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Optimal Service Policies to Remote Customers with
Delay-Limits

Menachem Berg* Frank van der Duyn Schouten' Jorg J ansen!

December 1995

Abstract

This work deals with service provision to remote customers. Two examples are: (i) a
manufacturer that has to deliver items to customers in a remote destination, and (ii) a
company that provides repair and replacement service to distant clients. In both cases the
remoteness of customers suggests order aggregation: a batch delivery in the first example,
and a batch-visits journey in the other; the alternative is to provide individual services to
customers. A key element is a contractual obligation of the company to provide service
within an agreed delay-limit, and in that view the main decision problem is when to do
a batch service. That decision would depend on: (random) demand-arrival patterns, the
costs associated with the two service modes (batch and individual), as well as the model
used to describe operating conditions.

This paper proposes and investigates several service-provision policies, with a simple
enough structure to make them appealing for real-life implementation. Optimal service-
provision procedures are obtained for these policies; minimizing the long-run expected cost
per unit of time. The global optimal policy is also studied by means of a Markov-decision-
process problem formulation, which enables us to verify properties of the optimal policy.
The optimal costs of the proposed policies are compared and their relative performance is
evaluated with respect to the global minimal cost (of the optimal policy) on one hand, and
basic policies that employ either only batch or only individual services on the other hand.
The results are also used to address the issue of the determination of a desirable delay-
limit from the standpoint of the service provider. Finally, this work takes a broader view
of the problem area of optimal service provision to remote customers through demand
aggregation, and it discusses a range of further modelling settings of interest.

1 Introduction

In this work we investigate the issue of service provision to remote customers. Service is
interpreted in a broad sense and includes delivery of production units to customers, and
repair and replacement of failed items to the clients of a company that sells items such as
machinery, and is subsequently responsible for their proper functioning (e.g., during warranty
periods). To illustrate, consider the case of a far-east car manufacturer who sends cars to
customers in Europe, or a producer of personal computers who offers customers a service
contract. In a natural manner the remoteness of customers suggests order aggregation and
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batch services. The car manufacturer, for instance, receives demands for cars, and at some
point makes a mass delivery by ships. The personal-computer producer receives calls for
service, and at some point sends out a service truck for a journey to visit these customers.

The focus of this work is on those situations where the service provider must meet a
delay-limit constraint which sets the maximum timespan between the demand arrival (for a
car delivery or a computer repair in the above examples) and the moment of its fulfillment.
Such constraints are normal in service contracts; here we take them to be rigid, i.e., they
must not be violated. Therefore, if a customer is not served in a batch within the delay-limit,
an individual service has to be done. In the examples, the car manufacturer could deliver the
?critical” cars by plane, and the personal-computer producer visits the ”critical” customers
on a separate journey.

The main decision problem in these circumstances is when to do a batch service. Primarily
this decision depends on the cost parameters; we assume that the variable cost for serving
a customer within a batch is (much) lower than for an individual service. A batch service,
however, has a fixed cost, which in most applications will be significant. The batching decision
also depends on the (random) demand-arrival pattern; to describe that pattern we use a time-
discretized setting with the basic time period (a day, a week, etc.) being determined on the
basis of relevant operational factors. The demand quantities in these equal-length periods
are assumed to be i.i.d. discrete random variables. The time-discretization also applies to
the service decision process so that a batch service can be started only at period’s endpoints.
The service policy also depends on the specific circumstances; the particular model considered
here will be described in the next section.

The paper studies several service policies, all characterized by their simple structure,
which is desirable for implementation purposes. These policies are essentially control limit
ones, which base the start of a batch service on pivotal quantities, namely the demand in a
single period or the total number of waiting customers, which - if large enough - triggers a
batch service (to avoid too many individual services). For these policies we obtain the optimal
values of the control limits, and the corresponding optimal costs. To assess the deviation of
these optimal costs from the minimal possible costs we also study the global optimal policy
through a Markov-decision-process problem formulation. An extensive numerical analysis is
carried out that calculates the optimal costs of all the above policies, and compares them,
for a range of values of the costs and model parameters. To obtain a better perspective,
the comparison also includes two basic policies in which service is either exclusively batch or
exclusively individual.

