand d,,. Similarly if d,,
is satisfied by backlogging, and there is no start-up in [u + 1,¢], then there is
no set-up in [u, t] and r; contains the demand d,,.

at—i-yt—I—ﬁt:l for all ¢ with d; >0
Bi1 + zi41 2> By for all t
k
Si_ 1>Zd ij for all ¢,k with t <k
u=t j=t
t t
Z Z z;) for all k,t with k < ¢
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Zt —Wi—1 = Yt — Y1 for all ¢
ze S Y for all ¢
reRY, 5,7 € ]R’fﬁl, y,z,w € [0,1]", 1o = 0.

Theorem 10.22 The linear program:

min{hs +br + qu + gz : (x,s,7,y,2,w,, ) € QWW*U*BiSC}

solves WW-U-{B, SC}.

Using the same approach as in Subsection 10.2.3, a complete linear descrip-
tion of conv(XWW—U=B.5C) ig obtained by separating out the «, 3 variables,
and the separation problem can be solved in O(n?) by finding a minimum
mean cost cycle.

Exercises

Exercise 10.1 Consider an instance of LS-U-B with so = 0, n = 5, b/ =
(0,5,1,1,21), p’ = (2,4,3,5,3), b’ = (3,3,3,5,4), ¢ = (70,81,70,80,63), and
d=(8,0,7,5,11).

i. Find an optimal solution by dynamic programming.

ii. Solve using LS-LIB and an extended formulation.

Exercise 10.2 Derive a shortest path algorithm for LS-U-B resembling that
for LS-U. In particular, indicate how to compute the cost ay; of any regener-
ation interval [k, ].

Exercise 10.3 i.* Derive an O(nlogn) dynamic programming algorithm for
LS-U-B.
ii.* Derive an O(n) dynamic programming algorithm for WW-U-B.

Exercise 10.4 Derive a facility location reformulation for LS-U-B by start-
ing from the known facility location formulation for LS-U.

Exercise 10.5 Consider an instance of WW-U-B with n = 5, h =
(9,1,3,2,1,4), b= (3,3,5,5,8), ¢ = (80,21,39,50,73), and d = (8,0,7,5,11).
i. Find an optimal solution by dynamic programming.

ii. Solve using LS-LIB and an extended formulation.

iii. Consider the fractional solution given by x* = (0,18.5,12.5,0,0), y* =
(0,1,0.125,0,0), s* = (0,0,10.5,16,11,0), r* = (8,0,0,0,0). Find a valid
inequality cutting off this point.

Exercise 10.6 Consider an instance of DLS-CC-B with n = 5, h =
(5,1,1,2,1), b = (3,3,3,5,9), ¢ = (20,31,15,19,23), d = (6,0,7,5,4), and
C =10.

i. Find an optimal solution.

ii. Find a valid inequality cutting off the point y* = (1,0,0.3,0.5,0.4), s* =
(4,4,0,0,0),r* = 0.
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Exercise 10.7 Consider an instance of WW-CC-B with n = 5, h =
(0,5,1,1,2,1),b = (3,3,3,5,9),q = (40,51,65, 59, 43)d—( 0,7,5,4), and
C = 10. Find a valid inequality cutting off the point y* = (1,0.3,0,0.9,0), s* =

(0,4,7,0.9,4,0),7* = (0,0,0.9,0,0),z = (10,3,0,9,0).

Exercise 10.8 Consider the extended formulation for WW-C'C-B defined in
Theorem 10.11.

i. Show that it is a valid formulation for WW-CC-B.

ii. Prove the theorem by showing that the underlying matrix (without the
equality constraints defining the s;_; and r; variables) is totally unimodular.

Exercise 10.9 Consider an instance of LS-C'C-B with n = 6, and data
defined by »' = (0,1,2,1,1,3,1), ¥/ = (1,1,1,1,1,0), p’ = (1,3,5,5,3,5), ¢ =
(15,12,32,31,24,17),d = (8,3,5,6,1,4), so = sg =16 = 0, and C' = 10.

i. Solve with a MIP solver.

ii. Solve with LS—-LIB using extended formulations of appropriate relaxations.

Exercise 10.10 Consider an instance of LS-U-SC with n = 5, and data h =
(5,1,1,1,1,1),p = (5,3,8,4,6),9 = (30,30,40,40,30),q = (40,51, 65,59,43),
and d = (6,0,7,5,4).

i. Find an optimal solution by dynamic programming.

ii. Solve using LS-LIB and an extended formulation.

Exercise 10.11 Prove Theorem 10.14 by showing that every (k,l, Ly, Lo)
inequality is valid for QF5-V—5C,

Exercise 10.12 Consider an instance of WW-U-SC with n = 5, and data
defined by h = (5,4,4,3,1,2),9 = (30, 30,40, 40,30),q = (40,51, 65,59,43),
and d = (6,0,7,5,4).

i. Find an optimal solution by dynamic programming with sg = 0.

ii. Find an optimal solution by dynamic programming with so > 0.

iii. Solve using LS-LIB and an extended formulation.

Exercise 10.13 i. Describe a separation algorithm for WW-U-SC based on
the inequalities (10.11), and analyze its complexity.

ii. For the instance of Exercise 10.12, find a valid inequality cutting off the
point x* = (6,4.364,7.447,4.189), y* = (0.273,0.273,0.465,0.465,0), z
(0.273,0,0.192,0,0), s* = (0,0,4.364,4.811, 4, 0).

Exercise 10.14 Derive a polynomial time dynamic programming algorithm
for DLS-CC-SC.

Exercise 10.15 Consider an instance of DLS-CC-SC with n = 10, g =
(30,43, 48, 40, 30,20, 15,34,12,33), ¢ = (80,65,61,59,43,34,33,32,29,27),
and d = (0,0,1,0,0,1,0,1,0,1).

i. Find an optimal solution.

ii Solve as a linear program using LS- LIB

z* 7( ,0,0,0,0,1,0,0,0,0).

)40
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Exercise 10.16 Consider an instance of LS-CC-SC with n = 5, C = 10,
p=0,h=(5-4,4,-3,—-1,2), g = (30, 30, 20, 40, 30), ¢ = (40,71,25,59,13),
and d = (6,0,7,5,4).

i. Find a left supermodular inequality cutting off the point * = (10,0, 10,1, 1),
y*=(1,0,1,0.1,0.1), 2* = (1,0,1,0,0), s* = (0,4,4,7,3,0).

ii. Find a left extended klST inequality cutting off the above point.

Exercise 10.17 Consider an instance of WW-U-B,SC with n = 5, h =
(5,4,4,3,1,2),b = (5,6,4, 3,10), g = (30, 30, 40, 40, 30), ¢ = (40, 51, 65, 59, 43),
and d = (6,0,7,5,4).

i) Solve with a MIP solver.

ii) Solve with a MIP solver, using a tight extended formulation for the WW/-
U-B relaxation from LS-LIB.

iii) Solve as a linear program by using an appropriate reformulation.

* Starred exercises are more difficult and require more mathematical or tech-
nical developments.

Notes

Section 10.2. Zangwill [196, 198] studied the uncapacitated lot-sizing prob-
lem with backlogging LS-U-B and developed dynamic programming recur-
rences for the problem. As for LS-U, a faster implementation is possible as
shown in Aggarwal and Park [3], Federgriin and Tzur [63], and van Hoesel
[164]. The observation that the facility location and shortest path reformula-
tions are tight follows from Barany et al. [22]. The extended formulation and
convex hull description of WW-U-B are from Pochet and Wolsey [140]. A
description of the minimum mean cost cycle algorithm can be found in Ahuja
et al. [7].

Section 10.3. The convex hull description of DLS-CC-B is from Miller and
Wolsey [124], and the optimization algorithm is due to Van Vyve [176]. The
reformulation for DLSI-CC-B was proposed by Miller and Wolsey [125], and
shown to be tight by Van Vyve [178]. A proof of the validity of the formulation
(10.3)—(10.4) for WW-CC-B and the tight formulations for WW-CC-B and
LS — CC — B are from Van Vyve [178, 180].

Section 10.4. The basic dynamic programming algorithm for LS-U-SC, as
well as a faster O(nlogn) version, appears in van Hoesel [164]. More gener-
ally he shows that there is an O(nlogn) algorithm for LS-U-B, SC and an
O(n) algorithm for WW-U-B, SC. The convex hull description of LS-U-SC
by (k,l, S1,S2) inequalities is from van Hoesel et al. [170]. The extended for-
mulation was proposed in Wolsey [192] and shown to be tight in [170]. That
for WW-U-SC is from Pochet and Wolsey [140].
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Section 10.5. The valid inequalities for DLS-C'C-SC and Theorem 10.18 are
from van Eijl and van Hoesel [163], and the extended formulation is from van
Hoesel and Kolen [165]. Other classes of valid inequalities such as hole-bucket
inequalities are described in van Eijl [162]. For optimization an O(n?) dynamic
programming algorithm is given in Fleischmann [67] and an algorithm of the
same complexity is obtained as a special case of a multi-item recursion of
Salomon [147]. With nondecreasing set-up costs (WW), faster algorithms are
presented in van Hoesel et al. [166].

The left supermodular and left extended klST inequalities for LS-C-SC
and LS-CC-SC, respectively, are from Constantino [46]. The paper also con-
tains two related families of inequalities, the right supermodular and the right
extended klST inequalities as well as combinatorial separation algorithms.

Section 10.6. The results for WW-U-B, SC are from Agra and Constantino
[6].
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Single-Item Variants

Here we consider several important variants of the single-item problem. After
listing the variants, we examine each of them in turn and give results on

vali
con

d inequalities, tight formulations, and so on. Throughout the chapter, we
centrate on variants for which reformulation results are available.
The variants treated concern either changes in demand, production con-

straints and costs, or stock constraints and costs.

First we consider variants in the demands.

In Section 11.1 we consider a problem with potential sales limited by a
fixed upper bound (in place of fixed demands) SL, and derive both a
valid inequality description, and a tight extended formulation in a slightly
restricted case. This is also known as the problem with lost sales.

Next we consider different production options.

In Section 11.2, we suppose that if there is production in a period, at least
a certain amount must be produced. We classify this as (Constant) Lower
Bounds LB.

In Section 11.3, we suppose that there are restrictions related to the pro-
duction sequence rather than just the production in one period. We study
the case where production is at full capacity, except in the first and last
periods of a production sequence, which we call Almost Full Capacity Pro-
duction or AFC, and also the case with lower bounds on the total amount
produced during a production sequence, which we call Minimum Runs or
MR.

In Section 11.4 we consider bounds on the length of a production sequence,
or Restricted Length Set-Up Sequences RLS.

In Section 11.5 we treat the modeling of Piecewise Concave Production
Costs CP.

In Section 11.6, we consider the problem with production time windows
TW P, in which each customer demand has to be satisfied from products
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manufactured within a given time window. This variant is usually consid-
ered to model product perishability constraints, and implicitly or explicitly
leads to bounds on the stock levels.

Next we examine two different options for the stocks.

e In Section 11.7, we consider the effect of limited storage capacities, or
Upper Bounds on Stocks SUB.

e In Section 11.8, we generalize by allowing for Safety Stocks or Piecewise
Convex Stock Costs SS.

Finally we consider a model incorporating several of these features simul-
taneously, and a model that allows us to treat uncertainty.

e In Section 11.9 we provide a tight extended formulation for a model with
backlogging, piecewise concave production costs, and sales.

e In Section 11.10 we formulate a lot-sizing model on a tree which allows us
to model a stochastic lot-sizing problem with a tree of scenarios.

Other variants including fixed costs on stocks, limits on the number of
set-ups, and constant set-up times are treated in the Exercises and Notes.

11.1 Sales or Variable Demand (SL)

Here the additional data are upper bounds u; on the potential sales in period
t, and a unit selling price ;.

If v is a variable representing the quantity sold (distinct from the fixed
demand d;) in period ¢, a formulation for the profit maximization problem
LS-C-SL is

n n n n
max Z%vt - Zptxt - Z hese — Z feye
t=1 t=1 t=0 t=1

St—1+xt =di + v + 8¢ for all t
x < Cyyy for all ¢
vy < Uy for all ¢

s € ]RT'I,J:,U e R%,y €{0,1}".

In this model d; may represent a fixed dependent demand or an indepen-
dent demand. The constant objective term Y ;" ; v;d; can be added without
changing the problem. Note that this model also allows one to treat the case
of lost sales with a linear penalty cost. Specifically the slack variable in the
constraint v; < wu; is the amount lost.

In discussing this model, we allow the demands d; to be negative in certain
cases. This can arise, for example, as the result of a purchase order for the
item from an outside vendor.
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11.1.1 The Uncapacitated Case: Sales and Arbitrary Demands

Here we allow demands to be negative and take so = 0. We consider the set

XES=U=SL in the form
t ¢
ij > Zvj + dyy for all ¢ (11.1)
j=1 j=1
x < My, for all ¢ (11.2)
vy < uy for all ¢ (11.3)
z,v e RY,y e {0,1}". (11.4)

By analyzing the structure of optimal extreme point solutions, and extending
the definition of a regeneration interval, a polynomial dynamic program that
finds an optimal sequence of regeneration intervals can be constructed to solve
LS-U-SL. Here we describe valid inequalities for X 5—U—5L,

Consider a subset R C N. We then calculate new nonnegative demands
df e R?, based on the idea that vy = u; for t € R, and vy = 0 otherwise.
Specifically, we set the cumulative demand

d® = max|[dy, + E u;]t fort=1,...,n,
J:j<t
JE[LNR

and from this we calculate the demand for individual time periods df* = df}
and dff = dft —dff,_, for t = 2,...,n. We can now describe a generalization
of the (1,.5) inequality.

Proposition 11.1 For 1 < < n, with R,S C L ={1,...,l} and dﬁl_l <
df, the (1, S, R) inequality

DYooty diy; =Y v tdy (11.5)

JEL\S jeSs jER
is valid for XS—U=SL,

The proof of validity is very similar to the proof of validity for the (I, S)
inequality, and is based on the fact that dff = dfj — df’;_; is the maximum
of the demands in {1,...,l} and sales in {1,...,l} \ R that can be satisfied
from production in j when y; = 1. In fact these inequalities suffice to give
conv (X LS=U=SL),

Theorem 11.2 conv(XL5=U=5L) is completely described by the initial con-
straints (11.1),(11.3), the (1, S, R) inequalities (11.5), and the bounds x,v €
R,y € [0,1]".

Example 11.1 Consider an instance with n = 5,d = (3,—4,2,-1,2), and
u = (2,3,4,3,5). Taking R = {2,4}, we obtain that (dF%,d, d%, dF, dit) =
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(3,3,4,6,8) and thus d = (3,0,1,2,2). Now a sample of the (I, S, R) inequal-
ities with R = {2,4} is:

1=1,8={1} 3y >3

1=3,8={3} T1+ T2 +ys > 1+ v

1=4,8={2,4} 1+ 3y2 +x3+2ys > 0+ vo + v4
1=5,8={2,4,5} o1 + 5ys + 13 +4dys + 2y5 > 2 + vy + vy

Unfortunately a fast combinatorial separation algorithm for the (I, S, R) in-
equalities is not known in this general case.

11.1.2 The Uncapacitated Case: Sales and Nonnegative Demands

Here we suppose that d; > 0 for all ¢, and that there is no initial and no ending
stock (i.e., D27 5 = Y7 vj+diy,), and derive an extended formulation for

j=1
XLstst) (XLstst)

conv( . In this case the extreme points of conv are

readily characterized.

Proposition 11.3 FEvery extreme point is characterized by three sets I, J, K C
{1,...,n}, where I C J and I = {t1,...,tq} witht; <ty < --- < t,. The
corresponding extreme point is:
y = 1 fort € J, and y» = 0 otherwise; v; = uy fort € K, and vy = 0
otherwise; Ty = Zf];ti_l(vl +d;) ift=tjel, andxy =0 for j ¢ I.

It is now easy to derive an extended formulation generalizing the facility
location formulation (7.14)—(7.18) for LS-U.

Let a;; = 1 if the demand d; is produced in period i, and a;; = 0 otherwise.

Let B;; = 1 if the demand d; + u; is produced in period ¢, and G;; = 0
otherwise.

The corresponding formulation QF5~V—5L ig

n

n n
max E A E Ctxt — E Jtys
t=1 t=1

t=1
> (i + Bi) =1 for all ¢
i<t
it + Bit < i for all ¢,¢ with i <tif d; >0
Bit < i for all 4,¢t withi <tif d; =0, ug >0
T = Z dioy + Z (dy + u) Bt for all 4

t:it>1 t:t>1
Vg = Uy Z Bit for all t

:0<t

z,veRY, a,f € RT”H)/Q, y € 10,1]™.

Theorem 11.4 conv(XL9=U=5L) =proj,  (QES5-U-5L),
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11.2 Lower Bounds on Production (LB)

We suppose that the constraints
x> Ly fort=1,...,n

have been added to a given single-item lot-sizing model, and that L divides C
exactly. If not, we can obtain a valid relaxation with this property by taking
C + L[%l or taking C very large. It also means that we can rescale so that
L =1 and C is an integer.

11.2.1 A Wagner—Whitin Relaxation WW-CC-LB

For a fixed period ¢, we have the two sets of valid balance constraints

t
5l71+2xu=dlt+st forl=1,...,t
u=l
l
S + quZdHl,z—l—Sz forl=t+1,...,n.
u=t+1

Using the variable lower bounds z; > Ly, on the first set of inequalities, and
the variable upper bounds z; < C'y; on the second, we obtain the relaxation

t
st—LZyuZ—dlt forl=1,...,t
u=l
l
st—l—CZyuZdHLl forl=t+1,...,n.
u=t+1

Still with ¢ fixed, setting z; = — Zi:l yu for 1 <1 <tand z = Zl for

t+1 <[ < n, the result is a divisible mixing set v
s+ Lz > b fori=1,...,t
st +Cz > b foril=t+1,...,n
St € Ri,z ez

with some additional constraints. Thus one can use the results of Section 8.6
to generate a tightened extended formulation, or valid inequalities.

Example 11.2 Consider an instance with n = 5,C = 8,L = 4, and
d=(7,3,2,2,6). Fort =2, we obtain the surrogates

S2 —4y1 —4yo > —10
82 —4yo > -3
52 +8ys3 > 2
So +8y3 +8ya > 4

S2 +8y3 +8ys +8ys ; 10.
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11.2.2 A Wagner—Whitin Relaxation with Backlogging
WWwW-CC-B,LB

With backlogging, constructing similar surrogates to those above we obtain
for fixed ¢

t
5t+7"l—1*LzyuZ*dlt for 1 <1<+,
u=l
l
st+rl+Cz Yu > dit1, fort+1<I1<n.
u=t+1

This can be viewed as a continuous mixing set with divisible capacities and
additional constraints, generalizing the sets X “MIX and XPMIX studied in
Sections 8.5 and 8.6, respectively.

11.3 Lower Bounds on Production in a Set-Up Sequence

11.3.1 Almost Full Capacity Production (AFC)

Here production is at full capacity in all but the first and last periods of a set-
up sequence. This may arise in multi-item models (classified as PM = M, My
in Chapter 12) due to start-up or cleaning times, or the possibility of producing
a second item in the period.

A simple formulation is

e > Ce(Yyi—1 + Yt + Yr+1 — 2),
but a more effective formulation using the start-up and switch-off variables is

Ty > Ct(yt — 2t — wt)~

11.3.2 Minimum Production Level per Set-Up Sequence (M R)

Suppose now that once a start-up occurs, a minimum amount P, called a
minimum run, must be produced, and it must be produced in the next «
periods (because of almost full capacity production, or for other reasons).

A basic formulation is given by

Z Ty > Pz
w€E[t,t+a—1]
By considering intervals [k,] whose length exceeds «, but whose demand is
less than P, we obtain the valid inequality

l—a+1

rh—1+ s> (P—di)t Z 2y
u=k

if we can assume that there is at most one start-up in the interval [k, —a+1].
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11.4 Restricted Length Set-Up Sequences (RLS)

Here we consider the set-up and start-up sequences for a single-item indepen-
dently of the production quantity. Thus the base model is

Yo — 2t = Yi1 — Wi_1 for all ¢ (11.6)
2z < Yy for all ¢ (11.7)
y,z,w € [0,1]" (11.8)
Y, z,w € Z". (11.9)

11.4.1 Varying Length Sequences

Suppose that a sequence of set-ups starting in period ¢ must last for between
a minimum of a; > 1 and a maximum of 3; periods, and also that if the item
is switched off in ¢, then it remains off for between a minimum of 7, > 1 and
a maximum of &; periods. In the (y, z,w) space, each of the four cases has a
simple formulation.

If there is a start-up in ¢, there must be a set-up for every period in the
interval [t,t + a; — 1]. This gives

zz <y fort<I<t+a;—1.

If there is a switch-off in ¢, there must be a start-up in the interval [t — 3, +1, ],
and hence

t
wy < Zl:t—ﬁt+1 2.

If there is a switch-off in ¢, there is no set-up in any period in the interval
[t +1,t + 7], which gives

wy<1l—y fort+1<I<t+ .

If there is a switch-off in ¢, there must be a start-up in the interval in the
interval [t + 2,t + d; + 1], and we have the inequality
Si+1
wy < Zf;g 2

To obtain a tight formulation with such restricted length sequences, it is
once again possible to model the problem as a unit flow in a network.

Let &; = 1 if there is a start-up in ¢ and the following switch-off is in [
with necessarily t +a; — 1 <1 < t+ [; — 1, and wy = 1 if there is a switch-off
in t and the following start-up is in [ with necessarily t+~v;+1 <1 < t+d;+1.
Then we have the flow conservation constraints
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Z §u =wy for all [
t:t<l

Z Wi = 21 for all 1
t:t<l

Z §u =2t for all ¢
10>t

Z Wy = Wy for all ¢
Li>t

Z Z &=y for all ¢t
<t l:>t

S?wuyazaw € {07 1}71 )

as well as constraints defining the initial state at time ¢t = 0 or ¢ = 1 giving
an entering flow of one unit into the network.

Example 11.3 See Figure 11.1 for an example with n = 8 and time inde-
pendent sequence length values a = 2,8 = 3,v = 1,6 = 4. A flow through
a node t at the upper level implies that zz = 1 and a flow through a node
T at the lower level means that w, = 1. The flow, indicated by the arrows,
that is, £12 = wes = &57 = 1, corresponds to a feasible set-up sequence with

y=(1,1,0,0,1,1,1,0).

Figure 11.1. Restricted set-up sequences.

11.4.2 Constant Length Sequences

Here we assume that all four parameters oy, 3:,7¢,0; take constant values
a, 3,7,0. Now each of the four inequalities proposed in Section 11.4.1 can be
strengthened. For example, if there is a start-up in the interval [t — a + 1,1,
the item must still be set up in period ¢ giving

(e
Z Zt—ut1 < Yt
u=1
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The next result gives a complete linear description of the convex hull of the
set of feasible sequences. It can be proved by verifying that (11.10)—(11.13)
plus the bound constraints (11.8) provides a valid formulation and by showing
that the corresponding matrix is totally unimodular.

Proposition 11.5 Adding the constraints

 zun <u (11.10)
u=1

3
> zui = w (11.11)
u=1

MQ

1

g
Il

NE

Zt+u Z 1-— Yt (1113)

S
Il
—

to the basic formulation (11.6)-(11.8) gives the convex hull of the constant
restricted length sequence model.

In certain circumstances, one may want to have restricted sequence lengths
when only modeling in the set-up space. The valid inequalities providing lower
bounds on z; are

2t 2 Ye — Y1, 2t =0,

so the projection of the minimum time inequalities (11.10) and (11.12) gives

Z(yj—yj,l)gyt forfcSClt—a+1,t and
JjES
»Wi—vyi)<l—y  for0CTClt+1,t+7),
jeT
respectively.

Similarly for the maximum time constraints, the inequalities providing
upper bounds on z; are

2 Sy, ze < 1=y 1.

Applied to the inequalities (11.11) and (11.13), the inequalities obtained by
projection are

SNyt Y -y >w for0cSCt—p+1,¢ and
Jjes JE—B+Lt\S

Syt Y. (A-yi)=l-y for0CTClt+1,t+4).
JET JE[t+1,t+6\T

Separation of these inequalities is very simple.
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11.5 Piecewise Concave Production Costs (CP)

Suppose that the production cost function is p(z;) = minf_, [¢F6(z;) + pFay
where 6(z) = 1 if z > 0 and d(x) = 0 otherwise, and 0 < ¢} < ¢? < ...¢<
and pf > ... > pf( > 0. See Figure 11.2.

PO<) A
a3 +p3x

Figure 11.2. Piecewise linear concave production costs.

Introducing variables 2 and y¥ to model the production level and set-ups

corresponding to each cost segment k, we obtain the following formulation for
LS-C-CP.

n n

K K n
min Z prxf + Z quyf + thst
t=0

k=1 t=1 k=1t=1 =
S¢—1 + ZZ‘? = dt + S¢ for all ¢ (1114)
k
ak < CuyF for all k,t (11.15)
doyr<i for all t (11.16)
k
se R z e RE™, ye {0,115 (11.17)

Note that if items can be bought from the outside at cost §; per unit, this can
be modeled by setting p; = 3¢, ¢ = 0. Observe also that in the uncapacitated
case, constraints (11.16) are automatically satisfied when ¢F > 0 for all k,¢.

For the uncapacitated problem LS-U-CP with sy = 0, one obtains the
constraint set:
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Si—1 + fo =d; + 8¢ for all ¢
k

xp < My} for all k¢
se R, 2 e RE™, y e {0,135, 59 =0,

denoted XLS-U-CP,

Proposition 11.6 The generalized (1, S) inequalities

K K
> D af+d D dayy = du,

k=1j€Sy k=1jEL\S,

with S, C L ={1,...,1} fork=1,..., K, are valid for X*3=UV=CF Adding
these inequalities to the initial formulation gives cony(XL9-U=CF)

It is also possible to generalize the facility location and shortest path extended
formulations for LS-U to this more general case; see Section 11.9 below.

11.6 Production Time Windows (T'W P)

Here we consider the problem in which, instead of the standard demands, one
has a set of orders. Order k for 1 < k < K consists of a quantity D¥ > 0 and
a time window [b*, €] with 1 < b* < e*¥ < n in which the D* units must be
produced. Delivery is in period e*. By regrouping orders with the same time
window, one can assume that K < n(n+1)/2.

Two variants of the problem arise: the case of distinguishable or client-
specific orders in which the time windows must be individually respected, and
the case of indistinguishable or nonclient-specific orders.

We now attempt to clarify the distinction. Below the “bottles” play the role
of “raw materials” provided by the clients. Suppose that production involves
filling bottles of liquid gas. The bottles are provided empty by the client in
period b* and he picks up the full bottles in period e*. In the distinguishable
case, the bottles carry the name of the client, so they cannot be mixed up
and the client will leave in e* with the same bottles that he provided in b*.
On the other hand, in the indistinguishable case, all that matters is that the
client retrieves D* units of full (but possibly different) bottles in period e*.

We first introduce some notation and then we present two MIP formu-
lations of the distinguishable order version. Note that with distinguishable
orders, it is natural to take sy = 0.

Du =3y icor er< DF¥ is the amount that must be produced in the interval
[t,1]. -
Ay = Dy — Dy = Zk:ek=t DF is the amount that must be delivered in
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period ¢, and Ay = ZL:t A,
It = D — Digan = Zk:bk:t DF¥ is the amount that becomes available for
production in period ¢, and [y = Zl I,

u=t - u-

In addition to the standard variables x, s¢, y¢, we introduce
zF is the amount of order k produced in period ¢ € [b*, e¥].

The following formulation of LS-CC-TW P is now self-explanatory.

min ZPQﬂCt + Z hise + Z qtYt (11.18)
t=1 t=0 t=1

St—1+xr = Ay + 8¢ for1<t<n (11.19)
ek

> 2k =Dk for 1<k <K (11.20)
u=>bk

Z F =, for1<u<n (11.21)
{k:ue[b*,e*]}
Ty < Cyy for1<u<n (11.22)
seRYT zeRY,ye {0,1}", 2 >0, so=0. (11.23)

Eliminating the zF variables using the max flow—min cut theorem on the trans-
portation problem defined by the constraints (11.20)-(11.21), and eliminating
the s; variables, we obtain the equivalent formulation:

min Zpt:ct + Z Gyt (11.24)
t=1 t=1
!
> @, > Dy for1<t<li<n (11.25)
u=t
Ty < Cyy foril<u<n (11.26)
zeRY, ye{0,1}". (11.27)

11.6.1 An Algorithm for WW-U-TW P and Extended Formulation
for WW-CC-TW P

Here we suppose that the costs are Wagner—Whitin. First we describe a dy-
namic programming algorithm for the uncapacitated problem WW-U-TW P,
and then we give a tight extended formulation for the constant capacity case
WW-CC-TW P.

Let H(t) be the cost of an optimal solution of WW-U-TW P in which the
horizon is the interval [1,#] and only the orders with e* < t are considered.
One obtains the following simple recurrence,
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H() = {t:tgl}IDliI:l,l:O}[H(t 1) + fi + peAul,
using the fact that if ¢ is the last production period in the interval [1,1], all
that must be delivered in the interval [¢,!] will be produced in ¢ because it
pays to produce as late as possible, and on the other hand if D;y;; > 0, then
there must be production within the interval [t 4 1,1].

To describe a tight extended formulation, we work in the (s,y) space. By
combining (a) the constraints (11.25), and (b) the aggregate balance con-
straints s;_1 + Zizt Xy > Ay derived from (11.19) with the variable upper
bound constraints (11.26), we obtain the relaxation:

min Y hesi+ > gt (11.28)
t=0 t=1
l
s+ CY oy > Ay for1<t<i<n (11.29)
u=t
l
OZytZDtl for1<t<li<n (11.30)
u=t
se Ry e {0,1}", so=0. (11.31)

From the analysis of stock-minimal solutions for WW-CC, we can observe
that this is a correct formulation for WW-CC-TW P. Specifically note that,
without the constraints (11.30), the feasible region resembles the basic formu-
lation of WW-CC with Ay in place of dy, and thus the convex hull is known;
see Section 9.5. On the other hand Chvatal-Gomory rounding applied to the
constraints (11.30) gives the valid inequalities

: D
ZyuZ[?”] for 1<t<Ii<n.
u=t

This leads to a tight formulation.

Theorem 11.7 The linear program

n n
min Z hisy + Z qtyt
t=0 t=1

(s,y) € conv(XWW*CC(A))
!
D
ZyuZ[?ﬂ-l for 1<t<l<n
u=t
s e RYT y €10,1]", so =0,

solves WW-CC-TW P, where XWW=CC(A) is the set XWW~CC with de-
mand vector A.
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In the uncapacitated case, the formulation is simpler.

Corollary 11.1 The linear program

n n
min Z hisy + Z qtYt
=1

t=0

St—1 2 Z D1l—y—...—yw) for1<t<li<n
{k:ibk<t<ek<I}

ek‘,

Zyuzl fork=1,...,K

u=>bk

S GRTrl,y S [0, 1]”, So =0 5

solves WW-U-TWP.

11.6.2 Indistinguishable Time Windows LS-C-TW P(I) and an

Equivalent Problem

Here we consider the problem with indistinguishable orders LS-C-TW P(I).
The crucial order information is all contained in the arrival quantities I; and

the delivery quantities A; that satisfy:

FltZAlt forlgtgn—l
Fln:Aln
I A€eR”.

For this case the basic MIP formulation simplifies to

n n
min Zptxt + Z frye
t=1 t=1

l
quZAu forl1<i<n
u=1

l

qugfu for1<i<n
u=1
Ty < Culn forl<u<n

r e R,y e {0,1}".

(11.32)
(11.33)
(11.34)

(11.35)

(11.36)

(11.37)

(11.38)
(11.39)

Now we show that this problem is equivalent to the distinguishable order

problem with special time windows.

Definition 11.1 A set of distinguishable orders has noninclusive time win-

dows [b*, e*|K_| if there is no pair k,rk with b* < b~ < e < e*.
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This property turns out to be very useful.

Observation 11.1 Given an availability vector I' and a delivery vector A
satisfying (11.82)-(11.84), there is a unique set of orders D with non-
inclusive time windows associated with the (I, A) pair.

Algorithm to Compute the Orders
Initialization Set Ly = I}, Ry = Ay for all t. k=1
While L, R # 0
Set o = min{t: Ly > 0},7 = min{¢ : R; > 0}.
Set D* = min{L,, R, }, b* =0,e" =1.
Ly« L,—D* R, + R, —D*
k+—k+1
end-While.

Clearly there are at most 2n — 1 orders and they are uniquely defined.

It follows that an instance of LS-U-TW P with noninclusive time windows
can be treated as if the orders were indistinguishable; that is, it suffices to
solve the relaxation LS-U-TW P(I), and conversely given a problem with
indistinguishable orders but arbitrary time windows, the time windows can
be modified so as to be noninclusive using the above algorithm.

11.6.3 A Dynamic Programming Algorithm for LS-U-TW P(I)

Here we see some of the consequences of the noninclusive time window prop-
erty.

Observation 11.2 i. A set of noninclusive time windows can be ordered so
that for all k either b* < bF*1 and ¥ < eF*1, or bF = bF+1 and ek < eF+1.
1. With noninclusive time windows ordered as in i, there exists an optimal
solution in which order k is produced before (or at the same time) as order
k+1 for all k.

#ii. In the uncapacitated case there exists an optimal solution in which each
order k is produced in a single period.

Now we can describe the dynamic programming algorithm. We take the
objective function in the form

min Y pere + > qur,
t t

and we assume that the orders k = 1,..., K are numbered from earliest to
latest as in i of Observation 11.2.
Using iii of the same observation, we define the following quantities.