Generally speaking, the problem considered here can be categorized as a stochastic clear-
ing system with some structural characteristics of queues with batch service and impatient
customers. A stochastic clearing system is a system fed by an exogenous stochastic input
process, such that the quantity in the system builds up over time, where at a certain time
instant all the quantity in the system is instantaneously cleared (see [Stidham 1974]). The
two types of queueing models were investigated by different authors: see [Stidham 1977]
for pioneering work on the former queueing model, as well as [Deb and Serfozo 1973] and
[Avramidis and Uzsoy 1993] for related problems, and [Palm 1937] for a seminal treatment of
the latter model with further results in many subsequent papers, e.g. [Baccelli et al. 1984],
[Stanford 1990], and [Blanc et al. 1992]. The authors are not aware of any study of the prob-
lem described here as such (and indeed not even of a queueing model with both batch service
and impatient customers).

The paper is organized as follows. In section 2 we provide a precise description of the model



considered in this work, for which some preliminary general results are derived. In sections 3
and 4 we investigate several types of simple-structured control-limit policies, and derive the
long-term expected cost per period. Whereas the essential mathematical treatment is given in
the main text, other analyses of a more technical nature (e.g., computational algorithms) are
deferred to the appendices to avoid distraction from the main flow of the paper. We devote
section 5 to the study of the global optimal policy and its properties. A detailed solution is
obtained for the important special case of a two-period delay-limit. In Section 6 we give a
numerical evaluation of the optimal costs of the proposed policies, for a range of values of the
cost and other model parameters, and compare these policies with the global optimal policy
as well as with the two basic policies, which prescribe only batch services or only individual
services. In section 7 we consider the determination of the delay-limit, from the point of view
of the manufacturer, through its effects on the overall delivery costs incurred on one hand,
and the induced delay distribution of customers (their "lead-time” in the delivery context) on
the other hand. In section 8 we draw some general conclusions, and discuss future research
directions with respect to model generalizations of interest.

2 The model and some general preliminary results

For concreteness we use here the delivery example. Demand for items arrives to the manufac-
turer according to a time-discretized stochastic process: X, is the number of items demanded
in period (day, week, etc.) n (n =1,2,...). The X, are assumed to be i.i.d. random vari-
ables with probability distribution ¢ = Pr{X, = k} (k = 0,1,2,...). The delay-limit, i.e.
the maximum timespan allowed to satisfy a demand, is D periods (excluding transportation
time). The manufacturer has two delivery options: a batch delivery or an individual delivery.
The cost associated with a batch of size ¢ (i.e. including 7 items) is ap + bpi, where the fixed
cost ap is usually much larger than the variable cost bg. A batch delivery can be done at
the end of any period (and only there) and it is assumed that it can accommodate all waiting
demand (which, by the rigidity of the delay-time constraint, must have arrived within time
D backwards). The other option is individual delivery of an item at cost by, with by >> bg
(note that for by < bp the optimal policy is to provide only individual deliveries). The model
here does not assume a waiting cost so that there is no compelling incentive to deliver an
item before the delay-limit D is reached (although many customers will actually get their de-
mand before the delay-limit: see section 7 for some relevant derivations). However, once the
delay-limit of a customer expires while this customer is not included in a batch delivery, an
individual delivery is mandatory (and it is assumed to be feasible, e.g. with the car-delivery
example, enough aircraft space can be rented for that purpose. Note here that the extent
of individual services, at any given time, is normally small because any reasonable delivery
policy will ensure that. Also, individual deliveries are usually done by faster transportation
modes and hence there is additional flexibility in its exact timing).