H(t,k) is the value of an optimal solution for periods 1,...,t in which the
demands D',..., D* are produced in or before period t. Note that H(t,k) =
oo if bF > t.
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G(t,k) is the value of an optimal solution for periods 1,...,¢ in which the
demands D', ..., D=1 are produced in or before period t and D* is produced
in t. Also G(t, k) = oo if e¥ < t or b* > ¢.

The recursion is

H(t,k) = min[H(t — 1,k), G(t,k)] for t,k with b* <t (11.40)
G(t,k) = min[H(t — 1,k — 1) + g, + p.D*, G(t,k — 1) + p,D"]
for t, k with t € [b¥, e"], (11.41)

where the first equation just uses the observation that order k is produced
either before, or in period ¢, and the second the fact that order k — 1 is
produced either before, or in t. Obviously this provides an O(n?) algorithm
for the problem.

11.6.4 A Tight Extended Formulation for LS-U-TW P(I)

We now use the above dynamic program to get an extended formulation.
Specifically the recursion suggests the linear program

max H(n, K)
H(t,k)—H(t—1,k) <0 for all k,t with b < ¢
H(t,k) — G(t,k) <0 for all k, ¢ with ¢ € [b¥, €"]

(t, k) — G(t,k — 1) < p,D* for all k,t with ¢t € [b*, €]
G(t,k) — H(t—1,k—1) < g +pD¥ for all k, ¢ with ¢ € [b*,e"].

Let the dual variables be vk, Wik, Tk, 2tk, respectively. The dual of this linear
program is then

min Z[(Qt + peD¥) 2k + pe D ] (11.42)
tk

2tk + Tek — T g1 — We g =0 for all k,¢ with b* <t (11.43)

Uik — Vi1 + Wik — Zer1,6+1 =0 for all k¢ with ¢ € [bk, ek] (11.44)

Un,K + Wn, K = 1 (1145)

v,w,x,z > 0. (11.46)

This can be seen as a shortest path problem. An interpretation of the vari-
ables is:
2zt = 1 if there is production in ¢ and order k is the first order produced in ¢
(i.e., order k — 1 is produced earlier).
x4, = 1 if orders k and k — 1 are produced in t.
wy = 1 if there is production in ¢ and the last order produced is order k.
vy, = 1 if last order produced in or before ¢ is order k.
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To obtain a complete formulation, we just need to add:

1>y > Zztk for all ¢ (11.47)
k

Ty = ZDk(ztk + Z41) for all t. (11.48)
k

Theorem 11.8 Let XLS=U=TWP) pe the set of feasible solutions of (11.36)—
(11.39) of the uncapacitated problem LS-U-TW P(I). A tight extended formu-
lation for conv(XES=U=TWPW)) js given by the polyhedron (11.43)-(11.48).

11.7 Upper Bounds on Stocks (SUB)

Here we consider the case with upper bounds s; < S, for all periods ¢, and
we assume that S,, = 0.

11.7.1 Equivalence to LS-CAP-TW P(I)

As si—1 < d; + S;, we can assume without loss of generality that S;_; <
d; + Sy for all t. Now x € R} is a feasible production vector if and only if

=01 Ty —di; >0 for all £, and

t
S = qu —dyy < 8; for all t.

u=1

Setting Ay =d; > 0and I, = dy+S;—S;_1 > 0, we have that I" and A satisfy
(11.32)—(11.34), and thus we obtain precisely the formulation (11.35)—(11.39)
of LS-CAP-TW P(I).

Because of the equivalence with LS-U-TW P(I), LS-U-SU B can be solved
by the dynamic programming recurrence (11.40)—(11.41).

For the constant capacity problem LS-C'C-SU B, it is not difficult to gen-
eralize the concept of regeneration interval appropriately, and derive a poly-
nomial shortest path algorithm; see Exercise 11.8.

11.7.2 Valid Inequalities for LS-U-SUB
Let XLS-U=SUB — xLS-Un{(5y): s < S, for all t}. Obviously we have

the surrogate constraints

t
szu > dyy — Sk_1.
u=k
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This gives immediately the inequality

t
Y=t
u=k

which is valid whenever Sj_1 < dj.
Another obvious valid inequality is the variable upper bound constraint

z¢ < (di + Se)ye.- (11.49)
Other stronger inequalities are variants of the (I, S) inequalities.

Proposition 11.9 Given an interval [k,l] and S C [k, 1], the inequalities
Sk—1+ Z am S gkfl + Z[dku +§u - glﬁfl]yu (1150)
ues ues

and

Skp—1 + Z Ty

< Sko1+ Y min[dey + Sy — Sk-1, i — Sko1, dutlyu + 51 (11.51)
u€sS

are valid for XS-U—SUB

Example 11.4 Consider an instance of LS-U-SUB with n = 5, d =
0,

(3,4,2,1,2), S = (3,3,4,3,5), and the fractional solution y* = (1,0.25,1,0,0),

z* =(6,1,5,0,0), s* =(3,0,3,2,0).
It is easily checked that the inequality (11.51) with k = 2 and S = {2},
namely
s1+x2 < 3+(4—3)y2+32,

cuts off this point. Note that with k =t = 2, the inequality (11.49) gives
Y2 Z 13

which is also violated.

11.7.3 Valid Inequalities for WW-CC-SUB and WW-CC-B,SUB

Let XWW-CC=SUB — xWW-CCn[(59):5 <5 for all t}. Again we use
the surrogate constraints

t
CZ Yu > dit — Sk—1.
u=k

These can be strengthened by the corresponding Gomory fractional cuts.
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Proposition 11.10 The convex hull conv(XWW—CC=SUB) s obtained by
adding the constraints

: _
ZyHZf%-\ forl<k<t<n

u=k

to conv(XWW-CC),

With backlogging, the corresponding surrogate constraints are

t
Tt—i-CZyuzdkt—?k,l for1 <k<t.
u=k

Fixing ¢, we can generate mixing inequalities; see Section 8.3.
Finally we note that stock upper bounds can be viewed as a limiting case
of the convex storage cost functions examined in the next section.

11.8 Safety Stocks or Piecewise Convex Storage Costs

(55)

Suppose that the inventory costs H(s) in each period are as shown in Figure
11.3, with safety stock levels SS', 852, ..., SSL, nondecreasing slopes h, h +
W', ... h+ Y1 hl, where bt >0 for [ =1,..., L, and intercept H(0) = HO.
Such a model allows more flexibility than one in which a fixed minimum
(safety) stock level is imposed at the end of each period, and linear holding
costs are incurred for stocks above these minima.

H(SA\

Y

Figure 11.3. Piecewise convex inventory holding costs.
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Introducing the variables ¢! to be the amount, if any, by which s; exceeds
5SS, we obtain the following formulation for LS-C-SS

min Zptfl?t JrZhst JrZZhl +thyt
t=1

t=1 1=1
3t71+$t:dt+3t for1<t<n
zy < Cryy for1<t<n
of > s, — S8 for1<t<mn1<I<L

seRY 2 eRY, o e Ry e {0,1}",

with feasible region X19-C—59

11.8.1 Mixing Set Relaxations for LS-CC-SS

Combining the constraint 0,{ > s — SS! with the surrogate constraint
sg—1 + C Zzzk Yu > dit, obtained by summing the flow balance constraints

for periods k up to t, gives, for fixed k and [, a mixing set X,i‘;”x of the form
ot 1+ Czpy > dl, for k<t<n
JL_1€R}F,ZM€Z}~_ for k <t <n,

where zp; = Zu w Yu and db, = (dg — SSYHT for k <t <n.
If in addition we write $S° =0, 0¥ = s; for all t and dY, = dj, for all k, ¢,
it follows that

n
X LS-00-5S ﬂ m XMIX
1=0 k=1
In the same way that conv(XWW-CC)
can be shown that

is the intersection of n mixing sets, it

Proposition 11.11

L n L n
conv(ﬂ ﬂ X,JCVZHX) = ﬂ ﬂ conv ( XMIX)
1=0 k=1

=0 k=1

In practice the reformulation obtained by intersecting the mixing reformu-
lations describing conv(XMIX) for all k, [, or the equivalent mixing inequali-
ties, appear to provide very good dual bounds for LS-C'C-SS, especially when
the costs satisfy p =0 and A > 0.

Example 11.5 Consider an instance with n = 5,d = (5,8,4,7,2),L =
1,881 = 5,C = 12,h = 2, and h* = 3. For k = 3, we have di; =
(dg — SSl)Jr = O,d%A = (d34 - SS1)+ = 6 and d;’S = (d35 - SSl)+ =
so we obtain the surrogate inequalities

oo
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o3 +12y3 >0
O'% +12y3 +12y4 Z 6
o5 +12ys +12ys +12y5 > 8,

from which we obtain mixing inequalities such as

o} > 6(1 —ys — ya),
05 > 6(1 —y3 —ya) +2(1 — ys — ya — ys).

This way of modeling piecewise convex storage costs extends to the case
with A < 0 and also to the case of piecewise linear backlog costs. Now we allow
the holding costs to vary with time. In such cases, the storage and backlog
cost function Hy(s) is defined for s € R and all periods ¢. One approach is to
move the origin to the point SS, = argmin; H;(SS') at which the function
Hy(s) is minimized. Now with new variables s, = (s; — r; — SS,)" and 7, =
(ry — st +85,)T, we have

sp—ry=s—r,—SS, forallt
which in turn gives the modified demand vector (i with d; = dy+ S55,—-88, 4,
for the new balance equations from which we obtain standard surrogates

¢
Sh—1+ 1% +Czyu > dyy.

u=k

Now for breakpoints with SS' > SS,, we can introduce the new variables
ol > s, — (SS! — 88,), and for breakpoints with SS! < SS,, we introduce in
similar fashion the variables p! > r, — (S5, — SS').

Now the storage and backlog costs in the objective function can be written
as a nonnegative combination of the variables s}, 7}, ol, p!. The surrogates now
give rise to continuous mixing sets based on constraints such as

¢
s%_1+r£+CZyuZJkt for1<k<t<n

u=k
and
O+ P+ C Yy yu > iy — (SS' = S8;,_1) — (88, — SS")
for1<k<t<nandalll.
Example 11.6 Consider the same instance as above but with h = —2. Intro-

ducing s;—r; = s,—SS* asry = 0, we obtain standard flow balance constraints
with the modified demand vector d = (10,8,4,7,2). We also have r; < 5 as
st > 0. The backlog cost for r} is now —h = 2, and the storage cost for s} is
h+ h' =1, so the objective function can be written (modulo a constant) as

2(27“; + 1sy).

t
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11.9 A Model with Backlogging, Sales Markets, and
Concave Production Costs

Problem LS-U-B,SL,CP can be formulated as
K n
min ZZ(pfxf )
k=1 t=1
+th8t +th?"t ZZetvt (1152)

=1 t=1
St—1 — T4—1 —l—Za:t :dt+th+st—7‘t for all ¢ (11.53)
k l
vl <V} for all 1,t (11.54)
xF < My for all k,t (11.55)
seRM, reRY, zeRE™ veRM ye{0,1}K™,  (11.56)

where we assume that 0 < ¢} < ¢? < ---¢f, p} > p? > ---pE > 0 and
ef > e?--- > el for all t. Note that if ¢f = 0, 2§ can be viewed as the amount
bought in from outside in period . Variables vl can be viewed as potential
sales to different markets [ = 1,..., L at unit price el in period t.

An Extended Formulation

Observation 11.3 Following standard network-flow-based arguments for the
uncapacitated lot—sizmg problem there exists an optimal solution in which if
x>0, then zf = Zu t—a(du + 2 ies) VY for some a,b > 0, and S(u) C
{1,...,L} for all u.

Define V! = Zl)\ (VA for 0 <1< Land1<t<n.In particular, V2 =0
for all t. Observe that, because e} > €?... for all ¢, there always exists an

optimal solution with Z)\:l vy =V} for some [ > 0 and all ¢.

We use the following variables in our extended formulation.
afl = 1 if production takes place in period w using production type k to
satisfy a demand of d; + V! in period t.
zF, = 1if production takes place in period u using production type k to satisfy
some demand in period t.

We now consider the following formulation:
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K n
min Y (et +afyr)
k=1t=1
n n L n
Jrthst +th'rt fZZefﬁvi (11.57)
t=0 t=1 =1 t=1
L
zst:Zaﬁ for 1 <wu,t <n, for all k&
1=0
(11.58)
K n
o> Ak =1 for 1 <t<mn (11.59)
k=1u=1
nyzft for 1 <t <n, forall k
(11.60)
zfjtz,zu’t“ for 1 <u<t<n, forall k
(11.61)
zst > 2yt for 1 <t<wu<n, forall &
(11.62)
K n L
vizz ZV{\afji for1<t<n, for1<I<L
k=1u=1 A=l
(11.63)
L n
xﬁ = ZZ(dt + \zl)aﬁi for 1 <u <n, for all k
1=0 t=1
(11.64)
K L
St1=)_ ) (dr + VD)akl for1<t<n (11.65)
k=11=0 u,7:u<t<t
K L
re=»_3 (dr + VHakl for1<t<n (11.66)
k=1 1=0 u,m:7<t<u
a e REEHDR - o gEn® y €{0, 13K, (11.67)

Note that the constraints z¥, > zﬁ’tﬂ and zF, > zfitfl are justified by Ob-
servation 11.3.

This formulation can be shown to be equivalent to the minimum cost
path in a network representing the sequences of regeneration intervals [a, b] as
defined in Observation 11.3. From this we obtain the following result.

Theorem 11.12 The linear program (11.57)-(11.67) solves problem LS-U -
B,SL,CP.
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11.10 Stochastic Lot-Sizing on a Tree

Here we present a problem of lot-sizing on a rooted tree, and then show by
example how this model enables us to tackle a single-item stochastic lot-sizing
problem.

Given a rooted directed out-tree T' = (N, A), let D(v) be the direct suc-
cessors of v, S(v) the set of all successors of v, and P(j,k) with k € S(j)
the set of nodes on the path from j to k. Node r = 1 € N is the root.
L ={v e N:S() =0} are the leaves. We add a dummy node 0 and an arc
(0,1), and let p(v) be the unique predecessor of v, for all v € N.

The lot-sizing problem on a tree LS-C-TREFE is defined as the following
mixed integer program,

min ZueN(Péxv + vav) + EUGNU{O} H,{)SU (1168)
Spw) T Ty =dy +5, forallve N (11.69)

T, < Chy, forallve N (11.70)

s ER'_iVlH,xERl_iw,y € [0, 1]M, (11.71)

with production costs P/, fixed costs @, and demands d, for all v € N, and
storage costs H, for all v € N U {0}. Note the special form of the balance
constraint in which the flow s, out of node v € N\ L is the inflow to each
direct successor node w € D(v).

Eliminating the z, variables by substitution using (11.69), the objective
function can be rewritten as:

min Z Hvsv + Z vav + Kla

veNU{0} vEN

where H, = H, + P =} ,cp) P and K1 =37y Pld,.

We now consider an example of a stochastic lot-sizing problem with a tree
of scenarios, and show how it can be modeled as a problem of lot-sizing on a
tree.

Example 11.7 Consider an instance with three periods and four scenarios,
and an initial stock variable sq.

In period 1 the demand di = 3 and the set-up cost g1 = 18 are known with
certainty.

In period 2 there are two possible events. Fither the demand and set-up cost
will be do = 4,qo = 18 with probability 0.5, or they will be d3 = 3,q3 = 24
with probability 0.5. Which of these two events occurs is known before the
production decision in period 2.

In period 3, if the outcome in period 2 was do = 4,q2 = 18, then with
probability 1/3 it will be dy = T,q4 = 30, and with probability 2/3 it will
be ds = 1,q5 = 30. On the other hand, if the outcome in period 2 was
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ds = 3,q3 = 24, then with probability 1/5 it will be dg = 2,q¢ = 20, and
with probability 4/5 it will be d7 = 5,q7 = 25. Again the period 3 outcome is
known before the production decision in period 3 is taken.

The storage costs are hg = 4 and hy = 1 in periods t = 1,2,3 whatever the
outcomes. The production capacity is C' = 10 throughout.

The corresponding tree and optimal solution are shown in Figure 11.4.

Figure 11.4. Scenario and lot-sizing tree.

Taking into account the probabilities, the expected cost to be minimized is

min  4sg + (1s1 4+ 18y1) + 0.5(1s2 + 18y2) + 0.5(1s3 + 24y3)
+0.5(1/3)(1s4 + 30ys) + 0.5(2/3)(1s5 + 30ys)
+0.5(1/5)(1s¢ + 20ys) + 0.5(4/5)(1s7 + 25y7)
=4sp + s1 + 0.552 + 0.555 + (1/6)s4 + 1/3s5 + 0.1s6 + 0.4s7
+18y1 + 9y2 + 12y3 + 5y4 + 10ys + 2ye + 10y7.

Note that the coefficients H, for v > 1 are precisely the probabilities of out-
come d,, occurring (because we have taken h = 1 throughout).

11.10.1 Mixing Set Relaxations with Constant Capacities

First we rewrite the constraints (11.69) defining LS-C-TREEF in the form

so + Z Ty >dy, forallv eV,
wEP(1,v)

where duy = 3, e p(y,p) dw for all u € V and v € S(u) U {u}.
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Now for each U C V, we use surrogate inequalities to construct obtain a
mixing set for the problem LS —CC —TRFEE. Specifically, using the capacity
constraints x, < Cy,, we obtain the mixing set X MX(U):

sy +Czyy >dy, forallveV
su>0,z2u, €ZT forallveV,

where sy = s0 + ), cp Tu, and 2y, = ZueP(l,v)\U Yy, for allv e V.

Example 11.8 Suppose that the scenario tree has just two levels as shown in
Figure 11.5,

VX,
@—»sn
vd,

Figure 11.5. Scenario tree with two levels.

and suppose in addition that dy >0 and 0 < de < dz < --- <d,.
The mizing set XMIX(0) is

so+Cy1 > dy
so+Cy1+y) >di+d; fort=2,...,n
so R,y €Z yn+y €ZL fort=2,....n,

the mizing set XMIX({1}) is

50+ 1 >dy

80+.’E1+Cyt2d1t fOftZQ,‘..,TL
so+ax1 €RL,y, €ZL fort=2,...n,
or alternatively, using s1 = so + 1 — dy,
{(s1,9) e RL x {0,1}" " 151+ Cyp > dy for t=2,...,n},

and similarly the mizing set XMIX ({1,v}) for nodes v € {2,...,n} can easily
be rewritten as the mixing set
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Sop+Cy >dy —d, fort=v+1,...,n
sy €ERL,yp €Z fort=v+1,...,n

11.10.2 Valid Inequalities for LS-CC-TREFE

As the feasible region XLS—CC-TREE Jieg in the intersection of the mixing
sets XMIX(U) for U C V, the corresponding mixing inequalities are valid
inequalities for problem LS-CC-TREE, and for fixed U one can separate
each of these families of inequalities in time polynomial in n = |V

Example 11.7 cont. We give an example of three types of valid inequalities
arising just from consideration of the first two periods. The inequality

so+Ty1 +1ly2 +3ys > 7
is a a mizing inequality for the set XMIX (D). The inequality
So+Tyr +1lys +x3 > 7
is a mizing inequality for the set XMIX({3}), and the inequality
So+x1+1lys +a3>7 or s3+ 1y >1
is a mizing inequality for the set XMIX({1,3}).

Finally note that the convex hulls of the mixing set relaxations defined in
Section 11.10.1 suffice to define conv(XS—CC—TREE) when 55 = 0 and the
scenario tree has just two levels (see Exercise 11.11).

Exercises

Exercise 11.1 Prove the validity of the (I, S, R) inequalities for the lot-sizing
set with sales XLS-U-SL,

Exercise 11.2 We say that a hot start-up occurs if it is at most « periods
since the item was switched off (last produced), and it is a cold start-up oth-
erwise.

i. Model such start-ups by adding to the basic (y;, z¢, w:) model.

ii. Generate tight valid inequalities.

iii. Give an extended reformulation as a unit flow in a network.

Exercise 11.3 Consider an instance of LS-U-SUB with data n = 5, d =
(3,4,2,1,3),5 = (6,3,4,3,5), and the fractional solution y* = (1,1,0,0.75,0),
x*=(3,7,0,3,0), s* = (0,0,3,1,3,0). Find a valid inequality cutting off this

point.
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Exercise 11.4 Solve the instances of WIW-CC-SS in Examples 11.5 and 11.6
where ¢ = (20,25, 20,44, 22) just by reformulations and linear programming.

Exercise 11.5 (Lot-Sizing with Warm-Starts)

Consider the following variant of WW-CC. If a set-up takes place in period
t, it is a cold set-up if x;_1 < @ in which case one has to pay a set-up cost ¢,
or it is a warm set-up if z;_1; > @ in which case there is no set-up cost, but
there is a keep warm cost of a(C — z4_1). Here Q < C.

i. Formulate as a MIP.

ii. Show that an optimal solution consists of sequences of set-ups of the form:
“Cold, Warm, ..., Warm, Warm” or “Cold, Off, ... ,Off”. Use this to derive
a dynamic programming algorithm for the problem.

Exercise 11.6 (Lot-Sizing with a Perishable Product)

Consider the following variant of LS-U. The product becomes unusable after
T periods for some positive integer 7.

i. Derive a polynomial algorithm for this problem.

ii. Propose an extended formulation for this problem.

Exercise 11.7 (Lot-Sizing with Delivery Time Windows)

Suppose that production, storage, and set-up costs are as usual, but that de-
mand consists of a set of client orders of size { D"}, ¢y each with an associated
time window [b,,, €,] during which the client must receive the order. Suppose
that there is no backlogging. If the order v is produced during the [b,,e,]
interval, no storage costs are paid. On the other hand, if some of the order
is produced before period b,, storage costs will be paid until period b, and
that part of the order is delivered in period b,. Note that there are at most
n(n + 1)/2 distinct time windows, so we can assume that |V]| < n(n +1)/2.
i. Formulate as an MIP.

ii. Show that if the problem is uncapacitated, each order DV is produced
completely in one period, so there is no order splitting. Use this to derive a
polynomial algorithm for the case of Wagner—Whitin costs.

iii. With Wagner—Whitin costs, show that the following inequalities are valid
and provide a tight formulation. For each interval [k, ],

Sp_1 > Z D(1—yr— ... — Ye,)-

vEV:k<by,ey <1

Exercise 11.8 (Lot-Sizing with Constant Capacities and Upper Bounds on
Stocks)

Define a regeneration interval [t, (] for LS-CC-SUB as a partial solution with
s¢-1€{0,81},5€1{0,8} and 0 < s, < S, for t <wu < I. Show

i. how, for each of these four possibilities, the cost of a minimum cost partial
solution can be calculated in polynomial time by dynamic programming,

ii. how these costs can be used to solve LS-CC-SUB, and

iii. how to derive a tight extended formulation.
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Exercise 11.9 (Lot-Sizing with Constant Start-Up Times)

Consider WIWW-CC-SC with in addition a loss of capacity, or start-up time
(s < Cyp — Lz for all t). Derive a polynomial dynamic programming algo-
rithm to solve the problem.

Hint: Build a recurrence based on G(t,k,p,q,d), the minimum cost of a
production plan for periods t,...,n, where k is the first regeneration point
(sk—1 = 0), p is the number of set-ups, ¢ is the number of start-ups, and
yi—1 = 0 € {0,1} indicates the start-up state.

Exercise 11.10 (Lot-Sizing with a Restricted Number of Set-Ups)
Consider an uncapacitated problem with the additional constraint that there
can be at most K periods of production.

i. Show that conv(X"W=Y)n{(s,y) : >I'_, yu < K} is an integral polyhe-
dron.

ii. Show by example that conv(XT9=Y) N {(s,z,y) : Yon_, yu < K} is not
integral.

Exercise 11.11 (Lot-Sizing on a Tree)

Consider the special case of the two-level lot-sizing problem on a tree examined
in Example 11.8 with sg = 0, @1 = 0 and no limit on the production in period
1, so that the first period decision is just to choose the end stock level.

i. With constant capacities in period 2, formulate the set of feasible solutions
as a mixing set with flows as described in Exercise 8.16.

ii. Use this to show that under the above conditions the mixing set relaxations
presented in Section 11.10.1 suffice to describe conv(XL9-CC-TREE),

Notes

Section 11.1 The uncapacitated lot-sizing model with sales LS-U-SL is
treated in Loparic et al. [107]. It is also shown there that, when the demands
are nonnegative, the separation problem for the (I, S, R) inequalities can be re-
duced to the problem of maximizing a quadratic Boolean function in which all
the quadratic terms have nonnegative coefficients, which is in turn reducible
to a maximum flow problem. In Aksen et al. [§], an O(n?) dynamic program-
ming algorithm is presented for uncapacitated lot-sizing with lost sales which
is precisely the problem LS-U-SL with nonnegative demands.

Section 11.2 The lot-sizing model with constant lower bounds on production
is treated in Van Vyve [178]. See also Constantino [47] for results on a multi-
item single-period submodel.

Section 11.3 The results for a model with almost full capacity production
are from Belvaux and Wolsey [26].
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Section 11.4 Minimum and maximum length set-up sequence, or up/down
times arise in many production planning problems as well as in job scheduling
and unit commitment problems. The inequalities of Proposition 11.5 have
been rediscovered many times, see, for instance, Lee et al. [103], Belvaux and
Wolsey [26], and Kondili et al. [99]. The proof of Proposition 11.5 is due to
Malkin [114].

Section 11.5 The formulation of piecewise linear concave production costs
is standard. Aghezzaf and Wolsey [5] show that one obtains the convex hull
for LS-U-CP with the generalized (I,5) inequalities. With varying capaci-
ties, piecewise linear production costs and general holding costs, Shaw and
Wagelmans [150] present a computationally effective pseudopolynomial dy-
namic programming algorithm.

Section 11.6 The study of the two different lot-sizing problems with pro-
duction time window appears in the thesis of Brahimi [29]; see also Brahimi
[30], and Dauzere-Péres et al. [54], including MIP formulations for LS-U-
TW P, the DP algorithm for WW-U-TW P, the equivalence of LS-U-TW P(I)
with the noninclusive time window problem, and an O(n*) DP algorithm for
LS — U — TWP(I). The other results and reformulations are from Wolsey
[195].

Section 11.7 Love [111] demonstrated an O(n3) DP algorithm for LS-U-
SUB. The equivalence with the production time window problem with in-
distinguishable orders implying the existence of an O(n?) algorithm is from
Wolsey [195]. The valid inequalities for the LS-U-SUB model are due to
Atamtiirk and Kiiglikyavuz [14]. The tight formulation for the Wagner—Whitin
constant capacity model is from Pochet and Wolsey [140]. See Exercise 11.8
for an algorithm for LS-CC-SUB.

Section 11.8 Piecewise convex storage costs are treated implicitly in Miller
and Wolsey [125].

Section 11.9 The formulation for LS-U-B,SL,PC is from Verweij and
Wolsey [184].

Section 11.10 A family of valid inequalities for stochastic uncapacitated
lot-sizing on a scenario tree, called (Q, Sg)-inequalities, have been studied
recently by Guan et al. [83]. The (Q, Sg)-inequalities are a subset of the
mixing inequalities presented here.

For the special two-level tree discussed in Example 11.8 with no initial
stock, it follows from Exercise 11.11 that the convex hull is obtained by adding
the mixing set relaxations conv(X (1)) N7_, conv(X (1, v)) in the constant ca-
pacity case. A similar result for the uncapacitated case using only (Q,Sg)
inequalities appears in Guan et al. [82]. However, for an uncapacitated three-
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level problem, the mixing inequalities do not suffice to give the convex hull of
solutions.

Other Extensions and Exercises. Formulations for several other exten-
sions have been addressed in the literature. Fixed costs on stocks have been
treated by Ortega and van Vyve [129] and the general case with bounds and
fixed costs is treated in Atamtiirk and Kiiglikyavuz [14]. Dynamic program-
ming algorithms for lot-sizing of a perishable good are presented in Hsu [92],
and formulations and valid inequalities are examined in Ortega [128]; see Ex-
ercise 11.6. In the simplest case, this is a special case of the problem with
production time windows. Bounds on the number of set-ups are discussed in
Aghezzaf and Wolsey [4]; see Exercise 11.10. A problem with demand time
windows is discussed in Lee et al. [102] (see Exercise 11.7), and a problem with
constant start-up times is treated in Vanderbeck [182] (see Exercise 11.9).
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12

Multi-Item Single-Level Problems

So far, we have only studied the formulations of single-item models. Part IV
consists of two chapters dealing with multi-item models. We derive formu-
lations for the most important classes of multi-item models and extend the
classification scheme introduced in Chapter 4.

Specifically in this chapter we present multi-item models with single-level
product structure. In such models, the different items interact because their
manufacture involves the use of common equipment or resources. In Chapter
13 we deal with multi-item multi-level models, where the different items may
also interact because of the product structure. In these models, some items
are inputs for the production of other items, so their production is inevitably
linked.

We now consider the formulation of single-level multi-item problems. Typ-
ically we consider that all production takes place on one machine, or in one
department or location. Such problems were discussed in the chapter on de-
composition and algorithms, as they are the simplest problems that are en-
countered in practice, and often decompose very naturally.

These problems typically have a feasible solution set of the form

NI

gMI _ (HXiLS—C) mYL7

i=1

where X l-LS —¢ represents the solution set of the item ¢ lot-sizing subproblem
and Y* is the set resulting from constraints dealing with the interaction be-
tween items, either because the items are competing for scarce resources such
as machines, manpower, or finance, or because there are switch-over times
or costs that depend on the order of production (set-up) of the items. Thus
sometimes Y'* decomposes into

YL _ YPM (]Y'PQ7

where is the production mode set modeling the restrictions on set-ups
and start-ups, and Y P'@ the production quantity set indicating the restrictions

YPJM
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on the production levels. As both production mode and production quantity
constraints are typically by time period, Y™ and YF? often decompose
further into

NT NT
yPM _ H YtPM and YPQ — HYtPQ'
t=1 t=1

In this chapter we study ways to model the linking set Y%, or more specifically
the sets Y™ and Y@, This leads us to extend the single-item classification
introduced in Chapter 4 to include a classification of the production con-
straints linking items, leading to

{PROB—CAP-V AR}~PM~-PQ.

One important aspect of the linking constraints is the restriction that they
impose on the set of production, or set-up sequences. Thus in Figure 12.1 we
show graphically three different production plans covering four periods. The
length of each rectangle indicates the time spent in producing the item during
the given period.
t=1

t=2 t=3 | t=4

1 | 2 2 ]

|

|
1] =

|

|
I
1
1
i
1
73 B I N
1
1
!
.1

1 [ 2

2 3 |

Figure 12.1. Three different production plans.

We observe that in the first sequence many items are produced in each
period, while in the last two sequences there are at most one, respectively
two, set-ups in each period. This turns out to be an important distinction in
our study of the linking sets Y~

We now describe the contents of the chapter.

e We start in Section 12.1 by extending our single-item classification scheme
to multi-item problems by describing the sort of constraints encountered
in each time period. Specifically we distinguish between a production mode
classification that essentially characterizes the constraints on set-ups and
start-ups linking the items in each period, and a production quantity clas-
sification that describes the sort of resource or budget type constraints
that limit the total amount produced in each period.
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e Next we present in Section 12.2 formulations for the case where only one
set-up is allowed per period, problems often referred to as small bucket
problems. We present tight formulations when each individual item is
of the form DLS-CC, DLS-CC-B, and for submodels consisting just of
set-ups and start-ups or sequence-dependent changeovers. Problems with
discrete lot-sizing and start-ups are often called discrete lot-sizing and
scheduling problems.

e Problems with two or more set-ups are presented in Section 12.3. The case
of at most two set-ups, sometimes referred to as the proportional lot-sizing
problem, forms the basis for the general case.

e Production quantity constraints are presented in Section 12.4. Here the
single-period problem is already NP-hard, so all that is known are various
families of valid inequalities. These constraints often arise in applications
and are difficult to treat effectively in practice.

e Finally in Section 12.5 we consider a multi-item constant capacity problem
with a family set-up variable in addition to, or in place of, the individual
item set-up variables. The uncapacitated version with both family and
item set-up costs is known as the joint replenishment problem.

12.1 Joint Resource Classification

Many items may require the same resources. Such a resource may be a ma-
chine, a specialized set of workers, a facility, and so on. Each of these may lead
to a production mode PM constraint restricting set-ups and/or a production
quantity PQ constraint limiting the amount that can be produced.

As earlier, we use the compact notation n and m to represent, respectively,
the number of time periods and number of items in canonical multi-item
models, whereas we use N1 and N for specific production planning instances.

12.1.1 Production Mode Classification

First we consider the structure of the single-period sets Y;7*. In the first field
PM, we limit the choice to one out of six versions

PM = [MhMl_SCa M1_5Q7Mk'7Mk:_SCa Mk_SQ]17

where M}, indicates at most k set-ups, and M, indicates no restriction on the
number of set-ups.

Mi: This is the simplest case in which there is at most one set-up per pe-
riod. Here there is just the additional constraint

Zyz <1 forallt.
i=1
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M;-SC" This is the same as My, except for the additional presence of start-up
and/or switch-off variables defined exactly as in Chapter 10:

Zi=1 ifyl=1 and ¢yl ;=0
for the start-up variables and
wy=1ify; =1and y; ., =0
for the switch-off variables.

M;-5@Q: This is the same as M;-SC, except for the additional presence of
sequence-dependent changeover variables indicating that one switches from a
set-up of item 4 in period t — 1 to a set-up of item j in period ¢. For this one
introduces the variables

X?:l if yi ;=1 and yf:l.

When more than one item can be produced per period, we need to make
precise what we mean by a start-up. First we assume that only one item is
set up at any moment during a period. Also, as before, an item can only be
produced if it is set up. Now we say that an item i starts up in period ¢ if it
is set up in period ¢, and item ¢ has not been set up continuously since before
the end of period ¢ — 1. Thus in the first production plan shown in Figure
12.1, item 1 has a start-up in period 2, but item 4 does not.

We now continue with the production mode options.

Mj-SC: Here at most k > 2 items can be set up in a period, and start-up
variables are present.

Mp-SQ: Here at most k > 2 items can be set up in a period, and sequence-
dependent changeover variables are present.

M.: Here any number of items can be set up in a period.
The production mode classification is thus

PM = [M;, M;—SC, M,—SQ, My, M,—SC, M;,—SQ]*.

12.1.2 Production Quantity Classification

In the field PQ, there is a choice of at most one out of six versions

PQ = [PC, PC-SU, PC—ST, PC—SQ, PC~U, PC—FAM]" .

PC': This is the simplest case in which there is just limited production capac-
ity. Here there is just the additional resource capacity constraint:
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m
Y d'aw) <Ly forallt,
i=1

where o’ is the amount of capacity, often production time, consumed per unit
of item ¢ produced.

PC-SU: This is similar to the previous case PC', except for the addition of set-
up times that reduce the available production capacity of the joint resource.
Here one adds

m m
Zalx; + z:b’yf5 <L, forallt,
i=1 i=1

where b’ is the amount of capacity consumed per set-up of item 1.

PC-ST: This is similar to the previous case PC-SU, except for the replace-
ment of set-up times by start-up times. Here one adds

m m
Zalxi + Zczzz < L; forallt,
i=1 i=1

where ¢! is the amount of capacity consumed per start-up of item i. Note that
in this case the production mode M-SC' is necessarily required to complete
the model.

PC-5@Q: This is similar to the previous case PC-ST, except for the replace-
ment of set-up times by sequence-dependent changeover times. Here one adds

m m .
Za’xi + Z cIxy < Ly for all t,
i=1 ij=1

where ¢ is the amount of capacity consumed per changeover from item i to
item j. Note that in this case the production mode M — S@ is also required.

PC-U: This indicates that there is no joint limit on the production level.
PC-FAM: This indicates that there are family set-up variables associated to
the multi-item production constraint of the form:

Zaixi < L;Y; forallt,
i=1

where Y; is a 0-1/integer variable indicating a family set-up or number of
set-ups in period ¢.

The production mode classification is thus
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PQ = [PC, PC—SU, PC—ST, PC—SQ, PC—U, PC—FAM]".

We have already seen that several problems involve modeling of both the
production mode and the production quantity constraints.
The combined PM-PQ) classification is now

[M17 Ml_Sca MI_SQ7 Mkv Mk_ch Mk_SQ]l /

[PC, PC—SU, PC—ST, PC—SQ, PC—U, PC—FAM)]".

We now consider how to model, or remodel these different cases. In the
next two sections, we consider different production modes. First the case with
one set-up per period, and then with more than one set-up. After that we
consider the production quantity constraints.

12.2 Production Mode Models: One Set-Up

12.2.1 Single Set-Up Constraint: M,

The basic single level multi-item problem with a single set-up per period and
backlogging LS-C-B/M; can be formulated as

min Y piai+ Y Ksi+ S Wi+ divi
,t it it 7,t

st =i ral=di4 sl -7l for all 4,¢
zl < Clyl for all 4,t
Zy§ <1 for all ¢

i

s € RT(H+1)7 r,x e RT™, y e {0,1}™",

where, as before, the variables r{ do not exist. This problem is tradition-
ally called small bucket because My is often used to model problems with
small time windows/periods/buckets during which the machine set-up status
remains constant. For certain special cases, the convex hull of solutions is
known.

Discrete Lot-Sizing with Constant Capacities

The reformulation that is tight for a single item carries over to this multi-item
case, and again leads to a network flow problem.
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Theorem 12.1 The polyhedron
t

. di
>y > [ﬁ} for all 4,t
u=1
Zyz <1 for all ¢
y € [0,1]™"

X DLS-CC/Myy

gives conu( . Optimization over this polyhedron is a network flow

problem.

As in Chapter 9, it suffices to introduce the variables z{ = 22:1 y!. Figure
12.2 shows that the resulting problem is a network flow problem (with lower
bounds on the z} flows).

Figure 12.2. Small bucket discrete lot-sizing as a network flow.

Discrete Lot-Sizing with Constant Capacities and Backlogging

Theorem 12.2 Optimizing over the polyhedron
¢

ri4+ O Zyz >di, for all 4,
u=1
t di
r,ﬁ—kleZZy;ZleHﬁ for all it
u=1
Zyz <1 for all ¢

reRT yel0,1]™
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solves DLS-CC-B/My, where fi = 4t — |4t for all i, .

This result also follows directly by applying Theorem 8.2 to the system
Pzl > b7 > 0,2t €Z  forallt,

where 7 = 77 /C?, b = d},/C" and z} = 3! _| yi, as above. Again using Figure
12.2, the matrix arising from the additional constraints

Zyz <1 for all ¢,
i

izl =y for all 4,¢

is a network matrix, and so is totally unimodular.

Note that in practice the reformulation of PROB-CAP-VAR/M;
obtained by intersecting an exact or approximate formulation for
conv(X[ROB=CAP=VAR) fo each item i with Y, = {y, : 3,90 < 1}
for all periods ¢ is typically very strong. A partial explanation is that the

latter constraints do not destroy the structure of the optimal solutions of
Y PROB-CAP-VAR
; .

12.2.2 Start-Ups and Changeovers M;-{SC, SQ}

In this single set-up model, the production sequences are very simple. It suf-
fices to indicate which item, if any, is set up in each period. With start-ups
and changeovers, the sets to be studied are, respectively,

YIS = { (y,2) € {0, 1} x {0, 1} -

dyi<t for all ¢
%2y Yy, 2 <y 4 < 1-yiy,  forallit}
and
— mn mzn
YMT5Q = {(y,x) € {0,13™" x {0, 1} -
Zyz <1 for all ¢
7

Xe Z Yyl =1 xd <wion X <yl foralli,jt}.
For simplicity below, we assume that a dummy job 0 (machine idle) has
been added, so that the machine restriction will now be written as an equality

m

Zyz =1 forallt.
i=0

To understand the tight formulations for these sets, we consider a simple
example.
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Example 12.1 Consider the five-period production sequence 1-2-2-4-3 (i.e.,

Yyt = y3 = y3 = yi = y2 = 1). Graphically this can be represented as a path
through a directed graph as shown in Figure 12.3.

t=1 t=2 t=3 t=4 t=5

i=2

®
©
©

®

Figure 12.3. A five-period production sequence.

This immediately suggests an alternative formulation for Y71 =59 namely

1= Zyl (12.1)

Y= x¢ for all 4,and ¢ > 2 (12.2)
inj = yg for all j,and ¢t > 2 (12.3)
€ 0,1, x €[0,1]™". (12.4)

As this is the standard formulation for the flow of one unit through a network,
the resulting coefficient matrix is known to be totally unimodular, and we have

Proposition 12.3 The polyhedron (12.1)-(12.4) gives conv(Y M1=5Q).
To link the start-up and changeover variables, we have

ZXt :yt

1]

Therefore to find conv(YM1=59) it suffices to find the projection of
conv(YMi=5@Q) onto the (y¢, x}’) space, and then substitute for x7”.

Proposition 12.4 conv(YM1=9C) is given by
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Zyi =1 for all ¢
i
2>y — i for all 4,¢
7 <y for all 4,t
z+ Z —Z)<1-yl for all ¢,
JigF#i
y,z € [0,1]™"

Note that the last inequality is a strengthening of the initial constraint
28 <1 —yi ;. It says that the three possibilities “item i is set up in period
t — 1, “item ¢ is started up in period t,” and “some item other than ¢ is
produced in both periods t — 1 and t” are mutually exclusive.

12.3 Production Modes: Two or More Set-Ups

When dealing with problems involving both more than one set-up per period
and start-ups, we make two slightly restrictive assumptions.

i. The last item set up in one period is always the first item set up in the
following period.
ii. Each item is set up at most once in each period.

Thus the five-period production set-up sequences

{12}{2}{24{43}{3}
and
{142}{2}{2534}{4513}{3}
are allowed. On the other hand the sequence

{12}{2}{24}{13}{3}
is not allowed because item 4 is set up last in period 3, and a different item 1
is set up first in period 4. However, it can be replaced by the feasible sequence

{12}{2}{24}{413}{3}

with zero production of item 4 in period 4. Also the sequence

{142}{2}{2532}{2513}{3}

is not allowed because item 2 is set up twice in period 3. However, it is
equivalent in certain circumstances to the feasible sequence

{142}{20}{0532}{2513}{3},

where item 0 is a dummy or idle item.

The general case M-SC, with any number k& > 2 of set-ups per period, is
closely related to that with at most two set-ups My — SC, so we start with
the latter case.
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12.3.1 Two Set-Ups: M,

Here we allow up to two items to be set up in each period. Our assumptions
imply that there is at most one start-up per period.

Proposition 12.5 With the introduction of an “idle” item “ 07, the set of
feasible set-up sequences Y M2=5C is described by the following constraint set,

2>yl -yl for all 4,
Z(yz -z =1 for all ¢
Zzz <1 for all ¢

i
izl <yl for all 4,
y,z € {0,1}™".

In this formulation, the basic constraint Y, yi < 2 is decomposed into
> (yi — zi) = 1 stating that there is exactly one item set up but not started
up in each period, and ), z; < 1 stating that at most one item can be started
up. The constraint that zf + z/_; < yi says that i can start up at most once
in periods ¢t — 1 and ¢, and if it starts up in either period, then it is set up in
period t. This particular tightening of the defining constraint z¢ < yi is only
valid in the two set-up case.

To understand whether this formulation can be improved, we again look
at the problem with changeovers, namely the set Y2752 which can be for-
mulated as YM275¢ plus additional constraints on the (y, z, ) variables that
ensure the following.

Xy =1lifyl =yl =2/ =1 foralli,jt,i#j,
Xi=1ify! =1 and Ejzg =0 for all i,¢.

To obtain a tight formulation of YM2=5% we consider again a unit flow
model, but with a different interpretation. Here the polyhedron (Q) represents
the flow of a single unit from item to item over time

> oxi? =4d for1<j<m,1<t<n
1

> oxi =61, for1<i<m,1<t<n
J

S -1

i

Xe[O,l]mQ"

shown in Figure 12.4, where 6! is the flow through node (i,t) and represents
the set-up status at the end of period ¢, that is, 6; = 1 if the machine is set
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up for item 7 at the end of period ¢, and xij is the flow from node (i,t —

1) to

node (4,t), and the path shown corresponds to the four period set-up sequence

(12)(2)(24)(43).
t=0 t=1 t=2 t=3 t=4
i ij i ij i ij i ij i
% 4 % 1 % X% X %
i=1

i=2
i=3

D
@9

© © ©
®

®

Figure 12.4. Ms;: Four-period production sequence.

In this formulation, the set-up variable yi is obtained from the equation
y; = 0;_1 +0; — xi". As for M;-5Q), to convert this into a tight formulation

for M,-SC, we can use the equation z/ = Dt x¥ to link the start-up and

changeover variables, and then we need to take the projection of Q.

Proposition 12.6 conv(YM275Y) js given by

S wi-z)=1 for1<t<n
i
z,f—i—z;;lgyg for1<i<m, 1<t<n
yi—zzgyLl forl1<i<m, 1<t<n
yz—i—Z(ng—zgﬂ—zf)gl for1<i<m, 1<t<n
JijF#i
y,z € [0,1]™".

(12.5)

(12.6)
(12.7)

(12.8)

(12.9)

Note that here (12.8) is a constraint strengthening the initial formulation.
It says that “item ¢ is set up during period ¢” and “some item other than i is

set up throughout period t” are mutually exclusive.

12.3.2 Any Number of Set-Ups

Surprisingly, passing from k = 2 set-ups to an arbitrary number of set-ups

turns out to be very simple. The crucial observations are:
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i. Any item that is not set up first or last in a period ¢ satisfies z! = y! whether
it is set up or not.
ii. The previous unit flow model for £ = 2 models precisely those items that
are first and last.

Sequence-Independent Variables M-SC

From the above observations, we obtain:

Proposition 12.7 conv(YM~=5%) js the (y,z,w)-projection of the polyhe-
dron

m . .
(vl —2) =1 for all ¢
j=1
yi—zi=yl | —wi for all 4,¢ > 2
Yl — 2l > gl for all i,
yi —wi > ¢l for all i,
>yl 2l —wl for all 4,
Yl + Z ¢{j <1 for all 4,¢
J:gFi

Y, 2w, ¢ €[0,1]".

In this formulation, the additional 0-1 variable ¢i* takes the value 1 when
item 7 is the last item set up in period ¢ — 1, is the only item set up in period
t, and is the first item set up in period ¢ + 1. This implies that, when ¢!’ = 1,
no item is started up or switched off in period t.

Observation 12.1 To obtain conv(Y Mc=5C) for k > 2, it suffices to add the
constraints

m .
Zz’ggk—l for all ¢
1

J
to the formulation of conv(Y Mee—=5C)

Sequence-Dependent Variables M-SQ

Here we allow more generality in that each item can be produced more than
once per period. This occurs for instance when there are production batches
of bounded or fixed size. For simplicity, consider just one time period, and
suppose that dummy products, denoted by i = 0 and ¢ = m+1, are used so as
to determine the first and last items produced in the period. The formulations
described here can be easily extended to multiple time periods.
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A first formulation for YM+=5@ can be obtained by adapting the known
unit flow formulation (12.1)-(12.4) for YM1=5@_ It suffices essentially to re-
define or interpret the variable x;’ as the batch changeover from product 4
produced as batch number ¢ — 1 to product j produced as batch number
t. So, the index t now represents the batch instead of the time period. The
only modification in the formulation is that Equation (12.2) becomes a >-type
constraint to reflect the fact that the number of batches processed is not fixed.

Unfortunately, this unit flow formulation involves a large number of vari-
ables, especially in multi-period models with many batches per period. There-
fore we suggest another formulation with fewer variables and constraints. We
now temporarily modify our standard interpretation for the variables y.

Let 4* be the number of set-ups of item ¢ in the period, x¥ be the number
of times production is changed from ¢ to j, and ¢ be an a priori upper bound
on the number of times any item is produced in the period.

Note that in uncapacitated models we can take ¢ = 1, but if items are
produced in batches of a fixed maximum size, one may wish to produce the
same item several times within a period.

Copying well-known formulations for the prize-collecting traveling sales-
man and vehicle routing problems, we obtain the formulation

> XY =1 (12.10)

70

ZXU =y fori#0,m+1 (12.11)
j

inj — yj for j #0,m+1 (12.12)
Z Yiomtl =1 (12.13)

i#mt1

v, x" €{0,1,...,¢} for all (i, j) (12.14)

Subtour elimination constraints. (12.15)

Here the constraint (12.10) says that there is a first job, and the second set
of constraints (12.11) that the number of times item ¢ is produced is equal to
the number of changeovers from ¢ to some other item (itself included). The
other constraints are similar.

As we must deal with integer rather than 0—1 variables, the subtour elim-
ination constraints are somewhat non-standard.

Proposition 12.8 i. A vector (y,x) satisfying the system (12.10)-(12.14)
provides a feasible production sequence if and only if the induced directed multi-
graph does not contain a disconnected directed Eulerian (i.e., all nodes have
even degree) subgraph.
1. The valid inequality
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y o1
Z xY < ng ——yF forkesS (12.16)
iaeps)  ies 1
eliminates such a disconnected multigraph on the node set S C {1,...,m},

where E(S) is the set of pairs (i,j) with i,j € S.

Example 12.2 i. Suppose that m = 4,q = 2 and consider the set-up sequence
1,2,2,4,3,3. This sequence is represented by y* = y* = 1,9% = y> = 2, and
YOU = 12 = 22 = (24 — (43 — 133 — 35 _ |
ii. Suppose now that m = 6,q = 2, and consider the vector y' = y? = 2,93 =
gt =8 =1, 02 = 13 = M = 22 = (20 = (31 = A = 6T = | that
satisfies the system (12.10)-(12.14). However, as shown in Figure 12.5, it is
not a feasible production sequence.

Taking S = {1,3,4} and k =1 in Proposition 12.8, we obtain the inequal-
ity

YB3 M i Bt BB <yl B gt %yl’

which is violated by one unit, and thus cuts off the above vector.

O—D—0—06—0
(D—(

Figure 12.5. A “non-sequence”.

The exponential number of valid inequalities (12.16) can be added as cut-
ting planes at nodes of the branch-and-cut tree having either fractional or
integer (y, x) values. In the latter case it is trivial to identify violated inequal-
ities as shown in Example 12.2.

12.4 Production Quantity Constraints PQ

12.4.1 Product Resource Constraints PC and PC-SU

The solution set of the typical single-level problem LS-C/PC-SU can be
formulated as
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st 4zl =d +5! for all i,t (12.17)
zi < Clyi for all 7, (12.18)
S dai+ ) by < Ly for all t (12.19)
seRT p e RT g e {0, 1), (12.20)

Viewed as the set ([[/2, X ") N (I1L, ;79 5Y), a natural candidate
choice for the capacity constraint set Y7¢—5U ig

Zaixi + Zbiyi <L

i=1 i=1

't < Oy for all ¢
z e R}, y e {0,1}™,

where the index ¢ has been dropped for simplicity of notation to represent the
single-period model YP¢~5Y_ When b; = 0 for all i, we write Y.

Valid Inequalities for Y7¢ and YP¢-5V

We now present valid inequalities for variants of the set Y¢SV All the
inequalities are based on the fact that the set is closely related to the single-
node flow set studied in Section 8.9.

Proposition 12.9 For YP¢ if S C{1,...,m} is a cover with Y, qa'C* —
L=X>0, then
D atat ) (@Ct - N1 -y <L (12.21)
i€s ies
is valid for YFC.

Example 12.3 Suppose that m = 3, production of each item is at constant
capacity with C' = 5,C? = 4,C3 = 3, the resource consumption rates are
a' = 1,a% = 2,a® = 3, respectively, set-up times are b = 0 for i = 1,2,3,
and the total machine availability is L = 20. The machine constraint in each
period is then:

ot 4 227 4 32% < 20

ot < byt a? <4yt e’ <3yt

e Ry, y e {017,

or

xt + 222 + 322 <20
b <5yt 222 < (2 x 4)y?, 323 < (3 x 3)y?
zeR3,ye{0,1}°
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For the flow cover C = {1,2,3} with A\ = 2, the flow cover inequality (12.21)
ot 227 4323 <20- (5-2)(1—y') — (8 =2)(1 — ) — (9—2)(1 —¢?)
1s obtained.

A more restricted single-period production quantity set is obtained by also
incorporating some knowledge from the lot-sizing model. Now consider the set

YPC=SU — yPO=SU A {(g,2,y) € RT x R™ x R™ : 2" < ply’ + ¢* for all i}.

Proposition 12.10 If T C {1,...,m} is a cover with ) ;.p(a’p' +b") — L =
A > 0, the inequality

Zaixi—FZbiyi—FZ[ail)i—Fbi—)x]*( <L+Za (12.22)

ieT ieT i€T ieT
is valid for YPC—SU,

In particular suppose that the single-item problems are uncapacitated (C*
is large for all 7). One obvious choice for p’ and ¢? is given by the most basic
(1, 5) inequality

dtyt + St

However, the (I, 5) inequalities allow a much larger choice. Specifically con-
sider the two inequalities

wp+ Y al <dyyi+ Y diyyl +sj, and
u€eS; u€eS;

uesS; u€esS;
where S; C {t+1,...,1;}. If we take o} to be the slack variable of the second
inequality, the first can be written as

<dll yt+at7 Ui 207

and thus this inequality can be used in Proposition 12.10.

Suppose now that we wish to find a separation algorithm for a point
(z*,y*, s*) with respect to the set YFPC-5U_ Note that once I; is chosen for
each ¢ € T, and assuming that there is no violated (I,.S) inequality for item
i, the smallest value for o? is obtained by setting S; = {u € {t +1,...,1;} :
wit > dly yity.

Another family of valid inequalities for Y7¢~5U can be obtained from the
reverse flow cover inequalities; see Section 8.9.
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Proposition 12.11 IfT C {1,...,m} is a reverse cover with L=, . (a'p" +
b)) = >0, and T' C N\ T, the inequality

Zaixi + Zb1y7 + Z[az$7 + (bz _ 'u>y1] < Z(aipi + bz) + Zaio_i
i€T i€T €T’ i€T i€T
(12.23)

is valid for YPC—5U

Example 12.4 Suppose that m = 3, and for some period t, a = (1,2,1),b =
(4,10,7),L = 21, d = (6,2,5) and the capacities are large. The original re-
source constraint s

ot 4227 + 23 4 4yt + 1097 + Ty < 21,
and we use the (1,S) inequalities z° < d'y® + s° to define the set Yy PCe-sU,
Taking T = {1,2} as flow cover, Y ;cp(a'd"+b") = 1x64+4+2x 2410 = 24,
so A =3, and we obtain the flow cover inequality (12.22),
ot 227 F 4yt 41097 +7(1 — ) + 11(1 — 9?) < 21 + st 4 257
Now consider a second instance with m =4, a = (1,1,1,1), b = (2,2,1, 3),
d = (5,4,5,6), and L = 16. Taking T = {2,3} as a reverse cover with y =
16— (4+2)—(5+1) =4, and T' = {1}, we obtain the reverse flow cover
inequality (12.23)

=2t +a? + 207 + 22 + 3 <124 52 + $5.

12.5 Family Set-Ups: PC-FAM

Consider the problem LS-C, PC-FAM:

min ZZhisi—i—ZZqzyz-ﬁ-ZQth
it it t

st 4al=dl+s! for all 4,¢
Z xi < L;Y; for all ¢
zy < Cly, for all ,t

seRTUT 2 e RT e {0,137 Y € {0,1}",

where Y; here represents the family set-up if any of the items {1,...,m} are
produced in period ¢ and L; is the maximum amount that can be produced
in period t. Note that we assume that the costs have been rewritten so that
pi =0 for all i,t.
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Here we consider specifically a no individual set-up variant, denoted LS*-
U, PC-FAM with uncapacitated production of each item (C{ = L;) and no
individual set-up costs (¢! = 0 for all 4,t). This has the simpler formulation

win Y3 s+ Y0
it t
st a2l =d 45! for all 4,¢

>z < LY, for all ¢

seRTHY e R Y € {0, 1}

We now derive a relaxation for LS*-U, PC-F AM taking into account the
family set-up variables. We restrict our attention to the problem in which the
budget is constant L; = L in each period.

We construct aggregated products consisting of the items {i,i+1,...,m}.
Let Sf =Y .o;s0, X{ =Y .o, 21,0} =Y -, dj, and H} = hj — hi~" for all
i,t. Now the storage costs can be rewritten as

SN hisp =YY HS;.
7 t 7 t

As Si_| + X} = D + S} and X} < LY;, a relaxation for the aggregate
products is obtained by taking any formulation of conv(X"W"W—=¢¢). Thus the
formulation

(§',Y) € conv(XWW-0C) for all ¢ (12.24)
st =8 — §itt for all i, (12.25)

is a relaxation of the problems LS*-U, PC-FAM and LS-C, PC-FAM.
As it is a relaxation, it does not follow automatically that the s obtained
from (12.25) and the production vector z obtained from the flow balance

constraints will be feasible. However, for certain objective functions this re-
laxation can be shown to solve the original problem.

Theorem 12.12 The polyhedron
{(SY, ..., S™Y) €RY x--- xRY x 27 : (S, Y) € conv(XVW~C) for all i}

is integral.
With Wagner—Whitin costs (hi >0 for all i,t) and ordered storage costs
(H} = hi —hi=' >0 for all i,t), the linear program

min{) Y "H{S; + > @Q:Y:: (s,8,Y) satisfy (12.24) and (12.25)}
[ t t
solves WW*-U, PC-FAM.

The same result holds when the family set-up variables Y; represent
batches, and are restricted to unbounded or bounded integer values.
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Exercises

Exercise 12.1 Consider an instance of DLC-CC/M; with NI =3, NT = 4,
0538

(dy=|7042], (k") =(1,2,3), (¢') = (30,10,50), and (C?) = (10, 10,12).
0067

i. Convert to a network flow problem.

ii. Solve by a network flow or linear programming algorithm.

Exercise 12.2 Consider an instance of DLC-CC-B/M; with the same data
as in Exercise 12.1 and backlogging costs b’ = (2,4,4). Solve using LS-LIB.

Exercise 12.3 Consider an instance of a multi-item discrete lot-sizing prob-
lem with sequence-dependent changeover costs in which at most one item can
be produced per period. The instance has 10 items and 35 periods. The de-
mands have been normalized so di € {0, 1}. Below we list the periods in which
there is demand for the 10 items and the changeover costs. The unit storage
costs are 10 per unit per period independent of the item and the time period.
Solve using tight formulations for DLS-CC-SC and M;-S@, and appropriate
equations linking the start-up and changeover variables.

78 86 172 211 134 146 232 229 191

z ; é 196 17212530 165 193 166 214 139 182 159 153 204
i— 411433 214 170 149 166 223 124 212 198 148
i — 5118 27 31 35 157 115 178 72 125 197 234 204 224
i—619 1734 (cil) = 164 104 132 169 90 77 147 108 87
i—717 9 209212430 163 210 133 188 92 112 220 213 217
i — 821 25 28 112 89 167 145 83 124 122 211 141
i—09 o4 133 132 235 123 185 181 232 122 76
i — 10110 11 12 214 150 217 100 213 104 230 170 133

231 160 96 147 215 210 210 164 215

Exercise 12.4 Consider a problem with mode constraints WW-U/M; with
NT =15,NI =6,
000000 83 108 114 121 110 124 104 86 87
000000122101 89 108 101 109 106 108 76
(di) = 000000 83 82 112109119 8 99 80 123
t 000000101 81 117 76 103 81 95 105 102
000000111 98 97 80 98 124 78 108 109
000000107105 75 93 115113 111 105 85
(¢*) = (600, 1000, 800, 400, 800,400) and (h*) = (3,1,1,3,2,2).

Solve this problem using a tight extended formulation for conv(XWW~=V) or
using LS-LIB.

Exercise 12.5 Consider a problem with mode constraints WW-U/M}, with
the same data as in the previous exercise. How much does the increased flex-
ibility of k = 2,3 bring?

What happens if there are in addition start-up costs g = (30, 20, 30, 40, 40, 10)?
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Exercise 12.6 Consider an instance with production quantity constraints
LS-U/PC and the same data as above, and a production limit of L = 500 for
the joint production constraint. Solve this instance.

Solve also with the addition of set-up times ST = (30, 20, 30, 40, 40, 10).

Exercise 12.7 Consider the following planning and scheduling problem in-
volving the allocation and sequencing of NI = 10 products with sequence-
dependent costs on VK = 10 parallel facilities. There is a single time period
(NT =1). Let I = {1,..., NI} be the set of products, and K = {1,..., NK}
be the set of facilities.

For each product i, there is some minimum demand d’ to satisfy, there is
no initial inventory, and any amount larger than or equal to the demand d°
(i.e., backlogging is not allowed) can be sold at a unit selling price p':

(d") = (221,118,81,25,12, 56, 16, 78, 76, 24),

() = (0.01,0.01,0.01,0.01,0.01, 0.09, 0.08, 0.09, 0, 10,0, 11).

For each machine or facility &, the set PA; C I is the subset of products
that can be processed on facility k. Products are processed in batches, and
each batch outputs a single product. When one batch of product ¢ is pro-
cessed on facility k, there is a minimum batch size M TN ,i and a maximum
batch size M AX i (because of required maintenance or cleaning operations, or
tool lifetime) representing the minimum and maximum quantity of product ¢
produced. Several batches of the same product can be produced on a facility.
PA, ={1,2,8}, PAy, ={1,2,4,5,10}, PA3 =1{1,3,4},

PA, ={1,2}, PA; ={1,2}, PAg ={1,6,7,8,10},
PA; ={1,3,9}, PAg = {1,2}, PAy ={1,2,3},
PAy=1{1,3,8,10},

MIN; =5, MAX; =120 forall ik with i€ PA,,.

For each facility k, the set TRy C PAy x PAy defines the feasible transi-
tions or product changeovers on facility k. In this particular problem instance
we assume that TR, = PA, x PAy. N

For each feasible transition (i, j) € TRy, the changeover cost is T'C,’. Note
that when the maximum batch size M AX} for a batch of product i on facility
k is reached, then a changeover from product 7 to itself is required to continue
to produce the same product 7.

1 2 4 5 10
0 0.5 48 48 48
0.5 0 48 48 48
48 48 0 0.50.5 |
48 48 0.5 0 0.5
48 48 0.50.5 0

(TCY) = . (10 =

U N

—_
=]
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- » 12 3 12
(TC3) = (rciy=(1jo1 |, (T =108 ],
2110 2|80
0
1 16 16
ij 6(16 0 1 16 1
iy
(TCe) = 716 1 016 1
818 1616 0 16
10j16 1 1 16 0
3 12 3 T
(TCgJ) =11/02 |, (Tng) =
2
2|20 3

Initially each machine k is ready to produce the item STy € PAj without any
preparation or changeover cost,

(STy) = (8,2,1,1,2,6,3,1,3,10).

To set a boundary condition and assign a cost to the machine status at the

end of the schedule, it costs FC}, when item 7 is the last item produced on

machine k, where
EC; = Ty

min for all ¢, k with ¢« € PAy.

j:(i,5)ET Ry,
Finally, the production time of a batch is proportional to the batch size.

In other words, for i € PAy, PT} is the production time per unit of product i
on facility k. The capacity or production time available on facility k is CAP;.

ikl 1 2 3 4 5 6 7 8 9 10
1 15.348 6.024 11.905 11.236 4.0 6.061 6.897 9.524 9.524 11.111
2 15.319 6.024 10.989 4.0 9.091 9.091
3 12.346 6.897 8.696 11.111
4 5.650 12.658
(PTi)=1] 5 5.650
6 6.061
7 6.061
8 |5.465 6.494 15.385
9 7.407
10 6.024 6.061 11.765
and

(CAP,) = (480, 480, 480, 480, 672, 672, 672, 480, 480, 480).
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i. Use the classification scheme to propose a mathematical formulation for this
problem, and solve the problem. N

ii. Solve the variant with changeover times 77}’ instead of changeover costs,
and with

TT,ij =7 TC,ij for all 7, j, k and for some v € R,..

iii. Propose a formulation for the multi-period extension.

Exercise 12.8 For an instance of PC-SU with L = 500, ST = (30,40),
and (db,dly, d},) = (114,121,110), (d2,d2,,d2,) = (117,76,103), the follow-
ing partial fractional solution is obtained for two of the items (x},z3) =
(245.6,193.0), (va,v3) = (0.71,1), (sd, s}y, s1) = (164.7,117.9,7.9), and
(83,529, 8%,) = (76.0,0,81.0).

Find a valid inequality cutting off this solution.

Exercise 12.9 Consider the single-period submodel (12.18)—(12.20) with
a® = 1,b" = b,C} = B for all i with subscript ¢ dropped. Show that the
following inequalities are valid

i. 2t < (B —b)y'.

i Nies® ANy S B (Bt - Dieqvms¥):
where = |£] and S C {1,...,NI}.

iii. DYy <bg— Y vipslt’ — (B —ba)y']

with ¢ = min{n, |S|}.

Exercise 12.10 Suppose that there are two items that a retailer requires
over the next four periods. The required amounts are d' = (0,0, 6, 6) for item
1 and d? = (4,4,0,0) for item 2. To be sure that the items arrive on time,
the retailer can rent one or more standard trucks to deliver the items in each
period. The rental cost per period is 100 and the capacity of a truck is 10.
Once delivered, items can be stored. The per unit storage costs for the items
are 1 and 100, respectively. Decide on an optimal rental and storage plan.

Notes

Section 12.1 A first very partial classification of multi-item problems was
proposed in Wolsey [194]. The classification used here is a little more general,
and some names and notation have changed. In particular M; and My were
earlier referred to as small-bucket models, and M}, for k > 2 was a big-bucket
model. Drex] and Kimms [58] classify certain single-level multi-item problems;
specifically their classification consists of the capacitated lot-sizing problem
CLSP (called WW-U/PC or WW-C/PC in our classification), the discrete
lot-sizing and scheduling problem DLSP (called DLS-C/M;-SC/PC), the
continuous set-up lot-sizing problem C'SLP (called WW-C/M;-SC/PC'), the
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proportional lot-sizing and scheduling problem PLSP (called WW-C/Mo-
SC/PC), and the general lot-sizing and scheduling problem GLSP (called
WW-C/M-SC/PC). A taxonomy of multi-item lot-sizing models, along with
a classification of the literature, is also provided in Kuik et al. [101].

Section 12.2 The results for DLS-CC/M; are part of the folklore. The
tight formulation for DLS-CC-B/M; is from Miller and Wolsey [125]. With
sequence-dependent changeover variables, the formulation for M;-S@Q is from
Constantino [45].

Section 12.3 The formulation of M>-S@Q is from Belvaux and Wolsey [26].
That for My-SQ was proposed by Surie and Stadtler [157] and shown to
be tight by Waterer [189]. The model in which the number of set-ups per
period can exceed one appeared in the Chesapeake models [17]. Different ways
used to tackle these problems include column generation in Kang et al. [95]
and cutting planes in Belvaux and Wolsey [26]. The prize-collecting traveling
salesman problem and subtour elimination constraints are discussed in Balas
[20].

Section 12.4 The flow and reverse flow cover inequalities for PC' and PC-SU
were proposed by Miller et al. [121, 123]. In [122] they gave a tight formulation
for the special case with constant demands and set-up times. A related model
with lower bounds was studied by Constantino [47].

Though not discussed in this book, numerous specialized heuristics have
been proposed for the multi-item big bucket problem LS-U, PC-M, and its
variants. One of the earliest is from Dixon and Silver [57]. Very simple heuris-
tics were also proposed by Maes and van Wassenhove [112]. A Lagrangian
relaxation approach was developed by Diaby et al. [56] and column genera-
tion based heuristics can be found in Cattrysse et al. [34, 35]. An extensive
literature survey including heuristics is provided in Kuik et al. [101]. See also
Salomon [147].

Section 12.5 The problem LS-C'/PC-F AM was considered by Kao [96]. The
special case with unrestricted capacities (Cf = M) and unrestricted family
budget (L; = M), known as the joint replenishment problem, was shown to be
NP-hard in Arkin et al. [11]. Federgriin and Tzur [64] proposed a partitioning
heuristic, a variant of relax-and-fix, showed that it can produce e-optimal so-
lutions, and devised a branch-and-bound algorithm for the problem. Recently
a 2-approximation primal-dual algorithm for it has been given by Levi et al.
[105].

For the no-individual set-up problem LS*-U/PC-FAM, Federgriin et al.
[62] discuss a family of progressive interval heuristics, variants of relax-and-fix,
that provide polynomial approximation schemes, and show that they can be
effectively used to solve large problems. The special polynomial case treated
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in Theorem 12.12 was shown to be polynomial for a fixed number of items by
Anily and Tzur [9] based on a dynamic programming recursion. The theorem
itself is from Anily et al. [10].

Exercises Exercise 12.3 is an instance based on an article of Fleischmann [68]
that has been tackled in Wolsey [194]. Exercise 12.7 is the first test problem
in the Chesapeake problem set [17]. Exercise 12.9 is based on Constantino
[47] in which he showed that adding the families of valid inequalities (i) and
(ii) /[respectively, (i) and (iii)] suffices to give the convex hull of solutions when
y' are integer (resp. 0—1) variables. Exercise 12.10 is an instance taken from
Anily and Tzur [9)].
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13

Multi-Level Lot-Sizing Problems

Here we consider production systems in which two or more items are produced,
and at least one item is required as an input (component, subcomponent, part)
of another. To represent the component or product structure, also known as
the bill of materials, we use a directed acyclic graph G = (V, A). Here the
nodes V represent the items, and an arc (i,7) € A with associated value
r¥ > 0 indicates that r/ units of item 4 are needed in the production of each
unit of item j. See Figure 13.1. Throughout D(i) = {j : (¢,j) € A} denotes
the set of direct successors of i € V', S(7) the set of all successors, and P(i)
the set of predecessors.

[0 i)

& ® @ (4)
1 2 3 1
2 4
@& @ ® @ O
1 1 fl
3 2 1
1 1
d dt

Figure 13.1. Different production structures.

It is also usual to distinguish different forms of product structure. In Figure
13.1, structure (i) is called production in series, (ii) is an assembly structure,
(iii) is a general product structure, and (iv) is a distribution or arborescence
structure. Note that it is possible to redefine the items so that % = 1 on all
arcs in the series, assembly and distribution structures, but not for the general
structure.
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Example 13.1 For the assembly structure (ii) in Figure 13.1, if we define a
new item 5 to be 2 units of the old item 5, 6 to be 3 units of item 6, 4~ to
be 8 units of item 4, and 2 to be 4 units of item 2, the new product structure
is the same as before, but "4 =1 for all arcs (i,5) € A.

Similarly for the distribution structure (iv), it suffices to take the new
item 87 to be % of the old, 2° to be % of the old, and adjust the demands

dg’/ = 3d§’7df/ = 4d?, d%/ =d}. The new digraphs are shown in Figure 13.2.

(ii) (iv)

& ® @ (4)
1

111
® @ O

3

3dt

2 41
4d’ dt

Figure 13.2. Modified items and structures.

Before discussing properties of the different structures, we introduce what
turns out to be an important concept for our modeling of multi-level problems.
We consider here the base case where the production lead-times or produc-
tion time lags (see Chapter 2) are zero. Extensions to positive lead-times are
considered later in the chapter.

Definition 13.1 When the production lead-times are equal to zero, the eche-
lon stock of item i in period t is the total stock of item i within the system at
time t, whether held directly as stock, or as the stock of other items containing
one or more units of item i.

Thus in Figure 13.2, the echelon stock of item 4 in the assembly structure
is the sum of the stocks of items 4”, 2" and 1, and the echelon stock of item
4 in the distribution structure is the sum of the stocks of items 4, 3", 2" and
1

As a classification scheme for multi-level problems, we just add M L-
[S, A, G, D]' where S, A, G and D denote series, assembly, general, and dis-
tribution structure respectively.

We now outline the contents of this chapter.
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e In Section 13.1 we consider the lot-sizing in series problem. For the unca-
pacitated problem, we demonstrate a polynomial dynamic programming
algorithm. We then discuss two reformulations: one based on echelon stocks
permits a partial decomposition into single-item subproblems, and the sec-
ond multi-commodity reformulation generalizes that for the single-item
problem. Also some valid inequalities are derived, and we present the
nested property of solutions for certain classes of objective functions.

e In Sections 13.2 and 13.3 we show how the echelon stock reformulation
can be extended and can also take into account lead-times in production
for the assembly and general product structures, respectively.

e In Section 13.4 we extend the multi-level production model to include
transportation to one or more demand areas. We indicate by example how
the concept of echelon stock generalizes so that the various inequalities and
reformulations derived earlier can also be used to tighten the formulations
of these problems.

13.1 Production in Series M L-S

If there are m items, the product structure digraph is G = (V, A) with V =
{1,...,m} and A = {(2,1),(3,2),...,(m,m — 1)}. Thus D(#) = ¢ — 1 and
S(i) ={1,...,i—1} fori > 2, D(1) = S(1) = 0, and P(i) = {i + 1,...,m}
for i < m. As indicated above we can take r”/ = 1 on all the arcs.

The basic formulation of ML-S/LS-C, without time lags or produc-
tion/operations lead-times (see Chapter 2) and with n time periods, is:

min ZZptxt +Zthst +ZZ%% (13.1)
=1 t=1 i=1 t=0 i=1 t=1
st 4al =it 4 s for2<i<m,1<t<n (13.2)
st +al =df +s} forl<t<n (13.3)
z; < Cly; for 1<i<m, 1<t<n (13.4)
seRTHY g e R y {0, 1} (13.5)

In this formulation, the term z{~* in the flow conservation constraint (13.2) is
the dependent demand of item 4 in period ¢. The flow conservation constraint
(13.3) takes the classical form with the external (or independent) demand d; of
item 1 in period t. Note that in some applications there is also an independent
demand term d} for intermediate items in the right-hand side of (13.2).

We see in Figure 13.3 that M L-S/LS-C can be viewed as a fixed charge
network flow problem.

As before we can always eliminate the production variables z¢, or the stock
variables si, from the expression of the objective function. Thus often in this
chapter we assume that pi = 0 for all i and t.
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!

Figure 13.3. M L-S as fixed charge network flow.

13.1.1 Optimization for M L-S/LS-U

From the fixed charge network flow representation of M L-S, extreme solutions
correspond to acyclic support subgraphs as illustrated in the right part of
Figure 13.3, and one obtains immediately the following.

Proposition 13.1 For the uncapacitated lot-siz_z’ng in series problem M L-
S/LS-U, there exists an optimal solution with si_,xt = 0 for all i,t, and if
x> 0, then xj = d., 5 for some t < a < B.

From this it is possible to develop a dynamic programming algorithm to
solve M L-S/LS — U. The recursion is based on finding the optimal cost of
converting a quantity déﬁ of item ¢ available in period ¢ into final product
item 1 so as to satisfy the demands d,.. ., dé over the interval [, J3].

Let H(i,t,c, f) with 1 <t < a < 8 < n be the minimum cost of such a
transformation, and assume that H(i,t, a, 3) = 400 in all other cases.

X, = dow_1

Figure 13.4. Production/stock division of the entering flow.
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What can happen to the flow of d}, 5 units flowing through the node (i,t)?
Typically it splits into two parts; see Figure 13.4. An amount déw_l of item
1 is used up to produce the same quantity of item ¢ — 1 in period ¢, and an
amount d}vﬁ of item ¢ is stocked till period ¢ + 1.

The resulting recursion is

H(i,t,a, ) = min (h;‘d;ﬁ + H(i,t+ 1,0, 3),
. i—1 .
H(i—1,t,o,y—1
’Y:Oglrllr’lm’ﬁ[% +H(i—1,t,a,y = 1)
+hidl g+ H(i,t+1,7,8) ],

q§—1+H(i—1,t,a,ﬁ)) if dy >0

H(i,t,«a,8) =H(,t,a+1,0) ifdy, =0,a<f
H(i,t,a,a) =0 if d, = 0.

Note that if d, =0 and o < 8, H(i,t, a0, 8) = H(i,t,c + 1, 3) for all i,¢.
Now, to obtain a complete recursion solving M L-S/LS-U, we initialize the
recursion with

H(1,t, 0, 8) = bidhoiir o)+ H(t+ 1, max[t + 1,0], 8)  and
H(1,t,t,t)=0 foralll<t<a<pg<n.

Then we add a preproduct m + 1 representing the raw material used in
the production at level m. The total requirement di, of this preproduct is
available at time ¢t = 1, and it can be stored at no cost; that is, h?’“ =0 for
all t. We compute H(i,t, o, ) for 1 <t <a<f<nand2<i<m+1 using
the above recursion. The optimal value of problem M L-S/LS-U is given by
H(m+1,1,1,n).

Example 13.2 We consider an instance of ML-S/LS-U with m =n =3,

888 145 74 52
(R)y=1[(422], (¢)=| 78 3483 and d = (0,19,24).
111 26 79 98

The values of H(i,t,a, B) and v(i,t, a, B) from the dynamic programming re-
cursion are shown in Table 15.1, where v(i,t, o, 3) € {a,...,B + 1} is the
optimal way of splitting the demand d}lﬁ in the computation of H(i,t,«, ).
The entries are calculated column by column in the order shown. As dy = 0,
we only need to consider values of a > 2. We now present a sample of the
calculations arising in generating the values in Table 13.1.
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Table 13.1. Values of H(i,t, «, 3)

t=1 [1=2 [1=3 [1=4

t,a, 8|l H ~| H v H v H ~
3,3,3 0 3| 52 4| 135 4| 233 4
2,3,3 || 184 100 3| 134 4| 135 3
2,23 184 174 3| 208 4| 306 4
2,221 0 79 3| 113 3| 211 3
1,3,3 || 368 270 3| 158 3| 135 3
1,2,3 | 528 346 2| 251 2| 277 4
122152 | 155 2| 132 2

H(1,1,2,3) = hldys + H(1,2,2,3) = 8 x 43 + 184 = 528
H(2,3,3,3) =q5 + H(1,3,3,3) =52, y=4
H(2,2,2,3) = min{qs + H(1,2,2,2) + hads + H(2,2,3,3),q5 + H(1,2,2,3)}
= min{74 +0+2 x 24+ 52, 74+ 184} =174, v =3
H(3,1,2,3) = min{h3dys + H(3,2,2,3),
qi + H(2,1,2,2) + hids + H(3,2,3,3),
@+ H(2,1,2,3)}
= min{1 x 43 + 208,78 + 155 + 1 x 24 + 100, 78 + 346} = 251,
v =2.

The optimal value is given by H(4,1,1,3) = H(4,1,2,3) = 277. Working
backwards to find an optimal solution, we have that v(4,1,2,3) = 4 and thus
23 = das, y3 =1, and we move to state (3,1,2,3).

As v(3,1,2,3) = 2, we see that s3 = dag, and we move to state (3,2,2,3).

As 7(3,2,2,3) = 4, we see that x5 = daz, y5 = 1, and we move to state
(2,2,2,3).

As v(2,2,2,3) = 3, we have that 3 = da, y3 = 1 moving to state (1,2,2,2)
and s3 = d3 moving to state (2,3,3,3).

In state (1,2,2,2), H(1,2,2,2) = 0 and the amount dy has been delivered.

In state (2,3,3,3), v(2,3,3,3) = 4, so we have that 3 = d3, y3 = 1 moving
to the end state (1,3,3,3).

Thus the complete production schedule is is 3 = do3, 13 = dagz, T3 =
dg, Ié = d3.

13.1.2 The Echelon Stock Reformulation for M L-S

For the production in series model, the echelon stock of 4 in ¢ is just the sum
of the stocks of all items containing 7, namely the items j with j <.
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@ J

Let the variable e! represent the echelon stock of i in t. As el = > =15t
we can rewrite the formulation (13.1)—(13.5) with the variables e} in place
of the variables si. Summing the constraints (13.2) for j = 2,...,7 plus the

constraint (13.3), we obtain the equation

i i
J i _ gl J
E:St_1+$t—dt+§ 5t
j=1 =1

which gives
63571 + (E; = d% + e%»
and the constraint s¢ > 0 gives

el > et

Also >, hist = Dt Ri(el —eimt) = Z:i’t(hz hit1)ei. Thus we obtain the
reformulation

mln{z (Rl — Rt hyel 4 thyt S(at iyt el) € XiLS_C,ei > el for all i,t},

where X297 is the single item set

el 4ai=d +eé for all ¢
zi < Clyi for all ¢

PeRTTY 2t e R,y € {0,1}7,

studied in Parts II and III. Note that whereas the original formulation contains
a lot-sizing subproblem only for the final product item 1, this new formulation
includes a single-item lot-sizing subproblem for each item i. H} = hi — hit!
is called the echelon holding cost of item 4 in period t.

Taking ZM! to be the feasible region, we can write

m
ZME = HX'Z.L‘SLC N{ee R+ el > ei=1 for all i,t},
i=1
where we take €Y = 0 for all t. Using the reformulations of the earlier chapters,
we can immediately obtained the improved formulation

QML = Hconv(f(iLS_C) N{ee R™"+D el > =1 for all it}
i=1
in the uncapacitated ML-S/LS-U and constant capacity M L-S/LS-CC
cases, respectively.



402 13 Multi-Level Lot-Sizing Problems

13.1.3 Multi-Commodity Reformulations: Uncapacitated Case

Another way to obtain a tighter formulation of M L-S/LS-U is by using a
multi-commodity reformulation with the following variables:

zﬂt is the amount of component j, measured as a fraction of the demand d,
produced in period u destined to end up in the finished product delivered in
period ¢ with u <t, and

w?, is the stock of component j, measured as a fraction of the demand dy,
in stock at the end of period u destined to end up in the finished product
delivered in period t with u < t.

This leads to the formulation

min ZZhisi +ZZqiy§

j=11t=0 j=1t=1
wl g+, =2l for2<j<m, 1<u<t<n
wifl,t—’_zit:aut"_wit forl<u<t<n
n .
xl, =Y dyzl, for1<j<m, 1<u<n
t=u
n .
Sizzdtwit for1<j<m,0<u<n—-1
t=u+1
2 <yl for1<j<m, 1<u<t<n
Z e RNy e RMVED/2 0y eho 1y,

where d,; = 1 if u =t and d,; = 0 otherwise.

Eliminating the multi-commodity stock variables and using the equivalent
form of the objective function in the (x,y) variables, one obtains a facility
location variant

min Y S plal+> > qlyl (13.6)

j=1t=1 j=1t=1
t .

>z, =dj for1<j<m,1<t<n (13.7)
u=1

zitgyi for1<j<m, 1<u<t<n (13.8)
Sz At for2<j<m, 1<k<t<n (13.9)
u=1 u=1

x) = Zdtz,it for1<j<m, 1<u<n (13.10)

t=u

2 e RTMDE Ly e 0,13 (13.11)
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Here the constraint (13.9) is a strengthened version of the constraint e} > el *.
Therefore the linear relaxation of (13.6)—(13.11) is at least as strong as the
echelon stock reformulation QM derived in the last subsection. However it
can be shown that solving the linear relaxation of (13.6)—(13.11) does not
always lead to an integer solution.

13.1.4 Valid Inequalities for M L-S/LS-U

Here we use the echelon stock reformulation to suggest a first class of valid
inequalities for M L-S/LS-U. We then interpret these inequalities as a compar-
ison of inflows and outflows over a subgraph of the product structure digraph.
This allows us to obtain several more general classes of inequalities.

As we have shown that (27,¢7,97) € X5~V ¢ XWW-=U for each compo-
nent j, the valid inequality (7.33) immediately provides us with a first class
of valid inequalities

j l
=50 > dul—yl = — i), (13.12)

We now give a direct interpretation of these inequalities. If yi =... =
yJ = 0, there is no production of item j in the interval [k, u], and thus the
d, units of item j that form part of the final delivery of d, units of item 1
in period u must already have been produced prior to period k and so must
form part of the echelon stock e],_,.

Now observe that if yi’“ = yi’:’f = ... = yJe = ( for some sequence of
items jr, Jk+1, ,Ju With 7 > jx > Jk+1 > ... > Ju > 1, it is still impossible

for any units of item j produced in the interval [k, u] to end up in the final
product d,, delivered in period u. Therefore the following holds.

Proposition 13.2 If j > jry 2 Jrt1u = 2 Juu = 1 forallu==%k,... I,
the inequality

J 1
=D shoy =Y du(l -yt eyl (13.13)
=1 u=k

is valid for XME—S/LS=U

Example 13.3 Taking j = 3,k = 2, and |l = 5, the first inequality (13.12)
takes the form:

e > da(1—y3) +ds(1—ys —y3) +da(1—y3 — y3 — u3)
+ds(1—ys —ys —yi —yd)

see Figure 13.5a.
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3 3 3 3
<My, <My, <My, <My,

Figure 13.5. Valid inequalities: inflow versus outflow.

If we use the same nonincreasing item sequence {ja,...,j5} = {3,2,2,1}
for each u, we obtain

e} > da(1—y3) +ds(1—ys —y3) +da(1—y3 —y3 — v3)
+ds(1—ys —y3 —vi— i)

see Figure 13.50.

Finally, if we use a different sequence for each u, that is, the sequence {2}
foru =2, {3,1} foru =3, {3,2,1} for u =4, and {2,2,1,1} for u =5, we
obtain

e > dy(1—y3) +ds(1—y5 —ys) +da(1—y3 — 3 — i)
+ds(1—y3 — Y3 —yi—ys).

Comparing the inequalities and their representations in Figure 13.5, we
see that in each inequality we have the constant term ds + d3 + d4 4+ ds = das
which is the outflow from the subgraph, whereas the inflows are either the
horizontal flows in ef = s} + s7 + si, or the vertical inflows with the set-up
variable y] times the amount of outflow that needs to be covered by inflow
on that vertical arc. For the first two inequalities in the example, it is the
maximum amount of flow entering on that arc that can be used to satisfy the
demands ds,...,ds. The third example is less obvious because each demand
d, is treated individually in the inequality (13.13).

This inflow—outflow viewpoint allows us to generalize even further. We
demonstrate just by example.

Example 13.4 One possibility is to use more general subgraphs. For instance
for the subgraph shown in Figure 13.6, we have modified the horizontal inflows,
and we obtain
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s§ 4 55+ 55 > ds(1—y3 — y3) + da(1 — y3 — v3 — i)
+ds(1—y5 —y3 — yi — v2).

A second possibility is to replace the set-up variables yJ, due to the vertical
arcs by the corresponding production levels z3, (flows). Replacing the period 3
variables in the second inequality of Example 15.3 gives

el + a3 > da(1—y3) +ds(1—y3) +da(1 —y5 — y3) +ds(1 — y3 — 3 — i)

9

2 di ¢

Figure 13.6. Valid inequalities: modifying stock and set-up inflows.

13.1.5 Nested Solutions

Under certain circumstances, optimal solutions have even more structure.

Definition 13.2 A solution to a multi-level lot-sizing problem is said to be
nested when, for all i,t, if i >0, then x] > 0 for all j € D(i).

A nested solution for the series product structure is shown in Figure 13.7.

Proposition 13.3 If either

i. the echelon holding costs are Wagner—Whitin for each item, that is, P+
H} —piH > 0 for all i,t, and the set-up costs g are monincreasing in t for
each j, or

ii. all objective coefficients are independent of time, that is, pi = p' ht =
ht, gt = ¢ for alli,t,

then there exists an optimal solution that is nested for ML-S/LS-U.
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— 0
O

!

Figure 13.7. A nested solution.

Note that combined with Proposition 13.1, it follows that in a nested
solution, if #} > 0, then z} = d;3 for some ¢ < 3 < n. Therefore the complexity
of the dynamic program solving M L-S/LS-U can be reduced by computing
only the values H(i,t,t,8) foralll1 <i<mand 1 <t < g <n.

13.2 Assembly Systems

For assembly systems, |D(i)] = 1 for all intermediate products, and S(i) is
the set of items on the path from D(i) to the unique end-product containing
i. The arcs of the production structure digraph are of the form (i, D(4)). In
Figure 13.1ii, item 3 is the direct successor of item 5, so D(5) = 3. Both items
1 and 3 contain item 5, so S(5) = {1, 3}. Here, assuming that the utilization
factor r = 1 for all j € D(i), we obtain the mixed integer programming
formulation

min ZZpix§+ZZhisi+quzyz

i=1 t=1 i=1 t=0 i=1 t=1

si_i = zf)(i) + st for 2<i¢<m, and all ¢
st +al =df +s} for all ¢

a:; < C’Zyl for 1 <i<m, and all ¢

s € }RT("H), r e RY", ye{0,1}m"
This problem is no longer a fixed charge network flow problem. However, in
the uncapacitated case the extreme points still have a very simple structure.

Proposition 13.4 For ML-A/LS-U, there exists an optimal solution with
si_1xy =0, and if x; > 0, then x} = dj 5 fort < a < 6.
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In practice it is again of interest to use the echelon stock reformulation.
Now clearly e! :‘si + e?(l) =si+ Zjes(i) s] is the echelon stock, and H} =
ht — ZJ—:D(J.):Z. ki is the echelon holding cost. The reformulation obtained is
thus

m n m n m n
min Y Y piai -+ Y Hiei+ ) D dii
i=1 t=1 i=1 t=0 i=1 t=1
el +xl=d} +el for all ¢,t
zl < Clyl for all ¢,t
el > ef)(i) for all ¢,t

ec ]RT(”H), z e RT™, ye{0,1}m".

This assembly problem can be treated in much the same way as the series
model. One can generalize the multi-commodity reformulation, and the valid
inequalities (13.13), and the echelon stock reformulation allows us to apply
our knowledge about single item formulations to each component.

13.2.1 Nested Solutions

Nested solutions also arise naturally in assembly problems.

Proposition 13.5 For ML-A, if the echelon holding costs are Wagner—
Whitin for each item, that is, pi + Hj — pi_H > 0 for all i,t and the fized
costs are nonincreasing over time q; > q; 1 for all i,t, then there exists an
optimal solution that is nested.

When, in addition, the set-up costs are nonnegative, this suggests a dy-
namic programming recursion for M L-A/WW-U that is polynomial in m,
but exponential in n.

Specifically, let G*(y) be the minimum cost for component i and all its
predecessors of satisfying the external demands d} for all ¢ at the level of
component i, when y* =y € {0,1}" are the set-up periods for item i.

We obtain

G'y) =D Hiep+y aqiye+ Y, min{G(z):2<y,z€{0,1}"},
t

t J:D(G)=i

where e} is uniquely defined by producing as late as possible, that is, e!_; =
maxy>¢[de (1 —ye — - — y)]-

13.2.2 Lead-Times and Echelon Stocks

Suppose now that the production of component i requires a lead-time ~°,
consisting of a nonnegative integer number of periods, and that z} is the
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quantity whose production is started in period ¢ and which becomes available
in period t 4+ ~*. Thus we have the model:

m n m n m n
min YN “piai+ > > hisi+ > > gy

i=1 t=1 i=1 t=0 i=1 t=1
st + xi—w‘ = xtD(i) + st for 2 <i<m, and all ¢
St_1+ $,L,Yl =d} +s! for all t

zi < Cly; for all 4,t

s € RT("“), z e R}, ye{0,1}".

How should we now define the echelon stock of 7
To preserve the decomposition into single-item lot-sizing problems, it is
easily checked that it suffices to define

R
el =sl+e )

t4+y PG

This echelon stock of component j in period ¢ can be interpreted as the total
amount of component j held in inventory, as component j or as part of its
successors, that can be used to satisfy the final demand of item 1 from period
t + 47 on, where 3/ = Zies(j) ~ is defined as the cumulative production
lead-time from component j till component 1. This concept leads to the new
echelon stock reformulation:

e 1+ = dtlw + el for all 4,¢ (13.14)
z; < Ciy, for all 4, (13.15)
ei > e, for all i,t (13.16)
e RT 2 e Ry e {0, 1), (13.17)

Example 13.5 Consider the assembly system of Figure 13.8 with five items,
and lead-times v = (1,3,3,2,1).

¥ =1 (4) v* =2
RN O NN ONES
ORZ

Figure 13.8. Assembly structure with lead times.
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Just taking the flow conservation equation for item 4 and its successors we
have v* = 2,4% =3, and y' =1 and 3* = 4 giving

4 4 _ .2, 4
St_1 T Xy_o =Tf + 8§
2 2 .1 2

Sipo T XY = Xii3+ Sii3

1 1 _ 1 1
Siys t Tiyg = diga + Spya-

With e} = s{, e} = s? + el ef = st+ef g = st + st 3+ Stiy, the sum of
the three balance constraints gives

4 4 _ q 4
€1 T Tio=digte;

which is precisely of the form (13.14).

13.3 General Systems

For general production systems the values 7%/ cannot all be set to 1, so these
values need to be taken into account in the formulations.
The initial formulation takes the form

min >N plal 30N hisi+ > gy}

i=1 t=1 i=1 t=0 i=1 t=1

si_l +x§: Z rijx{+si for 2 <i<m, and all ¢
jeD(@)

sty +af =di + s} for all ¢

xt < Clyt for all ¢,t

s € RT("H), z e RY™, ye{0,1}™",
and defining the echelon stock of item ¢ in period t as
desit Y v,
JED(3)
the echelon stock reformulation becomes
m n
win 353 st

i=1 t=1
m n

Y N hi— T PRDer +> 0> aqii (13.18)

i=1 t=0 §:D(j)=i i=1 t=1

subject to
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el |+l = R(i)d} + el for all 4t (13.19)

zi < Clyi for all 4, (13.20)

ef> > rie for all 4,t (13.21)
JED()

e e RTU 2 e RT gy e {0,117, (13.22)

where R(7) is the total number of item 4 in one unit of item 1, the final product.
More generally let R(i,j) be the total amount of item 4 in one unit of item
J, so that R(¢) = R(i,1). The values R(i,j) can be calculated recursively as
R(i, j) = > 1ep rali(l, j). It then follows that

el = st + Z riel = ZR@]

JED(2) JEV
Example 13.6 For the general structure iii) in Figure 13.1, R(1, ) =
1,R(2,1) =2,R(3,2) =2,R(3,1) =5,R(4,1) = 6 R(5,1) = 19,R( 1) =
Similarly R(2,2) = 1,R(3,2) = 2,R(5,2) = 3R(3,2) + 2R(2,2) = 8, cmd
R(5,3) = 3.
Taking the flow conservation equations for item 5 and its successors, we
have

sP_ 4+ =3z} + 227 + 5}
383 | + 3x} = 627 + 3w} + 353
8s?_, + 827 = 16x] + 8s7
19s;_; + 19z = 19d} + 19s;}.
With € = s} + 3¢} + 2e? = s} + 3(s3 + 22 + lej) +2€2 = --- = s + 357 +
8s? + 19s}, we obtain
eiy a7 =19d; + ¢},

which is precisely the balance equation (13.19).

Finally, for general product structures with nonzero lead-times, the echelon
stock of component 4 in period ¢ is defined by

§ ij ]
et - St + r t+yj )
JED(i)

and the echelon stock reformulation can be derived in much the same way as
before.

Example 13.7 For the general structure i) in Figure 13.1, and assuming
that v* =1 for all i, we obtain for item 3 and its successors

3 _ 3 2 1
ey = 8p +2e;1 + legyy

=5+ 2(sf+1 + 26%+2) + 16%+1
= sf + 25?_1_1 +45t1+2 + 15,}+1
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and the flow balance constraints for item 3 in the echelon stock formulation
take the form

i1+ = diyy +4dio] +ef

In all these cases, the echelon stock reformulation allows us to apply our
knowledge about single-item formulations to each item in the product struc-
ture.

13.4 Production and Distribution

Our goal in this section is to indicate how the reformulations and valid inequal-
ities derived for both single-level and multi-level problems can be extended to
include both production and distribution. For simplicity we consider a supply
chain for a single item consisting of two production centers each consisting of a
single production facility and of two sales areas with storage facilities; see Fig-
ure 13.9. The ideas extend directly to multi-item and multi-level production
and distribution systems.

Production Center
p=2

Production Center
p=1

Sales Area
c=2

Sales Area
c=1

Figure 13.9. Schematic production-location network.

To describe the sample problem, we introduce the following notation:

d¢ is the demand at sales area ¢ € {1’,2'} in period t;

hY is the storage cost at production site p € {1,2} at the end of period ¢;

h¢ is the storage cost at sales area ¢ € {1/,2'} at the end of period ¢

kP is the per unit transportation cost between production center p and sales
area c in period t;

and variables:
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s? is the stock at production site p € {1,2} at the end of period ¢;
of is the stock at sales area ¢ € {1/,2'} at the end of period ¢;
vl is the amount sent from production center p to sales area c¢ in period t.

Again for simplicity we assume that there are no shipments between pairs
of production centers or pairs of sales areas and no time lags. The resulting
formulation is:

min > (WY + gPyf] + > hfos + > kPl (13.23)
Dt et p,c,t

s? +xp*va’c+sp for all p, ¢ 13.24

t—1 t = t t b, (13.24)

b < CPyP for all p, ¢ (13.25)
i1+ th “=di+ o} for all ¢, ¢ (13.26)

P

st of, vl e Ry, yf € {0,1} for all p,c,t.  (13.27)

A four-period instance is shown in Figure 13.10. Note that for our simple case
the problem is a fixed charge network flow problem. Clearly this would no
longer be the case if there were multi-level production at any of the production
sites.

Figure 13.10. Schematic production-location network.

We now consider a few of the ways to obtain tightened reformulations
and/or valid inequalities.

13.4.1 Production Center and Sales Area Aggregation

We describe the main steps of a reformulation procedure.
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i. Aggregation/Relazation. Aggregating the two production centers, and also
aggregating the two sales areas, we obtain the relaxation:

Si_1 + sz = + 8¢ for all ¢
P
xf < CPyf for all p, ¢
o1+ v =di + 041 for all ¢
zy, s, 00,00 € Ry, yp € {0,1} for all p,t,
where s, = 30 st 0y = > 0f,dy = >, df, and vy = > v, This can be

viewed as a two level production in series system (see Flgure 13 11a) in which
there are two production modes at the upper level, and no fixed costs at the
lower level.

ii. Defining Echelon Stocks. Letting e? = s; + oy, the relaxation can now
be rewritten as

er 1+ me =d; + e} for all ¢ (13.28)
P

xf < CPyf for all p,t (13.29)

oi—1+v =di + 0o for all ¢ (13.30)

e? > oy for all ¢ (13.31)

2P v, e2 o € Ry, yf € {0,1} for all p,t. (13.32)

Observe that dropping the constraints (13.30) and (13.31), we now have a
single-item lot-sizing problem with two different production possibilities.

ili. Deriving Mizing Sets. Combining (13.28) and (13.29), we obtain

6371 + Zcpyf > dta
P

which after introduction of C' = max{C*,C?}, Y, = S Yty Zk= Zu + Y,
b = (3F_, d12)/C, and 7 = €2, /C gives the mixing set

u=t ~u

T+ 2y > by fort<k<n
TeRy, ZeZh for t <k <n.

for which valid inequalities or extended reformulations are described in Section
8.3.

This three step procedure indicates one of the many possibilities for gen-
erating valid inequalities or extended formulations for such a problem.
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9 4

Figure 13.11. Different aggregations of the production-location network.

13.4.2 Sales Area Aggregation

Here we keep the production centers separate, but again aggregate together
the sales areas.

i. Aggregation/Relazation. Using similar notation to that above, we obtain

sy 4 af =of + 7 for all p, ¢ (13.33)

zy < CPyY for all p, ¢ (13.34)

or_1+ va =d; + oy for all ¢ (13.35)
P

P ol sV o e Ry, of € {0,1} for all p,t , (13.36)

where v{ =" _v{"“ for all p, t. The resulting two-level feasible region is shown
in Figure 13.11b. Note that, although it resembles the assembly product struc-
ture digraph, the region (13.33)—(13.36) is a pure fixed charge network flow
problem, and thus it is not the same as the assembly model.

ii. Defining Echelon Stocks. To link the production at sites p = 1,2 to the
final demand, one possibility is the introduction of the echelon stock variables

el =s+o0, forp=1,2, and all t.

The set can now be rewritten as

el tal+ ol =d + s for all p,t
zp < CPyY for all p, ¢
Oi—1 +va =d; + oy for all ¢

)
2 vl el o e Ry, yf € {0,1} for all p, ¢,

where p = {1,2} \ {p}.
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iii. Deriving Mizing Sets. For each p, we now have a single-item lot-sizing
problem, except for the presence of the transportation inflow v¥ from the other
center. Fixing an interval [t,1], it suffices to define 7 = (e/_, + 3! _, oP)/C",
zZk = Zﬁ:t yP, and by = Zi:t d,, to obtain the mixing set

T+ Z > by, fort<k<l
TeRy, ZeZ} for t <k <I,

which again indicates one possible way to obtain valid inequalities.

Many other aggregations allow us to generate valid inequalities for pro-
duction and distribution problems, and as a result the choice is far from easy.
Given an LP solution for the initial formulation, the goal in deciding how to
reformulate or separate is to isolate a part of the network for which the flows
on the entering stock and transportation variables are small, and the values of
the entering set-up variables with positive flows are fractional. As in deriving
valid inequalities in Section 13.1, it may be appropriate to take entering arcs
corresponding to different time periods and different production/distribution
levels.

Other single-item subproblems may also be of interest for more compli-
cated problems, such as the very general uncapacitated model with sales,
backlogging, and buying studied in Section 11.9. The model with sales is par-
ticularly useful when there are upper bounds on the transportation flows in
each period, and the solution values are close to this upper bound. With time
lags in production or transportation, it is again appropriate to define the
echelon stock variables taking these lags into account in the same way as in
Section 13.2.

Exercises

Exercise 13.1 Consider the following instance of production in series with
n = NT = 5m = NI = 3. Storage and set-up costs vary by item, but are
constant over time. Specifically (h?) = (4,12,16), (¢*) = (16,45,94) and the
demands for item 1, the final product, are (d}) = (11,15,19,0, 24).

i. Solve by dynamic programming.

ii. Solve by mixed integer programming with and without a single item refor-
mulation.

Exercise 13.2 Consider the following instance of assembly production with
n = NT =10 and m = NI = 7. The assembly structure is indicated by the
successor products as follows: D(6) = D(7) = 3,D(4) = D(5) = 2,D(2) =
D(3) = 1. The storage costs are (h') = (4,12,16,17,19,24,21), the set-up
costs (¢*) = (16,45,94,23,24,35,47), and the final demands for item 1 are
(d}) = (11,15,19,0, 24,56, 12,0,9,22).

Solve as a mixed integer program.
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Exercise 13.3 Consider the same instance of assembly production as above,
but with a budget constraint so that the total production in each period
cannot exceed 100 units.

Exercise 13.4 Write out a multi-commodity reformulation for the single-
item multi-level problem with assembly product structure.

Exercise 13.5 Consider an instance of ML-S/WW-U with n = NT =
4,m = NI = 2. Storage and set-up costs vary by item, and over time, but
the Wagner—Whitin cost condition is fulfilled. Specifically (h}) = (0,2,1,1,0),
(h2) = (0,4,3,2,0), (¢}) = (0,4,6,2), (¢7) = (0,4,4,2), pi = 0 for all 4,¢, and
the demands for item 1, the final product, are di = 1 for all .

i. Solve the linear relaxation of the basic formulation (13.1)—(13.5).

ii. Cut the fractional solution obtained by a valid inequality of type (13.12).

iii. Solve the linear relaxation of the echelon stock reformulation, improved by
a tight formulation for each single-item lot-sizing subproblem WW-U.

iv. Cut the fractional solution obtained by a valid inequality (13.13).

v. Solve by using the multi-commodity reformulation, and compare the qual-
ity of the formulations.

Notes

Section 13.1. The dynamic program for the uncapacitated lot-sizing in series
problem is due to Zangwill [198]. Echelon stocks were introduced by Clark and
Scarf [41] in the study of (s,.S) policies. Valid inequalities for multi-level lot-
sizing including the series model were studied in detail in Pochet [133]. For
the production in series model, the different inequalities proposed can all be
seen as generalizations of the inflow—outflow inequalities proposed by Van Roy
and Wolsey [173].

By generalizing further the two inequalities derived in Example 13.4, one
obtains a family of dicut inequalities that are essentially equivalent to the
projection of the multi-commodity reformulation of Subsection 13.1.3 into
the original (z,y, s) space; see Rardin and Wolsey [144]. Nested schedules for
series lot-sizing were studied by Love [110]; see also Pochet [133].

Section 13.2. Veinott [183] established Proposition 13.4 based on the study
of Leontief substitution systems, thereby significantly generalizing the results
of Zangwill [197] on concave cost flows in networks. Veinott also showed that
for distribution structures this leads to a dynamic programming recursion
polynomial in the number of periods, but exponential in the number of end-
products. In fact the complexity of the uncapacitated assembly problem M L-
A, LS-U is still not known in spite of the development of several formulations
that have been conjectured to be tight. See Bussieck et al. [33] for a recent
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counterexample. However a 2-approximation primal-dual algorithm is given
in Levi et al. [105].

The idea of using echelon stocks for the assembly lot-sizing problem and
the dynamic program for the nested case can be found in Crowston and Wag-
ner [51]. Computational results using the echelon stock reformulation and La-
grangian relaxation are reported in Afentakis et al. [2]. Lead-times are cited
regularly, but there does not appear to be any literature on the reformulation
of problems combining echelon stocks and lead-times.

Numerous heuristics have been proposed for multi-level problems, and in
particular problems with assembly structure, including Billington et al. [27],
Tempelmeier and Helber [159], Tempelmeier and Derstoff [158], Dellaert and
Jeunet [55], and Stadtler [154], among others.

Section 13.3. Afentakis and Gavish [1] proposed solving a problem with
general product structure by reformulating the problem as an assembly prob-
lem with additional equality constraints. Pochet and Wolsey [138] applied the
echelon stock approach directly to the general product structure.

Section 13.4. The idea of extending the use of echelon stocks to include both
production and distribution was initially explored in the Liscos project [48].
Recently polynomial dynamic programming recursions have been developed
for a constant capacity model with a single production level and a multi-
level distribution system, and also for serial supply chains by Van Hoesel et
al. [167, 168]. The special distribution system consisting of one warehouse
and multiple retailers has been tackled using time partitioning heuristics in
Federgriin and Tzur [65].

Exercises. Exercise 13.5 showing that the multi-commodity formulation for
ML-S/WW-U is not tight is from Pochet and Wolsey [140].
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14

Test Problems

In this final chapter, we present six more cases covering a wide range of prob-
lems. The first three are presented in considerable detail. For these three cases,
the description of each problem involves six parts:

i. A verbal description of the context and the problem;

ii. A classification, complete or partial, of the problem based on the descrip-
tion;

iii. An initial problem formulation;

iv. A discussion of possible reformulation and solution strategies;

v. A report on computational results with one or more formulations or algo-
rithms;

vi. A discussion of some algorithmic or modeling questions.

In addition for each of these three cases, we suggest in the problem descrip-
tion some study questions to be used to continue the analysis of reformulations
and algorithms, or to put the case study into a managerial context. The ex-
ercises at the end of the chapter are designed to help in tackling some ques-
tions left open or not addressed in the text.

The last three cases are presented more briefly, starting directly from an
initial MIP formulation and concentrating more on the technical details.

All models and data for these cases are available on the book Web site.

In Table 14.1 we indicate for all eight cases (including the two from Chapter
5) what structures appear in each instance according to our classification
scheme, and in Table 14.2 whether and what formulations, reformulations,
and heuristics are used in our treatment of each case.
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Table 14.1. Classification of Test Cases

[Name [PROB-CAP-VAR  [PM  [PQ [ML]
Consumer Goods Production| DLS-CC-B My - -
Cleaning Liquids Bottling WW-CC-SC,LB M, - -
Making and Packing LS-CC-B,ST(C) M;-SC |[PC-ST D
Storage Rack Production WW-U Mo PC-ST, FAM|A
Insulating Board Extrusion |LS-C Moo-SQ[PC-SQ -
Pigment Sequencing DLS-CC-SC M;-SQ |PC-U —
Process Manufacturing LS-C-B,SC,CLT,AFC,|M2-SC |PC-CLT D
MR,RLS,SS,SUB
Powder Production LS-U-B,LB,PER Moo PC D

Table 14.2. Reformulation of Test Cases

lName [Reformulation [Xform LIB [Xcut LIB [XHeur LIB‘

Consumer Goods Prod.| — DLSCCB — -

Cleaning Liquids Bottl.| — WWUSC,WWCC| - RF, RINS,
EXCH

Making and Packing |Echelon WWUB,WWCCB| — RF

Storage Rack Prod. Echelon WWU - RF,RINS

Insulating Board Extr. |[VRP, M-SQ |[WWU, WWCC |WWU, -

WWCC
Pigment Sequencing  |M;:-SQ DLSCCSC - -
Process Manufacturing |M2-SC, AFC, |WWUSCB - -
MR, RLS, SS
Powder Production Echelon, PER |WWUB, WWUB |RF,EXCH
WWUCLB

14.1 Making and Packing

14.1.1 Problem Description
General Context

A large company from the consumer goods industry is considering investing in
new automated technology for one of its high-volume product families. This
family contains several product variants that must be first produced and then
packed into several packing formats and sizes.

The current production process is not flexible enough, and a large portion
of the production capacity is lost in changeover times at the production and
packing stages. In the past, to increase the productivity or reduce the impact
of these changeovers, the company has used large production lots and regular
cyclic schedules consisting of producing each product variant at regular time
intervals. This has resulted in increased working capital tied up in stocks, and
reduced flexibility to react to market demand.
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The new production line contains several automated and non-dedicated
production and packing machines, and limited storage capacity between pro-
duction and packing. The increased flexibility of the line would come from
several factors: the ability to produce and pack several products at the same
time (because each production or packing machine can work independently
of the other machines), the reduced changeover times between products or
packagings due to the new automated technology, and the increased inter-
mediate storage capacity. Nevertheless, the remaining changeover times and
the diversity of products to make and pack still restrict productivity of the
line. Therefore, there is again a balance to be reached in the operation of the
new line between high-capacity utilization (large production lots) and reduced
inventory, depending on the product mix and demand levels.

The objective of this case is to build a model in order to optimize the
planning and operation of the new line, and analyze the global line capacity
for the current and foreseeable product mix and demand levels. The output
of this case (global line capacity, inventory levels, customer service, etc.,)
will serve as an input to a more detailed operations simulation model, and
ultimately to the financial investment decision model.

Problem Description

This case is inspired by a real case study, but we only use generic terms such
as products, machines, and so on in our description.

e  We consider a two-stage (two-level) problem. The first stage is the produc-
tion stage and the second is the packing stage. There are three different
types of products to be packed into five different packagings, making 15
end products in total. The three bulk products (bulks) can be stored be-
fore packing in three dedicated storage tanks (i.e., one tank for each bulk),
with a large storage capacity. We do not consider here the storage capacity
because sufficiently large tanks can be built relatively cheaply, so this is
a secondary design question. Also, the raw materials for the production
stage are not considered in this study because they do not influence the
global line capacity, and their procurement is reliable.

e There are five non-dedicated making machines producing the items to be
packed, and each of them can only produce one type of product per plan-
ning period (i.e., per day). This last restriction is imposed to ease the
planning and operation of the line, but could be relaxed to increase the
line flexibility and global line capacity. In a planning period, the capacity
of a machine is reduced if there is a product changeover with respect to the
previous period. This changeover time is a constant for each machine; that
is, it is independent of the items produced before and after the changeover,
and independent of the time period in the planning horizon. The five mak-
ing machines are partly specialized in the sense that each machine cannot
produce the same subset of bulk products.
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There are three partly specialized packing lines that can produce at most
one of the 15 end items per planning period. This last restriction could
also be relaxed. The capacity of a packing line is reduced in the current
period if there is a changeover. Again, the changeover time is constant for
each packing line. The packing rates are machine- and product-dependent.
One or more of the six identical robots feed each packing line. The number
of robots assigned to a packing line (one robot cannot be assigned simul-
taneously to several lines) is kept fixed during one planning period, and
determines the total production capacity on that packing line. In other
words, the packing capacity of a line is limited by the number of robots
assigned to the line times the capacity of a single robot.

These robots are fed themselves by three identical feeders, whose function
is to get the products out of their intermediate storage tank and to supply
the robots. Each feeder can only be connected to one tank (i.e., process
one of the three product types) per planning period, but can feed sev-
eral robots. Several feeders can be connected to a single tank. The feeder
capacity may depend on the product type. Therefore, the global packing
capacity in a planning period for a product (global means aggregated over
all packing lines and all packaging types) is limited by the number of feed-
ers assigned to the product times the capacity of a single feeder for that
product.

The company is using a make-to-stock policy for this product family, with
a planning horizon of 15 days, not only to cover the very short production
and procurement cycles, but mainly to allow some grouping of demands
in order to reduce the number of changeovers. The plant is operated 24
hours per day. Hence there are 15 periods in this planning problem, each
representing one day of operation. Demand forecasts for the next two weeks
are available and are usually quite reliable.

The objective is to meet the forecasted demand at minimum cost, while
respecting the capacity restrictions of the line. Given the fact that the
demand has to be satisfied, most of the costs are constant over such a
short planning horizon. Moreover, the end products are not produced long
in advance, and their inventory is very limited. Therefore, the cost will be
modeled as the sum of end-of-day inventory levels over all bulk products
and all planning periods (assuming that all bulks have similar production
costs and added values).

For the end products, backlogging of forecast demand is allowed, because it
allows further grouping of demands and improves capacity utilization, but
it is penalized because it leads to a deterioration of the customer service
level. In the company, it is usually assumed that backlogging one unit of
demand for one day costs as much as stocking one unit of intermediate
bulk for eight days.

The product flow through the making machines, storage tanks, feeders,

robots, and packing lines is illustrated in Figure 14.1.
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making intermediate feeders
storage

\

packing lines robots

Figure 14.1. Making and packing product flow.

Study Questions

The first objective of the case study is to construct a model and an algorithm
in order to solve this production planning problem, and furthermore:

e Analyze whether the new production line has enough capacity to meet the
current demand, with or without backlogging;

e Analyze the impact on the customer service level of a uniform 10% increase
in the end product demand.

Additional questions have been raised in the problem description.

e Current practice in the company is to fix machine assignments, as well as
feeder and robot assignments, for a whole shift or planning period. This
simplifies the teamwork organization, but is also a consequence of the lack
of flexibility of the current technology. Because the new technology allows
more flexibility in running the lines, the question of whether this assign-
ment restriction has strong implications on the global line productivity
needs to be addressed.
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e The next question deals with the identification of the bottleneck stage
given the current product mix, that is, the production stage most limiting
the total production of the line. In particular, in order to respond to a
market increase, it would be technically easy and relatively cheap to invest
in new feeders and robots. Would such investments make sense?

e Finally, the operations manager would like to know whether the relative
backlogging cost has a strong impact on the solutions of the planning
model. Would a higher backlogging cost substantially improve customer
service levels, and would a lower cost improve the line productivity?

14.1.2 Classification

This problem is a multi-level (two-level: making and packing) production plan-
ning problem classified as follows.

Multi-Level

e A distribution product structure M L-D with divergent bills of materials,
that is, there are 3 bulk products at level 2 and each bulk product at level
2 corresponds to 5 end products at level 1.

Multi-Item

e Structure PM = [M;-SC)] for the mode constraints because each machine
is set up to produce only one item per planning period, and start-up vari-
ables need to be introduced to model the constant start-up time. This
holds at both levels, for the making and packing machines.

e Structure PQ = [PC-ST] for the resource constraints because the capacity
of each making machine or packing line is reduced by a constant start-up
time in the case of a changeover.

Additional resource constraints exist on the assignment of feeders to
bulk products (or to the dedicated storage tanks) and on the feeding ca-
pacity per bulk product from the tanks to the packing lines. Similarly,
robots must be assigned to packing lines, and there exists a robot capac-
ity constraint for each packing line. These constraints are specific to this
problem, and cannot be classified.

e Both at the making and the packing levels, there are multiple machines in
parallel.

Single-Item
e Structure WW-CC-B, ST(C) for each end product (level 1), for the fol-

lowing reasons:
— The objective function consists of the sum of the backlogging variables
and satisfies the nonspeculative WW cost condition;
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— The packing capacity per period is constant over time;

— There exists a constant start-up time on each packing line;

— The end products can be back-ordered.

Because of the resource constraints PQ linking the different items, it is
likely that the optimal solutions of the problem will not be stock minimal
solutions. Therefore, even if the objective satisfies the WW condition,
the single item subproblems could also be classified as LS-CC-B, ST(C)
(see the discussion and remarks in Section 4.3 about the choice between
classification LS or WW in multi-item problems).

In each period, observe that the packing capacity of each end product is
limited by the number of robots assigned, and the global packing capacity
of the five end products obtained from each intermediate bulk product is
limited by the number of feeders assigned to the intermediate product.
Structure WW-CC-B, ST(C') can also be built for each intermediate bulk
product (level 2) by using the echelon stock reformulation. Again, because
of the linking resource constraints destroying the stock minimal structure
of optimal solutions, the classification LS-CC-B, ST(C) can also be con-
sidered.

14.1.3 Initial Formulation

Using the modeling approach outlined in Chapter 1, and the structures iden-
tified during the classification process, we construct a first formulation of the

problem.
Objects and Indices Mathematical Notation
Bulk products Object: set of bulks Iy, with |Ipuk| = 3
Index: ¢ € Ty
End products Object: set of end products I¢pq
with ‘Iend| =15
Index: i (or j) € Iend
Daily time periods Object: time periods
Index:t=1,...,NT and NT =15
Making machines Object: set of making machines Kpyx
with ‘Kbulk‘ =5
Index: k € Kpuik
Packing lines Object: set of packing lines K,q
with ‘Kend| =3
Index: k € Kepng
Remarks:

Note that we do not explicitly define objects for the intermediate storage
tanks, the feeders and the robots so as to keep the notation as simple as
possible.
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Data Mathematical Notation
Set of end products obtained Vi € Tpuik [-]: suce(i) C Ieng
or packed from each bulk
Demand forecasts (end products)||V i € Iepg, t =1,...,NT [units of i]: D}
Production rate Y (i, k) € (Tpuik X Kpuik) U (Tend X Kend),
[units of i/hour of k]: PR},
Machine changeover time V k € Kpuir U Keng  [hours]: STy
Feeder rate Vi € Ipyy [units of succ(i)/hour]: FR?
Robot rate Vi € Iopg [units of i/hour, rob.]: RR
Working hours per period [hours]: NH
Number of feeders []: NF
Number of robots []: NR
Relative backlogging cost
(wrt storage cost) [[]: RBACK =38
Remarks:

e Note that the production rate PR} represents the maximum rate of pro-
duction of item 7 on machine k (k € Kpyi is a making machine if ¢ € Tpy i
and k € Kenq is a packing line if ¢ € I.,4), assuming that the machine is
not limited by feeder capacity or robot capacity, and is not performing a
changeover. This rate is product- and machine-dependent, with PR}; =0
whenever product i cannot be produced or packed on machine k.

e The feeder rate FR' of bulk i represents the maximum packing rate cu-
mulated over all end products associated with bulk ¢, per feeder connected
to the storage tank of bulk 7. The robot rate RR* of end product i is the
maximum packing rate of end product i on a single packing line, per robot
assigned to the packing line.

Variables Mathematical Notation
Production lot size N (i, k) S (Ibulk X Kbulk) U (Iend X Kend)a
t=1,...,NT [units of i]: 2}, >0
Production set-up (machine or ||V (i, k) € (Tpuik X Kpuik) U (Lena X Kend),
line assignment) t=1,...,NT []:yi, € {0,1}
Machine start-up V k€ Kpur U Kend,
t=1,...,NT []: zs € {0,1}
Inventory level Vi€ Ipur U leng,
t=1,...,NT [units of i]: s >0
Backlogging level Vi€ Iend,
t=1,...,NT [units of i]: r{ >0
Number of feeders assigned Vi€ Ipuk,
(to bulk and period) t=1,....,NT []:ni € Zs
Number of robots assigned V ke Kend,
(to packing line and period) t=1,...,NT [|: T € Z
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Remarks:

Note that the backlogging variables are only defined for end products. In-
ventory and backlogging variables represent the inventory and backlogging
level at the end of each time period.

Note also that the start-up variables zx; need not be defined for each
product i. Because the start-up time is constant over the products, we
only need to identify whether there is a start-up on each machine in each
time period.

Constraints

Mathematical Notation

ML-D/WW-CC-B
Demand satisfaction

Set-up enforcement

Vie [bulk U Ienda
t=1,...,NT [units of i|: dem_sat!
V (i, k) € (Tpuie X Kpuik) U (Lend X Kena),
t=1,...,NT [units of i]: vub},

(flow conservation)

(single item capacity)

PM = [M;-5C]
Machine modes

Start-up enforcement

V k€ Kyur U Kend,
t=1,...,NT []: modeg:

V (i, k) € (Tpuik X Kpuik) U (lena X Kena),
t=1,...,NT []: start — up},

(one product at a time)

(per product and mach.)

PQ = [PC-ST)
Machine capacity

V k€ Kpuir U Kena,

(with start-up times) t=1,...,NT [mach. hours]: capay:

Feeder assignment (to bulk)
Feeder capacity

(for each bulk and period)
Robot assignment (to line)
Robot capacity

(for each line and period)

fort=1,...,NT []: feed_ass;
Vi € Tyuik,
t=1,...,NT [feed. hours]: feed_capi
fort =1,...,NT [-]: rob.ass,
V ke Keng,
t=1,...,NT [rob. hours|: rob_capy:

Remarks:

We have listed the set of constraints that can be identified from the
problem description. They are directly derived from the structure M L-
D/PM = [M;-SC]/PQ = [PC-ST|/WW-CC-B,ST(C). Next we will

formulate each constraint separately.

Objective function

Mathematical Notation

Minimize sum of
inventory and backlogging

[-]: inv_back

The Complete Formulation

The complete mathematical formulation of the model is the following.
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inv_back

dem_sat;

dem _saty

i
vuby,

modej:

start,up};t

capagt

capagt

feed_ass;

feed_cap;

rob_ass;

rob_capy;

NT
min Z Zrt Z ZRBACK (14.1)

i€1eng t=1 1€ Ik t=1
s+ Y @ =Ditri+s
k€EKcnd

for i € Ipg, 1 <t < NT (sh =74 =0) (14.2)

St D Te= Y, Y. Tt
k€ Kpuik k€Kena jEsuce(i)

for i € Iyyp,1 <t < NT (s} fixed ) (14.3)
zkt (NH*PRZ)yét

for (i,k) € Ieng X Kena U Ipuik X Kpui, 1 <t < NT

(14.4)
Z y,?ct <1
i

for k € Kepg U Kpiie, 1 <t < NT (145)
2kt = y?;t - yi,t_l
for (i,k) € Ieng X Kena U Ipuik X Kpui, 1 <t < NT
(14.6)

1 %
Z mekt S NH — STkat

1€1puik k

for k € Kpuii, 1 <t < NT (147)

1
E PR xkt < NH — STyziy
1 k
1€1end

for k € Kepg,1 <t < NT (14.8)

> o=

1€1huik

for 1<t < NT (14.9)
. 2 TRk <NHu

j€Esucc(i )kGKend
fori e Tk, 1 <t < NT (1410)

E Tkt =

k€Kena
for 1 <t<NT (14.11)

1 %
Z kat S NH?Tkt

1€1ena

for k € Keng,1 <t < NT (14.12)
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where the variables must satisfy the following additional restrictions

o L L
ri,s; € RL, xp, € Ry, yp € {0,1}

for (Z,k) € Iena X Kepg U Ipyir X Kpyie, 1 <t < NT (14.13)
2kt € {0, 1} for k € KepgU Kpig, 1 <t < NT (1414)
AN =/ for k € Keng, 1 € Ipug, 1 <t < NT'. (14.15)

In the above formulation, constraints (14.2) and (14.3) are the classical
flow balance constraints in multi-level lot-sizing, and where we assume that
there is some initial inventory of the bulk products. Constraint (14.4) forces
the set-up, constraint (14.5) defines the modes, and constraint (14.6) defines
the start-ups. Constraints (14.7) and (14.8) are the machine capacity con-
straints with start-up times. Constraint (14.9) defines the feeder assignments,
and constraint (14.10) is the feeder capacity constraint. Similarly, constraint
(14.11) defines the robot assignments, and constraint (14.12) is the robot ca-
pacity constraint. Note that the feeder capacity and robot capacity constraints
(14.10) and (14.12) are usual resource capacity constraints, except that the
capacity appearing at the right-hand side depends on the number of feeders
or robots assigned. Finally, the objective function (14.1) is the weighted sum
of inventory and backlogging levels.

14.1.4 Reformulations and Algorithms

Using this initial formulation, the first line of results in Table 14.3 shows
the performance of the default branch-and-cut algorithm of Xpress-MP on
this model instance with a run time limit of 7200 seconds, where the field
“(Bin/Int)” indicates the number of binary and integer variables. The LP
relaxation is very weak: the initial lower bound on bulk inventory and end
product backlogging is zero, see column “LP” in Table 14.3. However, Xpress-
MP generates strong cuts improving the initial lower bound at the root node
(see column “XLP” in Table 14.3) and, after 7200 seconds, there is a remaining
gap of 19%. Column “Best Lower Bound” indicates the smallest LP relaxation
value among the active or remaining nodes after 7200 seconds, and column
“Best Upper Bound” indicates the value of the best feasible solution found,
after 7200 seconds. The gap is defined as usual as a percentage given by the
formula 100 x (best UB — best LB)/best UB.

Using an echelon stock reformulation for the bulk level (i.e., defining
variables es! = si + > jesuce(i) St eri = > jesuce(iy Tt for i € Iyuy and
t=1,...,NT), and aggregating the making across all machines (i.e., defining
variables axf = Y cp, @}, and ay; = Yo, i, for i € Ipug) one gets
the following valid formulation (relaxation) from constraints (14.2)—(14.4).
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est_, +eri +axi = ( Z DIy +erl | +es
j€Esuce(i)
fori € Iy, 1<t< NT (esé fixed ; eré =0)

az® < ( max NH % PR.)ay!
t > (kGKbuzk k) Ay

fori € Ipyik, 1 <t < NT

edem_sat;

(14.16)

evuby

(14.17)
eri est € Ri, axi € Ri_, ayi € 7y

for i € Tywp, 1 <t < NT . (14.18)

The same aggregation process at the end product level gives the following
similar formulation:

Sioitritar =Dt +s

for i € Iepg, 1<t < NT (s{, =14 =0)
ax! < (kénlgx NH % PR}) ay!

for i € Iong, 1 <t < NT
'rf,si € Ri_, axi € ]Ri_, ayf Sy/m

for i € Tpg, 1 <t<NT . (14.21)

In these reformulations (14.16)—(14.18) and (14.19)—(14.21), all items are
seen to involve constant capacity and backlogging. We first ignore the capac-
ities and add the extended reformulation for WW-U-B for all items, using
LS-LIB. We set the approximation parameter to 4 at the bulk level and to
8 at the end product level. The results can be found in Table 14.3. Due to
the size of the resulting formulation, far fewer nodes can be explored within
the time limit. However, significantly better bounds and better solutions are
obtained.

edem,sati
(14.19)

evuby

end

(14.20)

Table 14.3. Reformulation Results for Making and Packing

K9 Kend, Kgd 5] Cons Vars| LP XLP | Best Best | Number Total

(Model (Bin/ Lower Upper |of Nodes Time

Cuts) Int) Bound Bound (secs)

0 0 0 1,692 1,635 0 17,760|18,443 22,843| 108,500 7,200
(705)

4 8 0 4,678 2,175|18,039 18,444|19,375 22,548| 12,200 7,200
(705)

4 8 6 24,028 9,375|20,115 20,377|20,701 21,463| 4,000 7,200
(3,867) (705)

Next, we tighten the formulation even more by adding the reformulation
for WW-CC-B at the end product level ((14.19)—(14.21)), using 6 as value of
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the approximation parameter. In order to reduce and control the size of the
resulting formulation, we add some of the constraints as model cuts, which
means that only the violated ones are generated at the end of the root node
linear relaxation. The number of model cuts added is indicated by “(Model
Cuts)” in the column “Cons” of Table 14.3. The results in Table 14.3 show
that even fewer nodes are explored in 7200 seconds, but better bounds and
solutions are found. The resulting gap is 3-4%, which is acceptable for the
purposes of the company. It is worthwhile pointing out that, in this instance,
good solutions are typically available after a few hundred seconds.

Although we obtain good enough solutions to answer to our design ques-
tions with reasonable accuracy, the time needed to obtain these solutions or
to guarantee their quality is long, and does not allow us to run many sce-
narios to perform sensitivity analysis. To reduce this run-time without losing
too much in solution quality, our final test consists of the implementation of
a time decomposition relax-and-fix heuristic (see Section 3.6). The results are
given in Table 14.4, where the column “R&F Bin” indicates the number of non
relaxed time periods at each iteration, and the column “R&F Fix” indicates
the number of time periods whose solution is fixed at the end of each iteration
(see the description of the relax-and-fix LS-LIB procedure in Section 5.3).

For instance, with bin = 4 and fix = 2:

o We first solve the relaxed program in which the integer variables for periods
1 to 4 are not relaxed (i.e., they keep their integrality status), whereas all
variables for later periods are relaxed into continuous variables;

e We then keep the solution obtained for the periods 1 and 2 by fixing the
corresponding integer variables at their current values;

e We resolve the program where now the integer variables for periods 3 to
6 are not relaxed;

Then we fix the solution for periods 3 and 4;

And so on, up to the last subproblem to be solved in which all binary and
integer variables for periods 1 to 12 are fixed, and variables for periods 13
to 15 are not relaxed.

The relaxed subproblems involve fewer binary and integer variables (see
column “(Bin/Int)” in Table 14.4, and thus can be solved faster. We have
thus solved each relaxed M IP subproblem to optimality. The time indicated
in the table is the total time needed to solve all the relaxed subproblems (i.e.,
up to the end of the planning horizon). The number of nodes is the sum of
the number of branch-and-bound nodes explored over all subproblems. Note
that we relax some variables in each subproblem, but in fact only the first
subproblem — before any fixing — is a true relaxation of the initial problem.
Therefore, the best global lower bound one can obtain with this method is
the optimal solution value of the first relaxation. The best upper bound is the
optimal solution value of the last subproblem solved.

First we have used the relax-and-fix heuristic on the initial formulation;
see the first two lines in Table 14.4. We obtain good solutions quickly if the
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relaxed subproblems do not contain too many binary and integer variables
(parameter bin). We do not report the results obtained with bin = 8 and
fix = 2 because we were not able to solve the first subproblem to optimality
in less than 1800 seconds. Observe also that we get poor lower bounds (11,920
and 16,974) with this approach based on the initial formulation. So, we get
good solutions quickly without being able to guarantee their quality (the final
gap is about 27%).

Table 14.4. Reformulation and Relax-and-Fix Results for Making and Packing

K(b]“_l% KF]’TB Ké%i_ |R& F R& F| Cons Vars| Best Best |Number Total

Fix Bin |[(Model (Bin/|Lower Upper| Nodes Time

Cuts) Int) |Bound Bound (secs)

0 0 0 2 4 1,692 1,635(11,920 21,553| 2,590 51
(188)

0 0 0 2 6 1,692 1,635(16,974 21,515| 28,557 467
(282)

4 8 0 2 4 4,678 2,175/19,539 21,261| 5,113 1,655
(188)

4 8 6 2 4 |24,028 9,375(20,774 21,188| 1,148 1,201
(3,784) (188)

In the last two rows of Table 14.4, we analyze the combined impact of the
relax-and-fix heuristic and the reformulations. We have tested the heuristic
with the various reformulations WW-U-B and WW-CC-B described above.
Note that we have included these reformulations for the whole planning hori-
zon in all subproblems, and not just for the non relaxed part of the horizon. So
our initial linear relaxations are as good with the time decomposition relax-
and-fix approach as with the direct (single problem) approach. We observe
the complementary role of relax-and-fix and reformulations, and we obtain
the overall best lower and upper bounds with a final gap of about 2% in 1200
seconds.

14.1.5 Analysis of Capacity and Customer Service Level

We discuss here the most important study questions mentioned in the case
description. The other questions are suggested as exercises in Section 14.6.5.
Recall that the first objective of the case study is to analyze whether the new
production line has enough capacity to meet the current demand, with or
without backlogging.

In the best solution obtained, the production facility has enough capac-
ity to meet current demand, without unsatisfied demand at the end of the
planning horizon. However there is some backlogging in the first periods of
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the horizon because there is no initial end product inventory. With the cur-
rent demand, and the current flexibility (i.e., one product per making line
or packing line, per day), it seems necessary to hold end product inventory.
However, very little intermediate product inventory is necessary to be able
to meet demand. Table 14.5 summarizes some information about this best
solution.

Table 14.5. Making and Packing Solution

Objective function value 21,188
Backlogging [units*days] 20,919
Intermediate Inventory [units*days] 2,154
End product Inventory [units*days] 117,691
Average making capacity utilization [%]| 57
Average packing capacity utilization [%]| 78
Average feeder capacity utilization [%] 47
Average robot capacity utilization [%] 56
Number of making changeovers [-] 17
Number of packing changeovers [-] 37

The next question raised is to analyze whether there is enough capacity
to be able to satisfy a uniform 10% increase in the end product demand, and
what would be the impact on the customer service level of such a demand
increase.

With this increase in demand, we solved the problem with the extended
reformulations WW-U-B and WW-CC-B, and with the initial formulation
using a relax-and-fix time decomposition heuristic. The results are given in
Table 14.6, where the best lower bound is obtained using the 4/8/6 refor-
mulation and the best upper bound using the relax-and-fix heuristic without
reformulation. The overall duality gap obtained is 8.4% .

Table 14.6. Results for Making and Packing with 10% Demand Increase

KR Kend, KEd 5R& F R& F| Cons Vars | Best Best |Number Total

Fix Bin |[(Model (Bin/|Lower Upper| Nodes Time

Cuts) Int) |Bound Bound (secs)

0 0 0 2 4 1,692 1,635|16,173 39,153| 7,167 121
(188)

0 0 0 2 6 1,692 1,635|23,001 37,158| 115,266 2,415
(282)

4 8 6 0 0 |24,028 9,375(34,053 — | 1,184 7,200
(4,672) (705)
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Table 14.7. Making and Packing Solution with 10% Demand Increase

Objective function value 37,158
Backlogging [units*days] 35,773
Intermediate Inventory [units*days] | 11,080
End product Inventory [units*days] [104,939
Average making capacity utilization [%]| 61
Average packing capacity utilization [%]| 82
Average feeder capacity utilization [%] 50
Average robot capacity utilization [%] 60
Number of making changeovers |[-] 22
Number of packing changeovers [-] 35

The information shown in Table 14.7 about the best solution obtained sug-
gests the possible impact of this demand increase. The end product inventory
levels are decreased, the intermediate inventory level is increased by a factor
of five, and total inventory is decreased. There is enough capacity on aver-
age to satisfy a 10% demand increase, but the backlogging is almost doubled.
However, testing the validity of such a conclusion would require considerably
more analysis and computation.

14.2 Storage Rack Production

14.2.1 Problem Description
General Context

Many discrete manufacturing companies are confronted with multi-level pro-
duction planning problems and have implemented integrated manufacturing
planning and control systems, like ERP or MRP systems, in the past decades.
In most cases, these systems (or the first versions of these) have been pure
transactional IT systems able to record, update, and communicate the status
of the production system (i.e., in progress and planned purchase and manu-
facturing orders, customer orders, demand forecasts, available and allocated
inventory, etc.); see Chapter 2.

Unfortunately, these systems and their underlying production planning
models are not detailed and powerful enough to build optimized production
plans. In this respect, the stakes for the future of analytical planning IT
systems will be the ability to model accurately and take into account the
joint optimization of capacity utilization and customer demand satisfaction.
This is illustrated in the following case study where the emphasis is put on
modeling the joint resource utilization of the various products or components
in an MRP like planning problem.
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Description

We start our analysis from a very standard initial formulation. Before that,
and in order to allow the reader to practice the modeling approach outlined in
Chapter 1, we give a complete and verbal description of the planning problem
to be solved.

A plant produces storage racks of differing height and depth giving in
total six end products. Production of each storage rack (end product) is
organized so that each item or component (i.e., end product, semi-finished
product or raw material) has only one successor item. The assembly prod-
uct structure or bill of materials of a typical storage rack is illustrated in
Figure 14.2, in which the material flow is from bottom to top. This pure
assembly structure comes from the kitting of varied amounts of the same
key components required by different end products. The six end product
structures are independent of one another, and there are 78 items in total.

Figure 14.2. Multilevel BOM for storage rack production.

Items (end products and intermediate items) are grouped into item fami-
lies, and each item may belong to several families. A family is defined as a
set of technologically similar items in the sense that the members of a fam-
ily are grouped together for some production stages, and therefore share
some resources or consume the same resources at these stages (machines
and machine set-ups).

Families are defined by the planning team in order to model capacity
utilization more accurately. More precisely, they represent machines and
set-ups in the following way.

— A C-family models a set-up cost, which means that a set-up cost is
incurred (once) in each period in which any member of the family is
set-up or produced.



438

14 Test Problems

— A T-family models a set-up time, which means that a set-up time is
incurred (once) in each period in which a member of the family is set
up or produced. This set-up time consumes the available capacity of
an associated machine (associated R-family).

— An R-family models a manufacturing machine or resource, which means
that the family has a given available capacity (in hours per planning
period), and family members are characterized by a unit production
time (in hours per unit) on the resource. The capacity is also consumed
by the set-up times from some associated T-families. The available
capacity of a resource (in hours per period) may be period dependent.

Note that a given family may be simultaneously of the C-type, S-type,
and/or R-type. For example, a C-family may consist of all items using
some equipment, an R-family contains all items produced on the assembly
machine, and a T-family contains all items of a certain depth and produced
together (single preparation) on the R-family assembly machine.
Resource consumption rates vary greatly from product to product, but
are constant over the planning time horizon.
The plant produces standard products and is operated under a make-
to-stock production policy. Given the limited number of bill of materials
levels, and the automated material handling systems allowing the company
to use small transfer batches, the production cycle is quite short, and a
short-term planning horizon of 16 time periods is used for the MPS and
the MRP. Each production activity is planned using zero lead-times.
Demand forecasts for the six end products are available for each period
of the planning horizon. To maintain a high level of customer service, the
planning must fulfill demand without backlogging. There is no external
demand — as spare parts — for the intermediate items.
The objective of the planning team is to build, and maintain over time
using a rolling schedule approach, a short term production plan meet-
ing demand without backlogging, satisfying the capacity restrictions, and
minimizing the inventory and set-up costs. Items vary greatly in echelon
holding costs but these are constant over the time horizon.

Study Questions

The main objective of this project is to build a model and a MIP optimization
algorithm to solve this planning problem. In particular, the following techni-

cal

questions about the model and its mathematical formulation should be

addressed.

How well does the initial formulation perform?

Are there ways in which the formulation can be improved?

In using the extended formulations in a black box approach, how should
one choose the approximation parameter TK?
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If one only has limited computation time, what approach gives the best
feasible solution, or the smallest duality gap?

Are there heuristics that work well for the problem, or should one run the
MIP for all the computing time that is available?

In addition, and once an efficient optimization tool is available, the follow-

ing modeling question should be tackled.

Given the very short production cycle (lead-times can be assumed to be
zero), and given the fact that the planning tool will be used in a rolling
horizon manner, is it really necessary to optimize production over a plan-
ning horizon of 16 periods? What does one lose by considering a planning
horizon of 8 periods ?

We analyze the technical questions in this section, and leave the modeling

question as an exercise for Section 14.6.5.

14.2.2 Classification

This problem is a multi-level production planning problem classified as follows.

Multi-Level

An assembly or convergent product structure M L-A, with six independent
bills of materials (one for each end product) and 78 items in total.

Multi-Item

There are no mode constraints in this problem because there is no limit
on the number of items set up or produced on each resource per planning
period.

Structure PQ = [PC-ST(C)] for the resource constraints because there is
a capacity constraint limiting production for each R-family in each period.
This constraint involves both production levels for the members of the R~
family, and constant (over time) set-up times for members of an associated
T-family.

Nevertheless, observe that the set-up times are defined here for item

families rather than for individual items. A set-up time is incurred in a
period on a resource (i.e., a R-family) if any member of an associated
T-family is set up for production. We thus need to adapt our usual or
classical formulation to model this particular feature.
All the machines are supposed to work in parallel, and there are no machine
choice or machine assignment decisions in this problem. Each R-family
models a machine or resource, and each member of the R-family represents
an item that is produced on that resource.
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Single-Item

14.

Structure WW-U for each individual item because the objective func-
tion involves only inventory and set-up costs, and therefore satisfies the
nonspeculative WW cost condition. There are no individual capacity con-
straints.

This structure WW-U is part of the initial formulation for end products,
and can be built for each intermediate item by using the classical echelon
stock reformulation.

Again, observe that the set-up costs are defined here for item families

rather than for individual items. The set-up cost of a C-family is incurred
in a period if any member of the C-family is set up for production. We
need to adapt our classical formulation to this feature.
We could as well classify the individual items as LS-U because the joint
capacity restrictions impose implicit and time-dependent unit production
costs on the items, and optimal solutions may not be stock minimal solu-
tions.

2.3 Initial Formulation

The main feature of this problem is the definition of item families to model
joint set-up costs and times. The rest of the problem is a classical multi-level
MRP planning problem with resource capacity constraints. Here we transform

the

verbal problem description into a mathematical formulation using our

systematic modeling approach outlined in Chapter 1. The resulting initial
formulation is the one proposed in the original publication describing this
case.

Objects and Indices Mathematical Notation

Items or components Object: set of (all) items I : |I[| = NI =178
Index:ie I ={1,...,NI}

Time periods Object: set of time periods T': |T| = NT = 16
Index: te T ={1,...,NT}

Set-up cost families Object: set of C-families CF
Index: f,g € CF

Set-up time families Object: set of T-families T'F
Index: f,g € TF

Resource families Object: set of R-families RF'
Index: f,g € RF

Families Object: set of families F = CFUTF URF
Index: f,g € F

Remarks:

e Note that each family is defined by a subset of items.
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Data Mathematical Notation
Assembly product structure:

Immediate succ. of an item||Vi € I [-]: o(¢) € T U {0}
Independent demand Vi€l witho(i)=0, t €T [units of i]: d}
Definition of item families VfeFI[-: IF(f)CI
Unit production time V f e RF,ieIF(f),

[hours of f/unit of i]: &’/
Resource capacity V f€RF,teT [hours: L
Associated resources Vg€eTF [-]: ARF(g9) C RF
Resource set-up times Y g€ TF, f € ARF(g) [hours]: 39/
Family set-up cost Y f € CF [hours]: ¢/
Inventory cost V i € I [euro/unit of i, period]: h’
Remarks:

e In the assembly product structure, end products have no successor item.
We model this by defining the successor of item i as o(i) = 0 when i is
an end product, and o(i) € I otherwise. Note that there is no external or
independent demand d! for intermediate items (i.e., items i with o (i) € I).
Each family f € F' is defined as a subset IF(f) of items.

e For each R-family f € RF, the unit production time is defined for all items
belonging to the resource family (i.e., all i € TF(f)) and the production
capacity in period t is denoted by L{ . For each T-family g € TF, a set-up
time is incurred on the subset ARF(g) of the resource families when at
least one member of the T-family is set up for production in a period. This
set-up time for family g on resource f € ARF(g) is defined by 89/. For
the C-family f € C'F, the set-up cost is denoted by ¢/.

Variables Mathematical Notation

Production lot size Viel, teT [units of i]: 21 >0
Production set-up Viel,teT []:yi€{0,1}
Inventory level Viel, teT [units of i]: st >0
Family set-up VfeCFUTF, teT []nf €{0,1}
Remarks:

e The variables in this model are classical production, set-up, and inventory
variables defined for all items in every time period.

e As usual, inventory variables represent the inventory at the end of each
time period.

e In addition, set-up variables must be defined for C- and T-families in every
period to model the family set-up costs and times, respectively.
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Constraints

Mathematical Notation

ML-A/LS-U
Demand satisfaction
Ttem set-up enforcement

Viel, teT [units of i: dem_sat!
Viel, teT [units of i]: vubi

PQ = [PC-ST(O)]

Resource capacity

VfeRF, teT [res. hours]: capal

Family set-up enforcement

VfeCFUTF,icIF(f),teT []: fam{

Remarks:

e We have listed first the set of constraints that can be identified from the
problem description and derived from the classification M L-A/PQ = [PC-
ST(C)]/LS-U. Next we will formulate each constraint separately.

e The only nonclassical constraints are the constraints fam;

! required to

model the family set-ups.

Objective function

Mathematical Notation

Minimize sum of

inventory and set-up costs

[euro]: cost

The Complete Formulation

The complete initial formulation of the model, called TN, is the following.

(INI) cost = minz Z hisi + Z Zcfn{ (14.22)
i€l teT fECF teT
dem sati = si_ +xi =d +a7" + 5
forallic I, teT (sh=0) (14.23)
vub, =zl < My}
foralliel,teT (14.24)
capal = Z afat 4 Z gofnd < Lf
i€l F(f) geTF:fEARF(g)
forall fe RF,t€T (14.25)
fam? =y <nf
forall fe CFUTF, i€ IF(f),teT
(14.26)
si 7y € Ry, v € {013
forallic I, teT (14.27)
nl €{0,1}
forall fe CFUTF, teT, (14.28)
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where in constraint (14.23), variable xf(l) represents the dependent demand of
item ¢ and is assumed to be zero (or does not exist) when ¢ is an end product,
that is, when (i) = 0. On the contrary, d: represents the independent demand
and only exists for end products (i.e., di = 0 for all i with (i) > 0). In
constraint (14.24), M is a large positive value because there is no individual
capacity constraint. Constraint (14.25) is the classical big bucket capacity
constraint with family set-up times. Finally, constraint (14.26) defines the
link between the item set-up and the family set-up. A family f is forced to be
set up in period ¢ (i.e., 5/ = 1) when any of its members i € IF(f) is set up
in period ¢ (i.e., yi = 1).

14.2.4 Improving the Initial Formulation

We now make several observations relative to the initial formulation INI.

Observation 14.1 i. The integrality constraints on the item set-up variables
y can be relazed, thereby significantly decreasing the number of integer vari-
ables.

ii. As there are no item set-up costs, the yi variables can be eliminated. To
obtain a valid formulation, we can replace the constraints (14.24) and (14.26)

by
2t < Mn] foral fe CFUTF, icIF(f), teT

The formulation obtained by relaxing the integrality requirements on the
y variables is denoted INI — yreal. The formulation obtained by removing
the y variables, denoted INT — red, is

(INI-red) min Y > hisi + Y > elnf
icl teT FECF teT
st dai=d + x‘tj(i) + st

foralliel,teT

at < Mn]! forall f e CFUTF, i € IF(f), teT
Yoo ada+ Y pipi<r!
icIF(f) gETF:fEARF(g)
forall fe RF, teT
zj, s} € RL foralliel,teT
nl €{0,1} forall fe CFUTF, teT .

As we are dealing with a multi-level assembly problem, we can also rewrite
the two formulations using echelon stock variables, as described in Chapter
13. We need to introduce the following notation.
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The echelon stock variable e}, for all i € I and t € T, is defined (for an

assembly product structure) recursively as e! = st +ef 7() . In other words,
by expanding the recursion, the echelon stock e; represents the sum of
the inventory levels of item ¢ and of all its successors up to the single end
product obtained from i.

In the assembly product structure, we denote by ¢() the single end product
obtained from item ¢, for all 4.

We define the echelon holdmg cost v, that is, the holding cost associated
with the echelon stock, as v = h? — Z]GI.O’(])—Z hi.

Using the equality si = e! — ef(i) to replace the inventory variables st

by the echelon stock variables ei, we obtain the echelon reformulation of the
reduced formulation, denoted by INI-red-ech, see Chapter 13 for further or
more detailed explanations:

(INI—red—ech) min Z Zviei + Z Zcfnf

14.

i€l teT FECF teT
el +al = df(i) + el
foralliel, teT
eiZe?(i) foralliel: o(i) >0,teT
2t <Mn! forall fe CFUTF,icIF(f),teT

Yo oalai+ Y <L

i€IF(f) gETF:fCARF(g)
forall fe RF, teT

zi,ef e Rl foralliel, teT

nl €{0,1} forall fe CFUTF, teT.

2.5 Choosing the Appropriate Extended Reformulations

The next possibility is to tighten the two echelon stock formulations using the
LS-U classification of single-item subproblems.

Rather than using the extended reformulations for LS-U involving O(n)

or O(n?) constraints (with n = NT) and many (O(n?)) new variables, we
have used the reformulation WW-U by moving to the right in Table 4.4; see
Section 4.4.4.

This WW-U reformulation does not require any new variables, and for

INI-red-ech and each item ¢ € I, these additional constraints take the form

e 1+Zdi§z > di" forallt,l €T, and >t
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where f is any family containing item ¢; that is, f € CFUTF and i € IF(f).
The resulting formulation is denoted I N I-red-ech-WWU.

Clearly, these inequalities are only unique when each item belongs to just
one family. If item ¢ belongs to several families, but forming a nested set of
families, then the above inequalities have to be added only for the smallest
family. In other words, if i € IF(f1) C IF(f2) C IF(fs) C ---, then the
WW-U inequalities can be added for f; only, and the following constraints
added to the formulation to link the family set-ups:

nlt <nlr<nl <.

If item ¢ belongs to several nonnested families of items, then the WW-U
inequalities must be added for these multiple families.

Note that the trade-off between the size and the quality of these reformu-
lations can also be controlled by the approximation parameter T'K introduced
in Chapter 5 and used in our library of extended reformulations LS-LIB.

14.2.6 Results with Extended Reformulations

To analyze the best way of using the extended reformulations, we start from
the initial problem, formulation, and data proposed in the literature.

We know that there are 6 end products, and that 6 independent assembly
product structures are used to manufacture these end items. There are 78
items in total, and 16 planning periods. There are 20 nested families of items
(i.e., any two families are either disjoint, or one is included in the other). All
the data used here correspond to the low level of resource availability (C1) and
low level of fixed costs (S1) from the original publication (see Section 14.6.5).
Only the demand set has been generated randomly based on the distribution
proposed.

We first ran each of the different formulations in default MIP mode for
450 seconds. The results are shown in Table 14.8. Column “Int” contains the
number of integer variables, “LP” is the value of the first linear relaxation,
“XLP” is the value of the first node relaxation after addition of the Xpress-
MP cuts. Columns “BUB” and “BLB” give, respectively, the value of the
best feasible solution and the best lower bound after 450 seconds. In the last
column we show the best solution found after 60 and 150 seconds, respectively.
The duality gap is computed as usual by Gap = %&JBBLB % 100.

The results in Table 14.8 show that:

e [t seems very important to eliminate the y variables from the model, and
to express the variable upper bound constraints using directly the 1 set-up
variables; see model I NI-red. This improves both the initial lower bound
(through some system preprocessing) and the root node lower bound after
the addition of Xpress-MP cuts. So, this substitution improves the effec-
tiveness of the system cuts, and allows one to reduce the gap substantially.
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Table 14.8. Storage Rack Model: Reformulation Results in 450 Seconds

Formulation Cons Vars| LP BLB |Gap %| BUB-60 secs
Int | XLP BUB | Nodes |[BUB-150 secs
INT 3,312 3,648] 2,111.3 | 6,493.2 | 48.2 o0
1,152| 5,532.9 |12,531.0| 27,524 o0
INI — yreal 3,312 3,648 997.5 |6,683.8 | 45.1 12,217.0
192 | 4,900.0 |12,166.2|41,390| 12,217.0
INI —red 2,352 2,688 4,033.1 |10,421.4| 12.6 12,219.7
192 9,998.1(11,928.9]18,245|  12,066.3
INI —red — ech 3504 2,688/ 4,035.4(9,792.9 | 18.0 12,083.9
192 |9,202.311,937.531,935| 12,017.3
INI —red — ech — WWU|6,528 2,688(10,777.0|11,166.2| 3.6 11,810.6
192 |10,841.5(11,587.9| 4,074 11,587.9

e The echelon stock reformulation by itself does not improve or tighten the
formulation of the model; see INI-red-ech.

e The echelon stock reformulation exhibits LS-U structure for each item.
Using an extended reformulation WW-U for all the items is crucial in
reducing the gap down to less than 4% in 450 seconds; see I NI-red-ech-
WWUuU.

e Using a tight reformulation allows one to obtain good solutions quickly. It
takes less than 1 minute with formulation I N I-red-ech-W WU to obtain a
solution with a gap of 5.5%, and less than 2.5 minutes for a gap of 3.8% (it
takes 450 seconds to prove that the actual gap is 3.8%, after 150 seconds
the best lower bound is only 11065.7, and the provable gap is only 4.5%).

14.2.7 Results with Primal Heuristics

Next, to answer the study questions, we consider the effect of certain simple
MIP-based heuristics described in Chapter 3, Section 3.6. In particular, we
check whether it is possible to

e reduce the duality gap,
e improve the quality of the feasible solutions obtained, or
e reduce the time needed to obtain good solutions

by using these heuristics. The heuristics were applied to our best reformulation
INI-red-ech-WWU.
The heuristics tried were the following:

i. Default MIP search truncated after 150 seconds of running time;

ii. Relax-and-fix with R = 2 iterations, time intervals Q' = [1,11] ; U = {);
2 = [12,16], and 75 seconds of running time for each subproblem;

iii. Relax-and-fix with R = 2 iterations, time intervals Q' = [1,8] ; U! =

[9,11] ; Q? = [9, 16], and 75 seconds of running time for each subproblem;
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iv. Relax-and-fix with R = 2 iterations, time intervals Q' = [1,9] ; U' =0 ;
Q? = [10,16], and 75 seconds of running time for each subproblem;

v. Relax-and-fix with R = 2 iterations, time intervals Q' = [1,6] ; U! = [7, 9]
; Q% = [7,16], and 75 seconds of running time for each subproblem;
vi. Relax-and-fix with R = 2 iterations, time intervals Q' = [1,6] ; U! =

[7,9] ; Q% = [7,16], and 50 seconds of running time for each subproblem,
followed by one iteration of 50 seconds of the RINS heuristic;

vii. Default MIP search truncated after 75 seconds of running time, followed
by one iteration of 75 seconds of the RINS heuristic.

The time intervals in the relax-and-fix heuristic define the status of the nf
variables; see Section 3.6 for details. When applied, relax-and-fix (R&F) has
been applied in two iterations, where

e 7/ variables with ¢ € Q' UU? were binary at iteration 1,

. ntf variables with ¢ € Q! were fixed at the end of iteration 1,

. ntf variables with ¢ € Q% were binary at iteration 2.

The relaxation-induced neighborhood search (RINS) heuristic consists of

e fixing the ntf variables that have the same value in the linear relaxation
solution of formulation I N I-red-ech-W WU and in the current best integer
feasible solution (obtained by MIP or by R&F), and

e then solving the restricted MIP problem using the default MIP solver; see
Section 3.6 for details.

Table 14.9. Storage Rack Model: Heuristic Results in 150 Seconds

Heuristic Run T. R&F Time Intervals BLB BUB |Gap

(secs) (secs) (%)
MIP 150 11,065.7 11,587.9] 4.5
R&F 75, 75 = [1,11]; U1 =0;Q%=[12,16] |11,019.1 11,535.1| 4.5
R&F 75, 75 =[1,8;U' = [9,11]; Q% = [9,16]|11,019.1 11,518.4| 4.3
R&F 75, 75 L =11,9]; U1 =0;Q* = [10,16] |11,011.9 11,589.9| 5.0
R&F 75, 75 =[1,6];U" = [7,9]; Q> = [7,16] |11,011.9 11,589.9| 5.0
R&F-RINS|50, 50, 50 =[1,6];U" = [7,9];Q* = [7,16] |10,975.2 11,654.4| 5.8
MIP-RINS | 75, 75 - 10,979.8 11,656.4| 5.8

In Table 14.9, we show the running times and parameters of the various
heuristics tested, the value of the best valid lower bound (“BLB”) obtained (if
any), the best feasible solution (“BUB”), and the gap after a maximum of 150
seconds. These results have not been obtained with LS—LIB, but with a direct
Mosel implementation of the heuristics. In all these heuristics, the best valid
lower bound is the best lower bound obtained before any heuristic variable
fixing has been applied. For instance, in the R&F heuristic, this corresponds
to the best lower bound obtained at the end of iteration 1.
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In Table 14.9, we compare the default MIP branch-and-bound search with
the heuristics, and we observe that the heuristics can typically improve the
quality of the best feasible solution found in 150 seconds, but provide weaker
lower bounds. The best heuristic solution is obtained here by relax-and-fix
where enough variables keep their binary status during iteration 1 (i.e., Q'UU*
is large), but not all of these variables are fixed at the end of iteration 1 (i.e.,
Ul £ 0).

In conclusion, by using MIP-based heuristics and tight reformulations it
seems possible to obtain good solutions quickly, better than those obtained
from a pure MIP approach, but at the price of weaker lower bounds.

14.3 Insulating Board Extrusion

14.3.1 Problem Description
General Context

This case is an example of planning and scheduling in the process industry,
where planning and scheduling cannot be as easily separated as in the case of
discrete manufacturing. Here the distinction between planning and scheduling
is not solely based on the production cycle length and on the production pol-
icy, but should also depend or be based on production process characteristics.
For instance, when production runs take many days, the scheduling problem
must be defined over a longer horizon. When set-ups are time-consuming,
lot-sizing and product processing frequency decisions become crucial in opti-
mizing capacity utilization and have to be taken into account in medium-term
planning models. When set-ups are sequence-dependent, which is very often
the case in the process industry, sequencing decisions have an impact on the
processing capacity. As a consequence, planning and scheduling decisions have
to be coordinated or jointly optimized.

We illustrate this required coordination on a real case taken from the lit-
erature. In this case, production planning decisions (i.e., the quantity to be
produced in the coming month for each product) have already been made
based on existing inventory, global available capacity, short-term customer
orders, and sales forecasts. The objectives of the short-term (monthly) inte-
grated batching and scheduling problem are the following:

e Define the production batches of each product to be processed during
the month on each machine, in such a way that the global production
quantities decided at the higher planning level are met for each product;

e Assign the batches to the different machines, taking into account the ca-
pability and relative speed of machines, as well as their available capacity;

e Sequence the batches on the machines in order to optimize capacity uti-
lization.
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We start our analysis by describing the initial MIP formulation proposed

in the original publication. Then we reformulate the model by using the stan-
dard formulations proposed in Chapter 12 to represent a sequence of set-ups
with sequence-dependent changeover times, and compare the numerical re-
sults obtained with these different reformulations. Finally, we analyze the
multi-period extension, as suggested in the problem description.

Description of the Short-Term Batching and Scheduling Problem

A plant produces insulating boards by extrusion. Several ingredients and
additives are mixed in an extruding machine; this mix is conducted through
the machine by screws and heated by friction. The resulting paste expands
at the end of the extruder through a die. The die controls the final width
and thickness, and is thus specific to each product. The production quan-
tity is measured in [m?].

There are several extruders working in parallel (four in our test instances).
The production rates ([m3/h]) are known for each feasible assignment
of a product to a machine. A given machine is only able to process a
subset of the products. There are sequence-dependent changeover times
between the products corresponding to die removal, die installation, and
process stabilization times. These production rates and changeover times
are machine dependent.

A die has a limited lifetime, and if the extrusion time of a given product
exceeds this lifetime then the die has to be replaced. This corresponds to a
changeover time of a product to itself. A batch is defined as the processing
of a product on a machine without any interruption. The duration of a
batch is therefore limited by the die-lifetime.

There is at most one campaign (i.e., one sequence of consecutive batches of
a same product) of each product per machine per month. This restriction
is imposed to simplify the plant organization. There is some flexibility in
the duration of a campaign. The end of a campaign can be delayed by at
most 24 hours. This means that the length of the campaign, and the total
lifetime of all dies used in the campaign, can be increased by 24 hours.
The status of each machine at the beginning of the scheduling horizon is
known and described by the product being processed and by the age of
the die, that is, the duration in the past of the current batch.

The products are grouped into families of products (seven in our tests).
Each group corresponds to a specific die, and the changeover time between
products of the same group, as well as the differences in production rates
among products of a group, are neglected. A global quantity to be produced
during the scheduling horizon is given for each product group (in [m?]).
This quantity is typically the output of the master planning system. For
the rest of this case a product refers to a product family.
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The capacity available on each machine over the horizon is also given (in
[hours]). It is machine-dependent because of planned shifts, maintenance,
holidays, and so on.

The objective of the integrated batching and scheduling problem is to be
able to produce the planned quantities and to minimize the total machine
utilization time required. If the machines are under-utilized in the optimal
solution, then the master planning system will be allowed to increase the
production requirements and a new iteration will be performed. If there
is no feasible solution, then the master planning system will be asked to
reduce the production requirements.

Study Questions

The first objective in the development of this model is the integration or
common optimization of the batching and scheduling decisions over a single-
period horizon of one month. A secondary or future objective would be to go
one step further by integrating also the medium-term planning decisions over
a horizon of three to four months. These objectives suggest the study of the
following questions.

Does the integrated approach for batching and scheduling provide globally
better solutions than the traditional procedure? The current procedure
first creates batches of products for the different machines, with only a
rough estimate of capacity available for extrusion (changeover times and
sequencing decisions are totally ignored at this stage). This estimate is
equal to total capacity available minus estimated changeover times. Then
the sequence is optimized for each machine individually in order to min-
imize real or effective capacity utilization. Finally, several iterations of
successive batching and scheduling are performed, and the capacity avail-
able for extrusion in a batching iteration is updated to reflect the solution
of the previous scheduling iteration. This process is repeated as long as
global (i.e., over all machines) capacity utilization is decreased.

Is it possible to formulate and solve the multi-period master planning and
scheduling problem that integrates the production quantity decisions over
several months with the batching and scheduling decisions within each
month? Such an integration allows one to plan the whole plant in a single
step, instead of using several iterations of separated planning and batch-
ing/scheduling steps. Here again, several iterations are needed because
exact capacity utilization depends on the batches and on the sequence of
products, and is not known initially when solving the planning subprob-
lem.

Does this integrated planning and batching/scheduling approach give sig-
nificantly better solutions than the traditional iterative approach?

The objective function used for the batching and scheduling has always
been machine capacity utilization. This is because the main objective of
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batching and scheduling was to offer the largest possible capacity to the
planning module. When these planning, batching, and scheduling decisions
are integrated into a single module, are there other objective functions to
use than global capacity utilization over all machines and over the whole
planning horizon?

The feasibility of the multi-period extension is treated later in this section.
The problems/exercises posed in Section 14.6.5 provide a way to answer the
other questions.

14.3.2 Classification

This problem is a single-level, single-period, multi-item production planning
problem classified as follows.

Multi-Item

This problem is mainly a sequencing problem, with no limit on the number of
items produced per period, and with sequence-dependent changeover times.

e For each machine k, the production mode classification is PM = [M-
SQ], where sequence-dependent changeover variables are required to model
the capacity constraints and the objective function.

e There is an additional mode-type restriction that there exists at most one
campaign of each product on each machine. Our basic formulations for
Mo-SQ proposed in Section 12.3 need to be adapted to take this into
consideration.

e For each machine k, the production quantity classification for capacity
constraints is PQ = [PC-SQ)] in order to model the capacity or time
consumed during the changeover operations.

Single-Item

The single-item classification is degenerate in this case because there is a single
time period.

e For each product, there is a global net requirement or demand to be sat-
isfied from production on different machines. The initial inventory has
already been deducted from the gross requirements.

e All the machines are supposed to work in parallel, and the machines used
to satisfy the demand, as well as the lot sizes on these machines, have to
be decided upon.

e For each product on each machine, a number of batches can be produced,
and the capacity or maximum size of a single batch is limited by the die
life time.

e Therefore, the single-item subproblem exhibits all the characteristics of
LS-C, but with multiple machines, and any number of batches per ma-
chine.
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14.3.3 Initial Formulation

We start with the description of the formulation proposed in the literature.

Objects and Indices Mathematical Notation

Product (families) Object: set of products I : |I|=NI=7
Index: i€ I ={1,...,NI}

Extruders (machines) Object: set of machines K : |[K|=NK =4
Index: ke K ={1,...,NK}

Remarks:

e The products considered here are the families of products, because there
is no need to distinguish the individual products within a family. We also
denote by Iy the set of products I U {0}, where the additional dummy
product 0 is used to represent the idle state of a machine.

Data Mathematical Notation
Feasible assignments:
Products made on each machine|Vk € K [-]: I(k) C I
Machines used for each product |Vi € I [-]: K(i) C K
Demand or required production ||V i € I [m3]: D?

Production rates Viel ke K(®i) [m3/h]: o
Changeover times Vi, j € I(k)Uu{0} [h]: 7}
Production capacity VkeKI[h: L

Die lifetime Viel, ke K(®i) [h: B,
Extra die lifetime per campaign ||[h]: v

Starting product VkeKI[]: P, eI(k)u{0}
Starting age of die V ke K [h]: A € [0, 5’“]
Remarks:

For each machine k, the die lifetime is the maximum duration of a batch.
The extra die lifetime v (24 hours in our tests) is the additional duration
of a campaign allowed in excess of the normal die lifetime.

e The starting age of die Ay is the past duration of the batch of product
Py, which is in process at the beginning of the planning horizon. Note that
when machine k is initially idle, we take P, = 0 and A = 0.

Variables Mathematical Notation
Production or extrusion times [[Vi€ I, k€ K(i) [h]: 2} € Ry
Campaign changeovers VkeK,ije I(k)U{0},

i#j [ x €{0,1}
Batch changeovers in a campaign||V k € K, i € I(k) [-]: 2] € Z4
Campaign sequence number Viel, ke K(®i) [h]: ul, € Ry
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Remarks:

The variables in this model are classical production and changeover vari-
ables, plus some additional variables to take into account the restrictions
on campaigns and on die lifetimes.

We define two types of die changes or changeovers. The campaign change-
over variable x}/ represents a transition from a campaign of product i
to a campaign of a different product j. The batch changeover variable zk
represents the number of die changes within the campaign of product ¢ (i.e.,
a changeover from product ¢ to itself). Therefore, if there is a campaign of
product i on machine k, there are z} 4+ 1 batches in this campaign.

The continuous variable u} is used to model the elimination of subtours,
and represents the sequence number of the campaign of product ¢ on ma-
chine k, if such a campaign exists.

Constraints Mathematical Notation
PM = [M-5Q)]
Single predecessor VkeK,iel(k)U{0} [-]: pred;
Single successor VkeK,iel(k)U{0} [-]: succ,
Subtour elimination VkeK,i,jelIk),i#j[] subtour?
Continuation starting campaign ||V k € K []: starty
PQ = [PC SQ)
Machine capacity V ke K [h]: capay
LS-C
Demand satisfaction Viel [m3]: dem_sat’
Campaign capacity VkeK,iel(k) [m3:

vub_pred;, and vub_succ,
Batch capacity VkeK,iel(k) [m®: vubbatch},
Remarks:

We have listed the set of constraints that can be identified from the prob-
lem description. Although this formulation has been derived independently
of the classification, to facilitate the analysis, we associate each constraint
with the structures identified in the classification. Then we will formulate
each constraint separately.

Objective function Mathematical Notation

Minimize total capacity utilization||[h]: used_capa

The Complete Formulation

The complete initial formulation of the model, called TN, is the following.
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(INI) used_capa := min Z [ Z (wh 4 yitzh )+
keK iel(k)
Yool - (14.29)
1,j€I(k)U{0}:57#1
pred;, = Z i <1 forke K, ieI(k)U{0} (14.30)
jel(k)u{o}
succh, = Z XY <1 forke K, ieI(k)U{0} (14.31)
jel(k)u{o}
subtour! = ul > uj, — |[I(k)| + ([I(k)] + 1)x}/
forke K, i,jel(k):i#j (14.32)
starty, =1 = Xz’P*’ for k € K (14.33)
capag = > @rw= > W -
i€l (k) §,5EI(k)UL0}:ji
W < L fokeK (14.34)
dem_sat’ Z izl > D' foriel (14.35)
kEK (3)
vub_pred;, = i < Ly, Z Xy forkeK,iel(k) (14.36)
jel(k)u{o}
vub_succl, =zl < Ly Z X? for ke K, i € I(k) (14.37)
JEI(k)u{0}
vub_batch, = xi + Ay < Bizi 4+ B +v
for ke K, i€ I(k):i=P, (14.38)
vub_batchl, = xi < Bizi + L+ v
for k € K, i € I(k):i+# P, (14.39)

where constraints (14.30) and (14.31) express the condition that each prod-
uct has at most one predecessor and one successor in the campaign sequence
relative to each machine. Constraint (14.32) eliminates subtours, which are
defined as campaign sequences leaving a product ¢+ and coming back to i after
some transitions. Such subtours form infeasible campaign sequences and are
eliminated by associating a label or sequence number u}f with each product
1 on each machine k, and by imposing ufc > u}€ + 1 when there is transition
from ¢ to j. Constraint (14.33) treats the initial transition from 0 to Py. Con-
straint (14.34) is the usual single-machine capacity constraint with changeover
times, taking all transition types into account. The objective (14.29) is the to-
tal capacity utilization over all machines. Constraint (14.35) models demand
satisfaction. Constraints (14.36) and (14.37) ensure that the production of
product ¢ on machine k is zero when there is no campaign of ¢ on k. Finally,
constraints (14.38) and (14.39) ensure that there are enough batches (2% + 1
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of them) in a campaign of product ¢ on machine k, in the case when ¢ is the
starting product on machine k£ and when it is not.

14.3.4 Improving the Initial Formulation

We now make several observations based on the classification in order to
improve the initial formulation /N 1.

For each machine k, we may use the vehicle routing formulation (12.10)—
(12.14) of PM = [M-SQ] to get a tight formulation for the sequence of
campaigns.

In this formulation, we restrict variables yz, the number of set-ups of prod-
uct ¢ on machine k, to be binary because there is at most one campaign
of each product on each machine.

In order to improve the formulation of the production quantity structure
PQ = [PC-5Q)], we can, as suggested in Section 12.4, build single-node
flow relaxations of our model, and add flow cover or reverse flow cover
valid inequalities; see Section 8.9. As these flow cover inequalities, as well
as other mixed integer rounding inequalities based on the same relaxations,
are now generated automatically in the standard MIP solvers, the easiest
and fastest way to test this idea is to provide these (or some) single-node
flow relaxations as part of the initial formulation.

These relaxations are defined by flow constraints — capacity and demand
satisfaction constraints — and variable upper bound constraints. To obtain
pure variable upper bound constraints in the formulation:

— We decompose the extrusion time in a campaign into normal extrusion
time (limited by the die lifetime) and additional extrusion time at the
end of a campaign (limited to 24 hours).

— We artificially fix the start of the planning horizon on each machine
at the past date at which the last batch was started, which requires
us to update the product demands and the production capacities (see
below).

Finally, in order to keep a compact formulation and because the number
of items is small, we retain the weak initial formulation of the subtour
elimination constraints. An alternative to be tested here would be to add
the subtour constraints (12.16) with ¢ = 1. This would allow us to avoid
the creation of the uff variables, but at the potential expense of many
subtour inequalities.

V RP Variables

We redefine the variables as

zi € Ry denotes the normal extrusion time of the campaign of product i
on machine k, for k € K and i € I(k) (i.e., without the additional lifetime).
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e vi € R, denotes the additional extrusion time of the campaign of product
i on machine k, for k € K and ¢ € I(k).

° y}c € {0,1} takes the value 1 if there exists a campaign of product i on
machine k, and 0 otherwise, for k € K and ¢ € I(k).

e 2z €7, denotes the total number of batches in the campaign of product
i on machine k, for k € K and i € I(k).

e x; €{0,1} takes the value 1 when there is a changeover from a campaign
of product i to a campaign of product j on machine k, and 0 otherwise,
for k € K and 4,5 € I(k) U{0}, i # j.

e u! € Ry is used to model the subtour elimination restrictions, for k € K
and ¢ € I(k).

V RP Formulation

The above observations lead to the following alternative formulation, called
VRP.

(VRP)
used_capa  := min Z [ Z (% +vh +yEzk) — A — P 4
k€K icl(k)
O =W+
i, jel(k):j£i
> = 8] (14.40)
jel(k)
predy = Z Xio =1 forkeK (14.41)
jel(k)u{o}
pred, = Z Xii =yi forke K, iclI(k) (14.42)
jel(k)u{o}
succy = Z ij =1 forkeK (14.43)
j€l(k)u{o}
succh, = Z ij =yi forke K, iclI(k) (14.44)
jel(k)u{o}
subtoury =l > uj — [I(K)| + ([T(k)| + 1)x}]
for ke K, i,jel(k):isj (14.45)

starty, = XY =1 forke K with Py #0 (14.46)
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capay, = Z (zh 4+ vf + 2k +
icI(k)
> G =+
hjEl(k):jF#i
0 0
Z (v =Xy 5 <

jel(k)
L+ 4 Ay forke K (14.47)
dem _sat' = Z ol (zh + k) >
keK (i)
D'+ > ajA, foriel (14.48)
keK:Py,=i
pasty, =ap > Ay forke K, icl(k):i= P (14.49)
vub_r}, =al < Bz for ke K, i€ I(k) (14.50)
vub_v}, =, <wvy. forke K, iclI(k) (14.51)
vlb_z}, =2 >y forkec K, iclI(k) (14.52)
) ) Dt .
vub_zj, =z, <[ ==y, forke K, iclI(k) (14.53)
g
flowl} = Z ol Bz + Z ol vl >
keK (i) kinK (i)
D'+ > ajA, foriel (14.54)
k€K:Py=i
flow2i = Z ol B 2+ Z ok vyl >
keK (i) kinK (i)
D'+ > ajdy foriel, (14.55)
keK:P,=i

where constraints (14.41)—(14.44) model the sequence of campaigns, and con-
straint (14.46) fixes the starting product, on each machine. Note that all cam-
paign sequences start from the dummy product, and end with the dummy
product. In the capacity constraint (14.47), each batch of product ¢ on ma-
chine k requires a batch start-up time 7 to change the die, and an additional
changeover time of 'yii —~% when the batch start-up coincides with the begin-
ning of a new campaign of product ¢, coming from product j. The only case
where the transition from the idle state 0 consumes capacity is when the start-
ing product is the idle product, with the notation §%* = 1 when P, = 0 and 0
otherwise. Because of the redefinition of the beginning of the planning horizon,
the capacity in the rhs of (14.47) is increased by the past production time Ay
and the past changeover time v,fk’P’“. The objective function (14.40) is again
the total machine utilization time, without past utilization. Similarly, in the



458 14 Test Problems

demand satisfaction constraint (14.48), the required production of product 4 is
increased by its past production ), . Po—i a};Ak. This past production level
is imposed as a constraint in (14.49). The modification of the planning horizon
allows us to write the variable lower and upper bound constraints simply as
(14.50)—(14.53). Finally, the constraints (14.47)—(14.48),(14.54), and (14.55)
define single-node flow and integer continuous knapsack relaxations, together
with the variable upper bounds (14.50)—(14.51). The latter two relaxations
are obtained from (14.48) by replacing the extrusion times using the variable
upper bound constraints.

UF Variables

Finally, an alternative formulation to VRP is to formulate explicitly the se-
quence of campaigns on each machine by adapting the unit flow formulation
(12.1)—(12.4) from Chapter 12.

We keep the variables z, yi, 21, v} as in formulation V RP, and introduce
the following new variables to represent the sequence of campaigns.

e ui_ € {0,1} takes the value 1 if the cth campaign on machine k is of
product 4, and 0 otherwise, for k € K, and either i € I(k),c € {1,...,|lo|},
or P,=i=0,c=1

e ;. € {0,1} takes the value 1 when there is a changeover on machine k
from the (¢ — 1)th campaign which is of product i to the cth campaign
which is of product j, and 0 otherwise, for k € K, and either 4,5 € I(k),
i#j ce{2,.. ||}, or Ph=i=0,j€lI(k),c=2.

Note that the only case in which we need to use the dummy product 0 is when
it is the starting product or campaign on a machine.

UF Formulation

This leads to the following alternative formulation called U F'.

(UF)
used_capa = min Z [ Z (4 +vh +482E) — A — P 4
keK iel(k)
Yo D0 =l (14.56)
4,j€I(k)U{0}:j#i c>2

predy, =ub=1 forkekK (14.57)
preds, =, =0 forke K,i€lI(k):i# P (14.58)
predj, =uhe= > X

GEI(k)U{0}:5i
for k € K,i € I(k),c > 2 (14.59)
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SUCCLC = u27c_1 > Z ijc
FEI(k)U{0}:j#i
forke K,ieI(k),c>2 (14.60)
campaign’, =yi = Zu}cc for k € K,i e I(k) (14.61)
c>1
capay = D @h+uptaia) +
i€l(k)

Do D AL <

i,§ €I (k)U{0}:ji c>2

Ly +70P 4 Ay forke K (14.62)

(z,y, z,v) satisfy (14.48)—(14.55), (14.63)

where constraints (14.57)—(14.58) define the first campaign (entering flow),
constraint (14.59) defines the cth campaign as the result of a transition from
the previous (¢ — 1)th campaign, whereas constraint (14.60) allows a transi-
tion from the (¢ — 1)th campaign to the next cth campaign. Observe that the
inequality > constraint permits termination of the sequence after any cam-
paign. Constraint (14.61) defines whether there exists a campaign of product
i on machine k (yi = 1), or not (yi = 0). Finally, the capacity constraint
(14.62) and the objective function (14.56) are similar to those in the VRP
formulation.

14.3.5 Results with Reformulations

We have solved a test instance of the problem involving seven products and
four machines, for which we ran each of the different formulations in default
MIP mode with Xpress-MP. All three formulations INI, VRP, and UF solved
this single-period batching and scheduling problem to optimality. The results
are shown in Table 14.10. Columns “Cons,” “Vars,” and “Int” contain, respec-
tively, the number of constraints, variables, and integer or binary variables.
“LP” is the value of the first linear relaxation; “XLP” is the value of the
first node relaxation after addition of the Xpress-MP cuts. Column “OPT”
gives the common value of the optimal (integer) solution. Columns “Nodes”
and “Time” give the total number of nodes and the running time to prove
optimality.

The results show the effectiveness of the proposed VRP and UF refor-
mulations in solving this problem. This is due to a much better quality lower
bound. Although the linear relaxation of U F gives a slightly better bound, it
takes more nodes than the V RP formulation to solve the problem to optimal-
ity.
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Table 14.10. Insulating Boards: Reformulation Results
lFormulation‘Cons Vars Int‘ LP XLP OPT ‘Nodes Time

INI 206 186 146/|2,003.44 2,054.33 2,077.09|36,553 67
VRP 257 222 162|2,046.26 2,066.48 2,077.09| 611 1
UF 447 814 T74|2,046.55 2,066.21 2,077.09| 729 2

14.3.6 The Multi-Period Planning and Scheduling Extension

We now consider the multi-period master planning, batching, and scheduling
problem that optimizes all such decisions over a horizon of several months.
We propose and test a formulation based on the single-period reformulations
studied before. Given the results in Table 14.10, we use formulation VRP as
a starting point. A similar model can easily be built from formulation UF.

As the extension is straightforward, we only comment on the modifications
with respect to formulation V RP. Except for the demands, all sets and data
remain the same as in the single-period model. An additional index ¢ is used
for time periods t € T = {1,..., NT}. The demand for item ¢ in time period
t is denoted D?, and the capacity of machine k in period ¢ is denoted Ly;.

MYV RP Variables

The following V RP variables are retained and have the same interpretation.
The only difference is that all these decisions have to be taken in each time
period: yi, € {0,1}, xi, € {0,1}, ui, € Ry.

The other variables, defined for ¢t € T, k € K, and i € I(k), are new or
have a slightly different interpretation.

e 1!, € R, denotes the normal extrusion time of the campaign of product i
on machine k in period ¢, without the additional lifetime at the end of a
campaign (variable v) and without the remaining extrusion time performed
in period t from the last batch of period ¢t — 1 (variable r).

e vl € R, denotes the additional extrusion time at the end of the campaign
of product ¢ on machine k in period ¢.

e ri, € R, denotes the remaining extrusion time in period ¢ from the last
batch of period ¢ — 1 on machine k, if this last batch is of product ¢, and
0 otherwise.

e . € Z, denotes the number of batches of product i started on machine
k in period t.

e si e R, denotes the inventory of product i at the end of period t.

So, the main difference with respect to VRP is the decomposition of the
extrusion times into three distinct sources: remaining time r from the previous
period, normal time x, and additional time v.
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MYV RP Formulation

The formulation of the multi-period extension is called MV RP.

(MV RP)

used_capa

pred[,it
preds,
succy,
succ,
subtourg

i

starty, |
i

starty,

capay, 1

capagy

minz Z pt [ Z (cht + ‘r;ct + Uét + 'Ylicizlict)‘i‘
teTheK  icl(k)
Yo O =]+
iGel(k)ji
YoX PR = 80
kEK jel(k)
Z Xi’tozl forke K, teT
jel(k)u{o}
> X =vi forkeK, icl(k), teT
JjeI(k)u{o}
Z Xzle forke K, teT
JeI(k)u{o}
S X =vi forkeK icl(k), teT
JeI(k)u{o}
ke = U — [T(B)] + ([T(F)] + 1)x30;
forke K, i,jeI(k):i#j, teT

=Y =P for ke K, ieI(k)

Xl =S | forke K, icl(k), 2<t<NT

D ha + @ ol i) +
iel(k)
Z (Vlij - Wij)XZﬂ +
1,5€I(k):j#1
Z (? =AW )xi 60 <Ley forkeK
JEI(k)
Dl + T + v + W2k +
eI (k)
Yo W =N < e
i,j€l(k):j#i
forke K, 2<t<NT
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(14.64)
(14.65)
(14.66)
(14.67)
(14.68)
(14.69)

(14.70)
(14.71)

(14.72)

(14.73)
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dem_sati :=si_| + Z (P + Ty + Vi) =

kEK (i)

Di+s. foriel, teT (14.74)

ub_r, 4 =7}, < (B — Ax) §4Pe for k € K, i € I(k) (14.75)
vub_r}, =1, < BV forkeK,iclI(k),2<t<NT (14.76)
vub_r}, = ahy + e < Bk forke K, icl(k), teT (14.77)
vub_vt, =k, <v(yh, — XZ’E) forke K, ieI(k), teT (14.78)
vub_zk, =z, < [A]y}d forke K, icl(k), teT (14.79)

B+
vlb_zh, =2, >k, — X0 forke K, icI(k), teT, (14.80)

where constraints (14.65)—(14.69) model the sequence of campaigns on each
machine in each time period, constraints (14.70)—(14.71) impose the initial
conditions and transitions between periods; that is, the ending batch of pe-
riod ¢t — 1 is the starting batch of period ¢. Constraints (14.72)—(14.74) model
the capacity restrictions and demand satisfaction, taking into account the de-
composition of the extrusion times from three sources. The objective function
(14.64) is the sum of machine utilization times, with a discount factor p < 1 to
penalize capacity utilization in earlier periods, or to minimize stocks expressed
in terms of production hours.

Constraint (14.75) limits the remaining production from the last batch
prior to the planning horizon, and constraint (14.76) prevents any remaining
production in period t if the production campaign is not the first in period t,
that is, the last in period ¢ — 1. Constraint (14.77) ensures in each period a
number z;, of batches that is large enough to cover the normal production z},
in period ¢, plus the remaining production r,i)tﬂ postponed till period ¢ + 1.
Constraint (14.78) restricts the extra production to campaigns that are fin-
ished in period t. Constraint (14.79) limits the number of batches in a period,
and prevents the creation of batches in a period without an active campaign in
that period. Finally, constraint (14.80) ensures that a new campaign contains
at least one batch.

Improving Formulation MV RP

As for VRP, formulation MV RP can be improved by adding low-level relax-
ations in order to help the MIP solver to generate mixed integer rounding and
flow covers cuts. To take into account the integer variables involved in the for-
mulation, we have added the following integer continuous knapsack sets (see
Section 8.7) obtained by first summing the demand satisfaction constraints
over periods t up to [, 1 <t <[ < NT, and then replacing the continuous
variables using their variable upper bounds:
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s+ Y aiBig + > Zakﬁkzku

kEK (i) kEK (i) u=t

+ ZZakuyku X;;S)EZD; foriel, 2<t<I<NT
keK (i) u=t u=t
(14.81)

Z aj (B — Ag) 8" + Z Zakﬂkzm
kEK (i) kEK (i) u=1
l
+ > Zakuyku Xew) =Y Di foriel, 1<I<NT.
keK (i) u=1 u=1

(14.82)

The formulation MV RP augmented by constraints (14.81)—(14.82) is called
MV RPT.

Another way to improve formulation MV RP is to add extended formula-
tions for higher-level relaxations of the model. We have identified three such
relaxations for the multi-period single-item subproblems.

First, a LS-U relaxation is defined for each product i. If (s, 7, v, 2,9, 2, X)
is feasible for MV RP, then (S, X,Y) € conv(X*9~V(DD)) with

S(t) = st for all ¢,

X(1) = Z ok (re, +ak, + k) for all ¢,
kEK (i)

Y(t) = Z i, for all ¢,
kEK (i)

DD(¢) = D for all ¢,

where X9~V (DD) denotes the set of feasible solutions of LS-U with demand
vector DD. This is a valid relaxation because for all (s,r,v,z,y, z, x) feasible
for MV RP, we have S(t — 1) + X(t) = DD(¢t) + S(¢t) and Y (t) = 0 implies
X(t) =0, for all ¢.

Next, we have identified two relaxations WW-U and WW-CC for each
product 1.

If (s,r,v,2,y,2,x) is feasible for MV RP, this implies that (S,Y) €
conv(XWW=U(DD)) and (S,Y) € conv(XWW-CC(DD,CC)) with
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S(t) = s+ Z ol (T27t+1 + I/XZ’?) for all ¢,
keK ()
Y (¢) = Z 2k for all ¢,
keK ()
DD(t) = D; for all ¢,
cc = C(BL+v),
kgl%) a (B +v)

where X"WW=U(DD) denotes the set of feasible solutions of WW-U with
demand vector DD, and X"WW~=C¢C(DD,CC) denotes the set of feasible solu-
tions of WW-C'C with demand vector DD, and constant capacity CC. These
are valid relaxations because Y (¢) is the number of new batches started in
period t, CC' is an upper bound on the capacity of a single new batch (the
term v is needed because campaigns of a single batch are allowed, and there-
fore a single batch can give as much capacity as o} (8% +v)), and S(¢) is an
upper bound on the demand after period t satisfied from batches started
before or in period t. In other words, these are valid relaxations because
St—1)+CCY_,Y(u) > _, DD(u), for 1 <t <1 < NT. Observe
that we would obtain a tighter relaxation by taking into account the varying
capacities among the machines, but no appropriate (approximate) extended
formulation is known.

These reformulations can be easily implemented using the LS-LIB library,
either using the extended reformulations from the X Form procedures, or the
cutting planes from the Xcut procedures. Formulation MV RP augmented
with the three extended formulations is denoted by MV RP-F', whereas for-
mulation MV RP tightened by the three cutting plane procedures is denoted
by MV RP-C.

Results for the Multi-Period Extension
Here we compare different versions of formulation MV RP, namely
MVRP, MVRP*, MVRP—F, MVRP*—C, MVRP"—F |

for problem instances with NT = 3 and 4 time periods, with NI = 7 products,
N K = 4 machines, and with a discounting factor p = 0.98. In our implemen-
tation of MV RP-C, we generate up to 20 rounds of cuts at the root node,
and in the branch-and-bound tree with a cut frequency of 3, and a maximum
depth of 30.

The results obtained with a maximum run-time of 600 seconds for each
problem instance are given in Table 14.11. Column “LP” gives the value of
the linear relaxation, before any cut. Column “XLP” reports on the objec-
tive value at the root node, after the addition of Xpress-MP and LS-LIB
cuts. Columns “BUB” and “BLB” contain the best solution and the best
lower bound at the end of the computing time (optimum proved or time limit
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reached). Column “Gap” gives the final duality gap at the end of the com-
putation. Columns “Nodes” and “Time” contain the final information at the
end of the computation. A * indicates that the time limit has been reached

and the optimization stopped.

Table 14.11. Insulating Boards: Multi-Period Results

Formulation-NT'|Cons Vars Int| LP XLP|BUB BLB| Nodes Time|Gap
(secs)| (%)
MV RP-3 851 747 486|4,886 4,899(4,922 4,922| 53,314 358 | 0
MVRP*-3 899 749 486|4,886 4,900(4,922 4,922| 29,859 241 | 0
MVRP*-C-3 899 749 486|4,886 4,902|4,922 4,922| 24,054 294 | O
MV RP-F-3 1,103 894 486|4,895 4,904(4,922 4,922| 18,372 213 | 0
MVRPT-F-3 [1,151 896 486|4,895 4,903(4,922 4,922| 15,271 185 | 0
MV RP-4 1,144 996 648|7,035 7,048|7,091 7,061|51,286™ 600" 0.42
MVRP*-4 1,224 999 648|7,035 7,049(7,094 7,063|43,472* 600* |0.44
MVRP*T-C-4 1,224 999 648|7,035 7,053|7,091 7,063|28,467* 600* |0.39
MYV RP-F-4 1,536 1,234 648|7,043 7,052|7,086 7,065/30,859* 600* [0.30
MVRPT-F-4 1,616 1,237 648|7,043 7,052|7,088 7,066|26,872* 600* [0.31

The instance with three time periods can be solved easily by all formula-
tions, but the instance with four time periods cannot be solved to optimality
in less than ten minutes. However, in all cases the V RP-based formulations
give very good quality solutions very quickly. In less than one minute, these
formulations suggest solutions where capacity utilization is less than 1% away
from optimality.

There is little difference between the various formulations, but it seems
that formulation MV RP-F (or MV RP*-F) outperforms the others. The
performance of MV RP-C'is a little worse although, in theory, the bounds it
provides are as good as those obtained with MV RP-F. This is partly due to
the fact that, in the current version of Mosel/Xpress-MP, the preprocessing
has to be turned off when LS-LIB cuts are generated (bounds are not strength-
ened, redundant variables and constraints are not removed). Nevertheless,
observe that more nodes are inspected in 600 seconds in MV RPT-C-4 than
in MV RPT-F-4, which means that the cut generation and cut management
times are compensated by the reduced optimization time for a smaller-size
formulation.

These results are very preliminary, and this problem deserves further anal-
ysis. In particular, new formulations and specific valid inequalities for the
structure PQ = [PC-SQ)] (a way to achieve this is described in Section 12.4)
seem necessary, as well as some better formulations for the single-item LS-C
and WW-C' structures identified above with varying capacities and several
machines.
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14.4 Pigment Sequencing

This is a multi-item lot-sizing problem with capacity constant over time and
production at full capacity. There are storage costs and sequence-dependent
changeover costs , and at most one item is produced per period. Backlogging
is not allowed.

Below we first discuss this basic problem and how to improve its formula-
tion. In a second stage we consider how to formulate correctly several natural
ways of assigning costs when there are idle or “no production” periods.

14.4.1 Initial Formulation

The basic problem we start from, with m items, n time periods, and no initial
stock, is defined by the formulation

min f: z": hist + f: i: I\ (14.83)

i=1 t=1 i,j=1t=1

st 4al=d +st for all i,t (14.84)
sh=0 for all i (14.85)
xi <yl for all i,¢ (14.86)
dyi=1 for all (14.87)
=1

XY >y tyl -1 for all i, j,t (14.88)
z,y € {0,1}""", s e R"™, x € RTZ". (14.89)

where constraint (14.84) is the classical flow balance constraint, with zero
initial inventory by (14.85). Constraint (14.86) is the set-up forcing constraint,
where we suppose without loss of generality that the demands have been
normalized so that di € {0,1}; see Section 10.5.1. Constraint (14.87) is the
production mode restriction, and (14.88) defines the changeover variables. The
objective (14.83) is the sum of inventory and changeover costs. We denote
this basic problem PIG-A, and PIG-A-1 is the specific formulation (14.83)—
(14.89).

14.4.2 Classification

This model has the following classification:

e Single machine;

e Single level;

e Multi-item with production mode PM = [M;-5Q)], and production quan-
tity PQ = [PC-U] (i.e., there is no joint production quantity restriction);
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e FEach single item has classification DLS-CC-SC.

Note that the sequence-dependent changeover costs necessarily call for
information about start-ups and switch-offs of single items, which explains
the SC in the single-item classification.

14.4.3 Reformulations
Reformulation of the Changeover Variables

The weak formulation (14.88) of the changeover variables can be replaced
by the unit flow reformulation presented in Section 12.2.2. This leads to the
constraints

inj = yg for all j,¢
i

inj =y, for all ¢,t
J

D u=1
y€{0,1}™", x € RT% ,

representing the flow of a single unit passing from item set-up to item set-up
over time, plus the constraints linking the changeover variables to the start-up
and switch-off variables

J_

vl —zl =yl —wl_, =x}’ forall j,t.

The formulation in which the constraints (14.88) are replaced in this way is
denoted PIG-A-2.

Reformulation of the Single-Item Subproblems

Next we see in Table 4.6 that there is a tight reformulation of DLS-CC-SC
with O(n?) constraints and O(n) variables described in Section 10.5.1; see
Theorem 10.18. Adding this to formulation PIG-A-2 gives a final formulation
PIG-A-3.

14.4.4 Computational Results with Reformulations

We consider an instance with n = NT = 100, m = NI = 10; the storage costs
h* = 10 are item-independent. The changeover costs ¢/ are nonnegative, with
¢ = 0 for all i. They do not satisfy the triangle inequality. Total demand for
the instance is 83, whereas total production capacity is 100, the number of
periods. In Table 14.12 we present computational results showing the effects of
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the reformulations. These results have been obtained using the default version
of Xpress-MP and LS-LIB to implement the single item reformulation. For
the final formulation PIG-A-3, we set TK = 31, with model cuts switched
on (MC = 1). The time limit has been fixed to 1800 seconds. As usual, the
first four columns represent the formulation used, the number of constraints,
variables, and integer variables. The next four columns represent the value
of the linear programming relaxation at the root node before cuts, and after
both the model cuts from DLS-CC-SC and system cuts from Xpress-MP,
and the best upper and lower bounds at the end of the computation. The last
three columns give the total time in seconds, the total number of nodes, and
the final duality gap. A * indicates that the time limit has been reached and
the optimization stopped.

Table 14.12. Results with Different Formulations for Problem PIG-A

Formulat.| Cons Vars Int LP XLP | BUB BLB |Time Nodes Gap
(secs) (%)
PIG-A-131,800 12,900 1,000(1,661.6 2,251.2|13,178 2,603.7|1,800" 17,800" 80.2
PIG-A-2| 6,060 14,880 1,990(3,282.6 3,839.2|12,213 4,061.5/1,800" 17,300* 66.7
PIG-A-3 | 8,498 14,880 1,990|3,282.6 8,282.5| 8,312 8,312 | 133 48 0

Note that with formulations PIG-A-1 and PIG-A-2, the instance of prob-
lem PIG-A is unsolved after 1800 seconds. Note also that most of the gap
closed at the root node in formulation PIG-A-3 is due to the extended re-
formulation for DLS-CC-SC. In fact the value of the LP relaxation with the
model cuts from DLS-CC-SC but without the Xpress-MP cuts is 8270.

14.4.5 Modeling Periods with No Production

Consider a time interval [7,7+1,...,7+p] with p > 2, in which some item i is
produced in period 7 (¢ = 1), nothing is produced in periods 7+1, ..., 7+p—1
(;13%f =0fork=7+1,...,7 + p — 1 and all items ) and then item j is pro-
duced in period 7 + p (ac]T +p = 1). There are different ways of modeling such
idle time intervals, and of computing the corresponding changeover costs, such
as:

a. Default Changeover Costs. This corresponds to the basic model PIG-A
represented by the formulation (14.83)—(14.89). The changeover costs asso-
ciated with such a sequence will be minil,m,ipfl(ci""l + ¢tz 4o 4 1)
because the set-up sequence yi = yiﬂrl =...= yi”gﬁfl = yiﬂ, =1 is feasible
for any selection of items ¢1,...,%p_1.

b. Direct Changeover Costs. The changeover cost of the sequence is ¢/ (which
may be costlier than the earlier solution if the triangle inequality is not satis-
fied). The corresponding model is denoted PIG-B.
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c. Switch-Off and Switch-On Costs. Here we assume that there is a cost cf?
of passing from production of i to idle, and a cost cn? of passing from idle to
production of j. The changeover cost of the sequence is thus cf? + cn?. The
corresponding model is denoted PIG-C.

d. No Idle Periods. In this case some item must be produced in every pe-
riod, and sequences with idle periods are not feasible. So there is a build up of
stock if the capacity exceeds the demand. The corresponding model is denoted
PIG-D.

Now we consider how to modify our basic formulation PIG-A-{1,2,3} so
as to treat cases b, ¢ and d.

Modeling case b: Assuming that ¢ = 0 for all 4, it suffices to add z{ < x!
for all 7,¢. This ensures that the set-up sequence for the idle time interval
[r7+1,...,7+p|willbe yl =yt == :y;i'-&-p—l = l,yi_,_p =1 giving the
required changeover cost c/.

Modeling case c: Here it is natural to introduce a dummy item ¢ = 0 to corre-
spond to “no production”. The changeover formulation is extended to include
this new item. We set ¢© = cf? and ¢* = en’ for all i # 0 and ¢*° = 0, and
add z¢ = y! for all 4,t to the original PIG-A-{1,2,3} formulation.

Modeling case d: Here it suffices to add z¢ = y¢ for all 4, ¢ to the original PIG-
A-{1,2, 3} formulation. Note that when the storage costs are item-independent
h = h for all i, the overall storage cost is constant, and can be dropped.

In Table 14.13, we show results using the tight formulation on the four
different problem variants PIG-{A, B,C, D}.

Table 14.13. Various Idle Time Cost Models: Tightened Formulations PIG-{x}-3

Formulat. |Cons Vars Int LP XLP | BUB BLB |Time Nodes Gap
(secs) (%)
PIG-A-3 (8,498 14,880 1,990 3,282.6 8,282.5|8,312 §8,312 | 133 48 0
PIG-B-3 19,488 14,880 1,990| 3,285.9 8,300.8 | 8,360 8,360 133 41 0
PIG-C-3 |7,795 16,367 2,189| 3,567.4 8,513.9 | 8,627 8,267 | 266 190 0
PIG-D-3 7,498 13,880 1,990(13,890.4 16,084.8(16,831 16,115.5{1,800" 1,300* 4.3
PIG-D-3-r|7,498 13,880 1,990|13,889.1 16,289.8|16,392 16,392.0| 6,700 5,382 0

We observe that the variants PIG-A, PIG-B, and PIG-C have solution
values that are fairly close to one another. On the other hand, due to the
forced production in each period, problem PIG-D is significantly different
from the others both in cost and in solution difficulty, leaving a gap of of
4.3% after 1800 seconds. To obtain this relatively small gap, we removed the
Gomory cuts (set gomcuts and treegomcuts to 0) of Xpress-MP. To solve this
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instance to optimality, we used the observation from above that the solution
was independent of the storage costs. Thus we removed the constant storage
cost (equal to 1381 times the unit storage cost) and increased the approxi-
mation parameter to TK = 61 to get a stronger lower bound. The results for
this revised formulation PIG-D-3-r are shown in the last line of Table 14.13.
Note that it took just over one hour to prove optimality.

14.5 Process Manufacturing

This is a multi-item, multi-level, multi-machine production planning problem
with backlogging and lower bounds on stocks for finished products, and upper
bounds on stocks for each product.

There are two production levels treating the intermediate items I P and
the end items F P, respectively. For each item 4, the machines have different
production rates. The number of intermediate products is small, with a few
machines dedicated to them. The coefficients RM L% represent the number
of units of intermediate product ¢ € I P required to produce one unit of final
product j € EP. Note that the production structure is of distribution type:
the set of end items is partitioned according to the unique intermediate item
that each uses as input.

It is a small bucket model with at most two set-ups allowed per period.
The special feature of the problem is the requirement of lower bounds M B?
(in units of item %) on production runs for each end-item i € EP. A typical
production run lasts for several periods, and full capacity production in all
but the first and last periods of a production run is imposed. As opposed to a
model with only one set-up per period, this two set-up model is used to allow
some flexibility at the beginning and end of a production run. Finally, there
are item dependent cleaning times CLT" at the end of each production run.

14.5.1 Classification

This model has the classification:

e Multi-machine, where several machines can produce the same item but at
different production rates;

e Two-level, with intermediate items IP, end items EP, and an ML-D
structure;

e Multi-item with production mode PM = [M>-SC], and production quan-
tity PQ = [PC-CLT] ( the same as PC-ST but cleaning times instead of
start-up times);

e FEach single item has classification LS-C-B, SC, CLT, AFC, MR, RLS,
SS, SUB.

Note that there is no pure lower bound LB in the single-item classification
because lower bounds are imposed only on the total size of each production
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run. Note also that the restricted (minimum) length sequences appear as a
consequence of mode My combined with AFC and M R.

14.5.2 Initial Formulation

We define first some additional notation:

p** is the amount of item i produced on machine k& per unit of time.

LF is the time available for production on machine % in each period.

Bk = M B 1, where 8% + 1 is the maximum number of periods required

to produce the amount M Bt if i is produced on k.

o af = [WW where o* + 1 is the minimum number of periods
in a production run or set-up sequence.

Before writing an initial formulation, we remove the lower bounds on stocks
by using net stock variables (i.e., si will be the stock level above the minimum
stock) and adapt the demands for end items accordingly, as in Section 4.5.
Using lot-size variables zi* representing the production time of item i on
machine k in period ¢, an initial and natural formulation of this problem is

min Z (p'p™*xi* + i) + Z Rist + birl) (14.90)
ikt
sty + Zpikxik = Z RML”pjkxi +si forieIP, allt
k jokj#i
(14.91)
sty —ri_ + Zpikxik =di+ s, —rl for i € EP, allt
k
(14.92)
wt L >k ik for all i, k,t (14.93)
ziF 4 CLT 'wi* < LFyi* for all i,k,t  (14.94)
Z zik 4 Z CLT'wik < L* for all k,t (14.95)
wit +wik | <y for all 4, k,t (14.96)
Zyt — szk <1 for all k,¢ (14.97)
Zwlk <1 for all k,t (14.98)
B> LFyR oyt —wi® —wit | — 1) for all i, k,t  (14.99)
byt for i € EP, all k,t,1:

t<l<t+a'*
(14.100)
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> ptah > MBiwk forie EP, all k,t  (14.101)
I=t—pik

= Sirh =0, st <SP for all it (14.102)
si,ri € RY, 2iF e RL, yiF wiF € {0,1}  for all i, k¢, (14.103)

where constraints (14.91)—(14.92) are the flow balance constraints, (14.93) de-
fines the switch-off variables, (14.94) the individual capacity constraints with
cleaning times, and (14.95) the machine capacity constraints with cleaning
times. Constraints (14.96)—(14.98) model the restriction of two set-ups per
period, (14.100) the minimum run length constraint expressing the minimum
number of periods in a production run, (14.101) the minimum run constraint
in units of products, and (14.99) the almost full capacity production con-
straint.

14.5.3 Reformulation

Below we reformulate the problem. From Section 12.3, we obtain (14.110)—
(14.111) to represent the two set-ups per period model Y #2=5¢_ From Section
11.3, we use the stronger constraint (14.112) to describe the almost full ca-
pacity constraint, and we add the minimum run valid inequalities (14.115)
to strengthen the minimum production run constraint (14.114). From Section
11.4 we adapt constraint (11.10) to get (14.113) representing a minimum run-
time of ¥ +1 time periods. Note that in each case the version of the constraint
is expressed with the switch-off variables wi* rather than the start-up vari-
ables z/*. Finally each end item has as a compact relaxation WW-U-B, SC,
for which its extended formulation can be easily added using LS-LIB.

min Z (p'p™*xi* + ity + Z h'si +e'r}) (14.104)
ikt
st + Zplkxik = Z RML”ka Ik L st forieIP, allt
k Jok:g#i
(14.105)
i i ik ik _ i i i .
St_l—Tt_l—FZp xy =di+ s — 1} fori € EP, all t
k
(14.106)
wity >y -yt for all i,k,t (14.107)
2iF 4 CLT Wik < LFyi* for all 4, k,t  (14.108)
ink‘ + Z CLT'w* < L* for all k,t  (14.109)

>y Zwk <1 for all k,t  (14.110)
A
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> wit <1 for all k,t (14.111)
xF > LF(yik | —wib —wit ) for all i, k,t (14.112)
tJraik

> wik <y fori € EP, all k,t (14.113)

=t

> pFat > MBiwk forie EP, all k,t (14.114)
I=t—gik
ri_y+si>(MB' —di)" Z Z wi*  for all 4, k, 1t

k T=t4pik

with ¢ + g% <1 (14.115)
sh =S5 =0, s; < S} for all 4,t (14.116)
si,ri e RL, iF e RL, yi% wik € {0,1} for all i, k,t. (14.117)

14.5.4 Computational Results

Below we provide results for the original formulation (14.90)—(14.103), denoted
pm-NT-a, and the tightened formulation (14.104)—(14.117) to which we have
added the reformulation for WW-U-B, SC' for each end-product with TK =
NT, denoted pm-NT-b. The formulations have been adapted to reflect the
initial conditions of the facility (machines set-up status and past production
for in-process batches). Results are for instances with N7 = 12 periods and
NT = 20 periods with a time limit of 1800 seconds. After a run of several
hours, the optimal value of pm-20-b has been proven to be 23,358.2.

Table 14.14. Results for Process Manufacturing

Instance|Cons Vars Int LP XLP BUB BLB | Time Nodes Gap
(secs) (%)
pm-12-a[1,011 1,416 804 | 1,421.5 15,002.2]16,103.9 16,075.4]1,800% 225,300 0.2
pm-12-b(4,268 1,459 785 [15,499.6 15,740.3|16,103.9 16,103.9| 61 1,763 0

pm-20-a|3,544 2,640 1,520|19,841.7 20,837.2(23,710.4 22,321.2{1,800* 73,500 5.9
pm-20-b(6,507 2,730 1,498(22,005.3 22,332.2|23,407.9 23,168.6/1,800" 9,600 1.0

14.6 Powder Production

This problem is a simplified version of a laundry powder production/packing
problem. There are 60 types of packed powder, which are the end products.
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There is a known demand to be met for each of these 60 end products over
30 periods. Backlogging is allowed. The set of end products is partitioned
into seven different groups sharing a common production line (resource) and,
on the other hand, into two distinct groups sharing a common manpower
resource.

The production of each end product consumes one given type among 17
available powders (bulk products). Planning the production of the bulk prod-
ucts is also part of the problem. There is a common resource shared by all
bulks. Other complicating constraints at the bulk level are perishability (the
powder must be packed at the latest one period after production), and a
maximum total stock level for the powders.

None of the resources in the problem involve set-up times. However, there
is a time-independent minimum production quantity for all end and bulk
products. The objective is to minimize the sum of the stocks of intermediate
and end products and the sum of backlogs of end products, with a higher
cost /weight for the backlogs.

14.6.1 Classification

The model is classified as:

Two-level with a distribution structure M L-D;
Multi-machine with 10 resources (7 specialized machines for end products,
2 specialized manpower resources for end products, 1 machine for bulks),
no mode restrictions PM = [My] and big bucket resource constraints
without set-up times PQ = [PC];
Multi-item with 60 end products denoted I.,,q and 17 bulks denoted Ipyx;
End products are classified as WW-U-B, LB with constant lower bounds
on production;

e Bulk products are classified as WW-U-LB, PER with constant lower
bounds on production and perishability restrictions.

14.6.2 Initial Formulation

An initial MIP formulation is as follows.

min 3 N i+ > ) 05si+ Y > 0.25s (14.118)

i€lena t i€lena 1t €Iy T

st Aridal=d +rl | +si fori€ I, 1<t<NT (14.119)

siatai= Y al+s fori € Igup,1 <t < NT  (14.120)
j€succe(i)
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LBy, <z} < d\ nryi for i € IepgUlpuk, 1 <t < NT  (14.121)
> < Ly for 1< f<NF1<t<NT (14.122)
icly
si <Y af for i € Igup,1 <t < NT (14.123)
j€Esucc(i)

Y si<S for1<t<NT (14.124)
1€ Ipuik
ro=s5=0 for i € Iena U Ipuk (14.125)

ri,s; € RL, yi € {0,1} for i € Ipa U Ipuk,1 <t < NT,  (14.126)

where Equations (14.119)—(14.120) are the balance constraints for a two-level
lot-sizing problem, where succ(?) is the set of end items using bulk i. Equations
(14.121) are the set-up forcing constraints. Note that each item is uncapaci-
tated and involves a constant lower bound on production. There are 10 joint
resources in this problem, modeled as (14.122) where the set Iy is the set of
items using resource f. As resources are specialized, variables s,r, x and de-
mand d are expressed in capacity units (production hours). Equation (14.123)
models the perishability at the bulk product level: the stock of 7 in ¢ must
come directly off the production line (i.e., cannot originate from the stock in
period t —1). Finally, Equation (14.124) imposes a global limit on the amount
of bulk product that can be in stock at any time.

14.6.3 Testing the Initial Formulation and Reformulations

We first carry out several runs to see whether the problem is easy to solve.
First we run the above formulation, denoted pp-a in default branch-and-cut
mode with MAXTIME of 900 seconds. The results are shown in the row pp-a
of Table 14.15.

We then make some important observations concerning the initial formu-
lation pp-a. Note first that the perishability constraints (14.123) are written
more naturally, but equivalently, as si < 2! by using the flow constraints
(14.120). In addition there are several end items for which the total demand
is less than the minimum production quantity. Given the objective to minimize
stocks and backlogs, it follows that these items are not produced more than
once in an optimal solution. Thus for the items ¢ € I.,q with d’LNT < LBY,
if we introduce an additional 0-1 variable z* where z* = 1 indicates that end
item ¢ is not produced at all, we can write
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NT
PR
t=1

zi = LBY! for all ¢
¢
st = (LB'—d.,) Zy; for all ¢
T=1
NT
ry = di,( Z Yy + 2°) for all ¢ .
T=t+1

Furthermore, this reformulation can be added also for each bulk product
1 € Ipyk by using the echelon stock transformation from Section 13.3, where

we define the echelon stock variable as esi = st + > jesuce(s) sg, the echelon

backlog variable as eri = > 7"Z and the echelon demand as ed! =

) jEsuce(i)
Zjesucc(i) dl. So, for i € Iy with edi’NT < LB*, we add also the formulation

NT
> si+s=
t=1

x! = LBy! for all ¢
¢
est = (LB" — ed})) Z Yyl for all ¢
T=1
ery = edy,( Z Yy + 2") for all ¢ .
T=t+1

After making these changes to the model, we denote the new formulation
pp-b and obtain the results shown in Table 14.15.

For the third test run, we use the fact that the reformulation WW-U-
B is compact and can be added for all items. We add this reformulation
with TK = 5 to pp-b for each bulk item i for which edﬁ’NT > LB using
variables es, er and demand vector ed, and for each end item i for which
di y7 > LB" using s, 7, and d. Results for the resulting formulation, denoted
pp-¢, and using model cuts (MC) are given in Table 14.15. Here it takes
114 seconds to obtain the LP-MC value corresponding to the initial linear
relaxation plus the model cuts from WW-U-B, 193 seconds in total to obtain
the XLP value with automatically generated system cuts of Xpress-MP, using
covercuts = 20, Gomcuts = 2. The lower bound is drastically improved, but
no feasible solution is found within 900 seconds. We then reduce the parameter
to TK = 3, but still no solution is found within 900 seconds.

To keep the size of the reformulation as small as possible, another option is
to add cutting planes for WW-U-B in place of the extended formulation. This
corresponds to formulation pp-cc in Table 14.15. The XLP bound is obtained
by switching off the preprocessing, and then adding system cuts followed by
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Table 14.15. Powder Production: Initial Runs with MAXTIME = 900
Int [LP(-MC) XLP | BUB BLB [Gap (%)]

Formulation[ Cons Vars

pp-a 7,693 8,867 2,310f 217.1  822.4 |2,531.4 868.2 66
pp-b 8,308 8,878 2,321| 471.4 1,029.8/2,545.8 1,081.0| 58
pp-c 27,545 12,598 2,321| 1,548.3 1,587.8 oo 1,602.3] oo
pp-cc 8,308 8,878 2,201| 470.1 1,710.7] oo 1,711.3| oo

WW-U-B cuts. The observation that the XLP bound is better than that of
instance pp-c can be explained by the fact that there is no approximation
parameter T K in the separation routine, so essentially TK = NT = 30 here.

Our tentative conclusion from these initial runs is that proving optimality
for this problem is probably out of the question. So we decide to address the
question of finding a feasible solution guaranteed within 25% of optimality or
better within say 30 minutes, and a solution within 10% of optimality within
several hours.

14.6.4 Finding Lower Bounds for Powder Production

Here we have little choice but to use the linear programming bounds provided
by the extended formulations, as improving the lower bounds through partial
enumeration only will be very slow.

In Table 14.16 we show the results of runs for pp-c with four different values
of TK in reformulation WW-U-B. In a fifth run we combine the formulation
of WW-U-B with TK = 8 with the less compact reformulation WW-U-B, LB
for all items with significant demands (i.e., ed’i’NT > LB for i € Iy, and
dli,NT > LB for i € I.nq) using TK = 4. The latter formulation is called
pp-d.

Table 14.16. Powder Production: Lower Bounds by Reformulation and LP

U-B U-B,LB| Cons Vars LP XLP |Time
Formulation| TK TK (secs)
pp-c 3 0 20,423 12,598|1,399.9 1,456.3| 115
pp-c 5 0 26,653 12,598|1,547.2 1,601.2| 178
pp-c 8 0 35,089 12,598|1,657.3 1,716.0| 287
pp-c 15 0 52,948 12,598|1,692.1 1,728.9| 403
pp-d 8 4 134,106 76,094(1,682.2 1,717.3| 3915

14.6.5 Finding Upper Bounds for Powder Production

Given our preliminary tests, it appears likely that we can apply our full range
of heuristics to the weak formulations pp-a and pp-b. However, if we want to
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use the tightened formulation pp-c to find feasible solutions, we will need to
start with a decomposition heuristic such as relax-and-fix or exchange, which
divides the problem up into smaller subproblems.

In Table 14.17 we show our results starting first with the weak formu-
lation pp-b, and then with the tightened formulation pp-c. In both cases we
have applied relax-and-fix followed by two rounds of exchange. The parame-
ter “MAXT” is the maximum time given to the subproblems, more precisely
the running time for a subproblem is the maximum of “MAXT” and the
run-time to find the first feasible solution. As usual “FIX” is the number of
variables fixed in each subproblem, and here BIN = FIX for all the relax-and-
fix runs. The columns “R&F”, “EXCH1”, and “EXCH2” contain, respectively,
the value of the feasible solution after relax-and-fix, the first and second ex-
change rounds. On the tightened formulation pp-c, the time to find a feasible
solution even for the smaller subproblems is long and somewhat unpredictable.

Table 14.17. Powder Production: Primal Heuristics — Upper Bounds

Formulation MAXT FIX| R&F EXCH1 EXCH2|Time Time Time
(secs) (secs) (secs)
2,239.4 2,136.0 2,128.3|< 360 < 360 < 360
2,254.7 2,191.7.0 2,153.5 |< 180 < 180 < 180
2,126.2 2,053.2 2,051.0| 300 301 303
2,093.3 2,049.1 2,037.4|1,510 302 302

pp-b 60
pp-b 30
pp-¢(TK=8)| 60
pp-¢(TK=5)| 60

Ut Ot Ot Ot

Thus using reformulation pp-c¢ with TK = 8 we can obtain a lower bound
of 1716.0 in 287 secs, and using formulation pp-b an upper bound of 2136.0 in
less than 360 secs. This gives a gap of 19.67%. Using the best possible bounds,
a lower bound of 1728.9 in 403 secs and an upper bound of 2037.4 in about
2100 secs give a gap of 15.1%.

To get a further improvement, we probably need to run RINS or Local
branching using a tight formulation, starting from our best feasible solution.
Such runs will almost certainly take a long time.

Exercises

Making and Packing

Exercise 14.1 Because the new technology allows more flexibility in running
the lines, one would like to analyze whether the assignment restrictions have
strong implications on the global line productivity.

Formulate and solve the problem in which it is possible to change the
product assignment at each shift rather than at each day, for all machines,
feeders, and robots. This can be done simply by using the same formulations
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but with reduced length time periods. Backlogging and inventory costs are per
period costs; consequently they have to be divided by three to keep comparable
units in the objective function.

Try to obtain good lower and upper bounds, using reformulations and
heuristics. What is the impact of this more flexible organization on customer
service level, and on inventory costs?

Exercise 14.2 Given the current product mix, what is the bottleneck stage ?
To respond to a uniform market increase, does it make sense to invest in new
feeders and robots?

Exercise 14.3 To find out whether the relative backlogging cost has a strong
impact on the solutions of the planning model, answer the following questions.
Would a higher relative backlogging cost substantially improve customer ser-
vice level, and would a lower backlogging cost improve line productivity? Run
some tests to answer these questions.

Storage Rack Production

Exercise 14.4 Given the very short production cycle (lead-times can be as-
sumed to be zero), and the fact that the planning system will be used in a
rolling horizon manner, analyze whether the planning horizon can be reduced
to eight periods, without affecting the quality of solutions.

Run tests to simulate the rolling horizon procedure, and compare the re-
sults obtained using different planning horizons.

Insulating Board Extrusion

Exercise 14.5 For the single-period batching and scheduling model, imple-
ment the current [first batching — then scheduling] iterative procedure, and
compare its performance with that of the integrated [batching-scheduling]
approach using formulation VRP or UF. Use the data available on the book
Web site.

Exercise 14.6 Compare the performance (quality of solutions versus run
time) of the integrated [planning—batching—scheduling] approach using for-
mulation MV RP with the performance of the current [first planning — then
[batching—scheduling]] iterative procedure.

In order to assess the specific contribution of the multi-period extension,
use formulation V RP for the [batching—scheduling] subproblem in the imple-
mentation of the current procedure. The data D{ of model V RP is the output
of the planning subproblem of the current procedure.

This planning subproblem is a single-level multi-item problem with a single
global capacity constraint per time period, that is, LS-U/PM = [My]/PQ =
[PC, PC-SU]!, where the capacity is an estimate (supposed to become more
accurate from iteration to iteration) of the total amount of extrusion time
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available in each time period. It does not contain any decision variable for the
number of batches (batching) or changeover times (scheduling).

Compare also the design and performance of the current procedure with
that of a time decomposition relax-and-fix heuristic for MV RP.

Exercise 14.7 For formulation MV RP, suggest different objective func-
tions, test them on the data available on the Web site, and compare the
solutions obtained. In particular, is it necessary to introduce inventory hold-
ing costs, and how should they be computed?

Process Manufacturing

Exercise 14.8 The results given in Table 14.14 show that it is possible to
obtain good solutions for the instance of the process manufacturing problem
with NT = 20 time periods by using appropriate reformulations. However. it
takes about 30 minutes to obtain a solution with a gap of 1%.

In order to obtain good solutions quickly, develop construction and im-
provement heuristics based on the initial formulation and on the reformula-
tions; see Section 3.6. Analyze the performance of these heuristics on the same
problem instance.

Exercise 14.9 In the process manufacturing problem, there is an upper
bound on the stock level of each item at the end of each time period. There-
fore, there exists a relaxation WW-U-B, SUB for each end product and a
relaxation WW-U-SU B for each intermediate product.

Use the reformulation results and valid inequalities from Section 11.7 to
improve the formulation of the problem to see if you can obtain better lower
and upper bounds. Test your reformulations on the two instances with NT =
12 and NT = 20 time periods.

Notes

Section 14.1. This case is inspired by a real case study, but its data are
disguised.

Section 14.2. This case, its mathematical programming formulation, and
data are taken from Simpson and Erenguc [152]. Results have been given
earlier in Wolsey [194], Danna et al. [52], and Belvaux and Wolsey [25].

Section 14.3. This real case of the required coordination between planning
and scheduling, as well as the initial mathematical programming formulation,
are taken from Batta and Teghem [24]. The multi-period extension presented
here is original.
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Section 14.4. The problem description and its mathematical programming
formulation are from Fleischmann [68].

Section 14.5. This industrial application has been described and tackled
earlier in Belvaux and Wolsey [26]. It is inspired by a real case study, but its
data are disguised.

Section 14.6. This industrial application has been described and tackled
earlier in Van Vyve [178] and Van Vyve and Wolsey [181].
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DLS-CC, 276
DLS-CC-B, 311
DLS-CC-5C, 323, 324
DLSI-C, 298
DLSI-CC, 279
DLSI-CC-B, 315
LS-C, 273, 292
LS-C-SC, 319, 326
LS-C-SUB, 351
LS-CC, 284
LS-CC-B, 318
LS-CC-5C, 328
LS-CC-SS, 354
LS-CC-TREE, 361

LS-CC-TW P, 346
LS-U-B, 304
LS-U-B,SL,CP, 356
LS-U-CP, 344
LS-U-SC, 320
LS-U-SL, 337
LS-U-SUB, 351
LS-U-TW P(I), 349
WW-C, 290
WW-C-LB, 339
WW-CC, 281
WW-CC-B, 316
WW-CC-B, LB, 340
WW-U-B, 5C, 330
WW-U-SC, 323
WW-U-SUB, 352
WW-U-TW P, 346

CAP

C' Varying Capacity, 130
CC Constant Capacity, 130
U Uncapacitated, 130

ML

A Assembly Product Structure, 395

D Distribution Product Structure,
395

G General Product Structure, 395

S Series Product Structure, 395

PM

M; 1 Set-Up at most, 371

My k Set-Ups at most, 372

SC Start-Ups/Switch-Offs, 372

S@Q Sequence-dependent Changeovers,
372
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PQ
PC Joint Capacity Constraint, 372
PC-FAM Family Set-Up Con-
straints, 373
PC-5Q Joint Capacity Constraint
with Changeover Times, 373
PC-ST Joint Capacity Constraint
with Start-Up Times, 373
PC-SU Joint Capacity Constraint
with Set-Up Times, 373
PROB
DLS: Discrete Lot-Sizing, 134
DLSI: Discrete Lot-Sizing with
Initial Stock, 133
LS Lot-Sizing, 131
WW:: Lot-Sizing with Wagner—Whitin
Costs, 131
VAR
B: Backlogging, 136
LB: Lower Bound, 138
SC: Start-Up Cost, 137
SL: Sales, 138
ST: Start-Up Time, 138
AFC: Almost Full Capacity, 335
CP: Piecewise Concave Production
Costs, 335
M R: Minimum Production Run, 335
RLS: Restricted Length Set-Up
Sequence, 335
SS: Safety Stocks, 336
SUB: Stock Upper Bounds, 336
TREE: Lot-Sizing on a Tree, 336
TW P: Production Time Window,
335

acyclic subgraph, 275
Advanced Planning Systems (APS), 68
affine independence, 188
aggregate product, 387
aggregation, 413, 414
algorithm, 81
exponential, 84
polynomial, 84
almost full capacity (AFC), 340
approximate reformulation, see
reformulation, partial
approximation algorithm
primal-dual, 392, 417
assembly, see bill of materials (BOM)

asymptotic notation, 83, 84
available to promise (ATP), 57

back-order, 54
backlog minimal solution, 137, 316
backlogging, 134, 136, 304
constant capacity, 311
cost, 304
variable, 136, 304
batch, 381
big bucket, 392
bill of materials (BOM), 45, 49, 395
assembly, 45, 395, 406
echelon stock formulation, 407
distribution, 395, 411, 417
general, 45, 395, 409
echelon stock formulation, 409
nested solutions, 405
series, 45, 395, 397
echelon stock formulation, 400
facility location formulation, 402
multi-commodity formulation, 402
optimization, 398
valid inequality, 403
Binary Program
Mixed (MBP), 79
bisection, 215
bottleneck, 18
branch-and-bound, 85
algorithm, 88
branching, 86
priority, 92
rule, 92
lower bound, 79
node, 89
node selection rule, 91
pruning, 87
root node, 89
tree, 89
upper bound, 80
branch-and-cut, 101, 198
algorithm, 104
branching, 86

campaign, 36, 168, 179, 449
capacity
gross, 53
multi-item, see PQ
nondecreasing, 291



single item, see CAP
usable, 53
Capacity Requirements Planning
(CRP), 62
cases
Chesapeake, 389, 392, 393
classification, 422
cleaning liquids bottling, 168
consumer goods production, 167
glass production, 178
GW MPS example, 16, 145
heuristics, 422
insulating board extrusion, 448
making and packing, 422
pharmaceutics formulation, 177
pigment sequencing, 466
powder production, 473
process manufacturing, 470
reformulations, 422
storage rack production, 436
changeover
cost, 42, 388, 389, 466
formulation
My, 376
Mo, 379
My, 380
lost capacity, 179
sequence-dependent, 34, 371
time, 34, 42, 73, 373, 391, 422, 449
variables, 372, 453, 467
Chvétal-Gomory rounding, 282, 347
classification scheme, 128
black box utilization, 156
classical utilization, 156
joint resource, 371
production mode (PM), 371
production quantity (PQ), 372, 383
multi-item, 391
multi-level (ML), 396
single item, 129
CAP, 130
PROB, 130
PROB-CAP-V AR, 130, 139
VAR, 134
cleaning time, see changeover time
column generation, 198, 392
complementation, 260
complete linear description, 123
complexity, 274
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constant set-up sequences, 342
continuous set-up lot-sizing problem,
391
convex combination, 187
convex hull, 94, 187
approach, 248
proofs, 203, 228, 263
cover, 257, 384
inequality, see MIR inequality
reverse inequality, see MIR inequality
customer service, 48
cut-and-branch, 104, 150
cutting plane, 103, 121, 149, 383, 392,
464, 476
algorithm, 102
separation, see separation problem

decomposition, 126, 195, 196
algorithms, 197
decoupling items, 58
demand, 45
dependent, 46, 50, 59
independent, 46, 47
negative, 337
nonnegative, 338
dicut inequality, 416
Digital Equipment Corporation, 72
dimension, 188
directed cycle, 252
discrete lot-sizing and scheduling
problem, 323, 391
disjunctive approach, 248
distribution, see bill of materials (BOM)
dual variable, 350
duality gap, 31, 92
dummy item, 378
dynamic program, 212, 213, 287, 305,
320, 337, 346, 349, 393, 398
backward, 320
forward, 285

echelon stock, 396, 413, 414
enumerative approach, 248
equivalent problems, 351
extreme point, 189, 242, 249
extreme ray, 242, 249

facet, 188, 258
family set-up, 386
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variables, 373
Farkas’ lemma, 194
feasible solution, 78, 186
final assembly, 48
Final Assembly Scheduling (FAS), 58
flexibility, 17
flow cover, 261
inequality, see MIR inequality
reverse inequality, see MIR inequality
formulation, 79, 186
compact, 100
extended, 100, 121, 146, 191, 193
quality, 93
tight, 94, 121, 193
fractional period, 275, 281

global constraint, 12
capacity, 24, 44
demand satisfaction, 23, 43
flow balance (conservation), 14, 71,
119
production mode (PM), 34, 371
production quantity (PQ), 372
set-up enforcement, 24, 43
variable upper bound (VUB), 15, 24
Gomory fractional cut, 276
greedy algorithm, 276, 313
improved, 314

heuristic, 107, 162, 165, 392, 417
construction, 108
cut-and-fix (CF), 108
relax-and-fix (RF), 109, 151, 162,
176
time partitioning, 111
diving, 108
improvement, 111
exchange (EXCH), 113, 176
local branching (LB), 112, 163
relaxation induced neighborhood
search (RINS), 112, 152, 176
partitioning, 392, 417
progressive interval, 392
truncated MIP, 107
Hierarchical Production Planning
(HPP), 68
hybrid algorithms, 201

incidence matrix

arc-node, 243
inequality
(1,5), 150, 161, 218, 385
lifted, 298
separation, 219
(1,S,WW), 225
separation, 226
facet-defining, 95, 188
flow cover, see MIR inequality
generalized (I, S), 345
left extended kIST, 329
left supermodular, 327
separation, 328
mixed integer rounding (MIR), 256
mixing, 242, 243, 361
production capacity (PC'), 384
reverse flow cover, see MIR inequality
simple mixed integer rounding
(SMIR), 237
strengthened, 258
valid, 95, 122, 187
infinite capacity planning, 64
instance, 82
Integer Program, 186
Mixed (MIP), 15, 78, 186
Pure (PIP), 80
inventory, 53
available, 54
inventory position, 54
IT system
analytical, 68
transactional, 68

joint replenishment problem, 392

Kellogg Company, 7, 74

knapsack problem
binary, 274

knapsack set
continuous binary, 237, 257, 293
continuous integer, 236, 255

Lagrangian
decomposition, 201
dual, 199
relaxation, 198, 392, 417

lead-time, 50, 407
cumulative, 48
delivery, 47
minimum, 51, 65



production, 47
safety, 51, 65
Leontief substitution system, 416
library LS-LIB, xi, 155
calling XCut, 161
calling XForm, 157, 160
calling XHeur, 162
XCut procedures, 165
XForm procedures, 164
XHeur procedures, 165
lifting, 296
load profile, 52
lot-sizing, 130
capacitated, 130
constant capacity, 276, 279, 281,
284, 289, 311, 315, 323, 374, 375
varying capacity, 274, 290
discrete, 130, 134, 311, 315, 323, 374,
375
multi-item, 43, 196
single level, 369
multi-level, 44
on a tree, 358
planning rule, 55, 60
single item, see PROB
stochastic, 358
uncapacitated (LS-U), 117, 207
dynamic program, 212, 213
facility location formulation, 148,
221
linear programming reformulation,
217
multi-commodity formulation, 119
optimal solutions, 209
shortest path algorithm, 217
shortest path formulation, 148, 159,
222
uncapacitated (LS — U), 42, 60
lower bound
branch-and-bound, 79
production (LB), 135, 138, 339
production sequence (M R), 340
lower envelope, 214

Manufacturing Planning and Control
(MPC), 67

Manufacturing Resources Planning
(MRP-11), 67

master problem, 199
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Master Production Scheduling (MPS),
19, 25, 43, 55, 68
Material Requirements Planning
(MRP), 44, 59, 68
inputs, 47
MRP record, 60
planning process, 55
mathematical
formulation, 13, 25
model, 8
matroid, 278
maximum flow, 294
minimum cost path, 275, 357
minimum mean cost cycle, 310, 331
MIP set, 236, 240
basic, 235, 237
MIR inequality, 256, 293
cover, 258
flow cover, 261, 293, 294, 385
reverse cover, 260
reverse flow cover, 263, 385
mixed integer Gomory cut, 256
mixing
inequality, 242, 243, 361
set, 236, 241, 280, 283, 291, 413, 415
continuous, 236, 249, 250, 315, 355
divisible, 236, 253, 339
two-capacity, 236, 253
model cut, 150, 157, 164, 433, 476
modeling
constraints, 12
data, 11
indices, 11
objective function, 12
systematic approach, 11
variables, 12
Mosel, xi
data file, 29
program file, 27

nested solutions, 407
network flow
concave cost, 416
fixed charge, 208
fixed charge problem, 397, 412
minimum cost, 209
problem, 275, 375
NP-hard, 274
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optimization problem, 192

order (production or procurement)
suggested, 60

firm, 61
orders (customer), see time window
(TWP)

distinguishable, 345
indistinguishable, 348

parametric algorithm, 282
planning horizon, 48
polyhedron, 94, 186, 188
polynomial
approximation scheme, 392
problem, 84
solvability, 192
time, 291
preprocessing, 209, 273
prize-collecting traveling salesman
problem, 382, 392
problem class, 82
product structure, see bill of materials
(BOM)
production bounds
lower (LB), 135, 138, 339
minimum run (M R), 340
upper
multi-item, see PQ
single item, see CAP
production capacity (PC)
valid inequality, 384
production centers, 411
production costs
nonincreasing, see Wagner—Whitin
costs (WW)
piecewise concave (C'P), 344
production mode (PM), 370
Production Planning (PP), 3
example, 16
modeling elements, 41
the goal, 3
uncapacitated lot-sizing (LS — U),
42, 60
production policy
assemble-to-order (ATO), 47
make-to-order (MTO), 47
make-to-stock (MTS), 47
production quantity (PQ), 370
productivity, 17

factor, 53
projection, 191, 343, 380
proportional lot-sizing and scheduling
problem, 392
pruning, 87
push/pull phases, 48

ray, 189
extreme, 189
recursion, see dynamic program
reformulation, 98, 195
a priori, 98, 118
extended, see formulation, extended
partial, 96, 125, 158, 161, 226
procedure, 116, 143
tables, 140
PROB-[U,CC], 141, 226, 289
PROB-[U,CC]-B, 142, 319
PROB-[U,CC]-5C, 142, 329
regeneration interval, 210, 217, 222,
233, 274, 275, 281, 285, 307, 316
relaxation, 96
high-level, 97
linear (LR), 79
low-level, 96
requirement
gross, 53, 60
net, 54, 60
resource consumption rate, 384
reverse flow cover, 263
reverse flow cover inequality, see MIR,
inequality
rolling horizon, 49
Rough Cut Capacity Planning (RCCP),
57
routing data, 51
set-up time, 52
transfer time, 52
unit production time, 52
run-time order, 83
running time, 82

safety stock, 54, 136, 139, 209, 353
removing, 145
safety time, 55
sales, 135, 138, 336
areas, 411
lost, 336
variable, 139, 336



scheduled receipt, 54
selling price, 336
separation
algorithm, 102, 124, 140, 161, 219,
226, 235, 244, 252, 269, 284, 310,
322, 328, 331
cut pool, 104
LP algorithm, 195, 289, 329
problem, 102, 124, 191
series, see bill of materials (BOM)
set-up
cost, 9, 42, 129, 437
time, 42, 44, 52, 73, 373, 438
set-ups
restricted length sequences (RLS),
341
sequence-dependent, see changeover
sequence-independent, 381
several (My), 378, 380
single (M), 374
two (M2), 379
shortest path
formulation, 325
problem, 286, 307, 350
single node flow set, 293
binary, 237, 260
small bucket, 374
start-up
cost, 42, 135, 137, 319
time, 42, 135, 373
variable, 137, 138, 319, 372
stock bounds
lower, see safety stock
upper (SUB), 351
stock minimal solution, 132, 137, 144,
145, 231, 316, 427, 440
storage costs
nonnegative, see Wagner—Whitin
costs (WW)
ordered, 387
piecewise convex, 353
subgradient algorithm, 200
submodular function, 295
submodular inequality, 294, 295
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lifted, 297, 298
subproblem, 199
subtour elimination constraint, 382
supermodular function, 295, 313, 327
Supply Chain (SC), 66
typology, 70
Supply Chain Planning (SCP), 3, 66
master planning, 72
network design, 71
Supply Chain Planning Matrix (SCPM),
69
surrogate constraints, 306, 329, 339,
340, 351, 353, 354, 360

table of results
PROB-[CC], 289
PROB-|U,CC]-B, 319
PROB-[U,CC]-5C, 329
PROB-[U], 226

time window, 177
non-inclusive TW P(I), 349
production TW P, 345

totally unimodular matrix, 204, 241,

253, 288, 317, 343, 376, 377

unit flow, 341
formulation, 180, 382, 458, 467
model, 377, 379
upper bound
branch-and-bound, 80
production
multi-item, see PQ
single item, see CAP
stocks (SUB), 351

valid inequality, see inequality

variants, see VAR
single-item, 134, 335

varying capacity, see lot-sizing

Wagner—Whitin costs (WW), 130, 136,
144, 224, 387
work center, 51

Xpress-MP, xi
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