The problem is to determine at which periods a batch service should be done in order
to minimize the per-period long-run expected total delivery costs which includes both batch-
delivery and individual delivery costs. The state vector at decision epochs, i.e. end-points of
periods, on the basis of which a batch delivery decision is made, is given by r = (r1,...,7mp),
where r; (j = 1,...,D) is the number of waiting customers that already experienced a
delay of j periods. A (stationary) policy 7 is a set of rules that associate with possible
states of the process a (stationary) decision rule of whether to do a batch or not (with the



implicit addendum that any customer reaching its delay-limit must be served individually if
a batch is not done then). Formally, such a policy 7 is a function from the set of all possible
state vectors IN” to {0, 1}, specifying for each vector r either a batch delivery (action "17),
or avoiding such a delivery (action 70”). (By making the policy dependent only on r we
exclude policies which relate a batch service decision to whatever happened before time D
backwards, e.g. customers already served and previous batch timings. Obviously this will
not exclude the global optimal policy.) Every such policy 7 generates a stochastic process
{E(”), n=1,2,...}, where R = (R(ln)7 ey Rg)) denotes the state vector at the nt? decision
epoch. By virtue of the i.i.d. demand process {X,,n = 1,2,...} and the stationary decision
rule, {E(”), n=1,2,...} is a (time and state discrete) Markov process. (This indeed justifies
adding an index 7 to E(”), but since the different policies are dealt with separately this index
is often suppressed in the notation with no risk of ambiguity.)

We shall throughout consider only values of D greater than or equal to 2 since for D =1
the optimal policy is clearly to make a batch delivery at the end of any period in which the
number of arriving customers exceeds bIa—Bl;B and otherwise to provide each of them with an
individual delivery. The cost of the policy is

s | , L8|

by—bp br—bp
S ar-k+ D> qp-(ap+bpk) = pbp+ (br —bp) > kqp+ ap(l— QLbI“_BbBJ% (1)
k=0 kzl—b]a—B;BJ—I—l k=0

where Qp = Z?:o ¢; = Pr{X,, <k} (k=0,1,...) and p := F(X,) is the expected demand
in a period.

Next we derive a general expression for the per-period long-term expected cost of an ar-
bitrary policy 7. To do that we first observe that whatever stationary (fixed) policy = is
employed the Markov process {E(”),n = 1,2,...} regenerates itself at batch-delivery mo-
ments where all waiting customers are cleared and r = 0. This regenerative property of the
{E(”)} process implies that for any given policy 7 the ”statistical picture” between any two
consecutive batch-delivery moments (henceforth: a cycle) is the same, and subsequently we
can introduce the following notations for any policy =:

Sr = number of periods in a cycle;

Y. = number of individual deliveries in a cycle;

Z. = number of demands delivered by batch in a cycle;
N, := total demand in a cycle.

By the construction of the model we have the following expressions:

Sr—D Sr
Yo = Z Xny Zn= Z Xny Ne=Yr+Z; (2)
n=1 n=Sr—D+1

(where the numbering of X, starts anew after every batch delivery).

We first observe that, since any policy 7 that prescribes a batch delivery in at least one
state r is dominated, as can easily be seen, by a geometrically distributed random variable,
we must have

E(S,;) < . (3)



For the policy that never prescribes a batch delivery, denoted by # = NB (standing for
Never Batch), the long-term expected cost per period is simply

gNB =Y G - brk = by, (4)
k=1

Due to the regenerativity of {E(”)} for any given w, and (3), we have by the renewal-
reward theorem (see e.g. [Tijms 1994], theorem 1.3.1) that the long term expected cost per
period ¢, can be expressed as

gr = aB—I—bBEéZ(g)W)—I— b[E(YW)‘ (5)

The event {S, = s} is completely determined by Xji,..., X;, since the batch-delivery deci-
sion is completely determined by E(l), .. .,E(S) which in turn is completely determined by
Xi,...,Xs. Hence S, is a stopping time for {X,,n = 1,2,...} and we have, by applying
Wald’s theorem, that

Sr
E(N) = E(Y,) + E(Z:) = Y Xu = pE(S5), (6)

n=1
Combining (6) and (5) we obtain

ap + (br — b) E(Y2)
: JIE(Sj : (™)

Gr = bB,u‘|‘

From (7) we can immediately conclude that for the sake of the search for the optimal =
(whether the global optimal or a local optimal one within a given subspace of policies) we can
standardize costs by setting, arbitrarily, by = 1 and bp = 0. This leaves us, very conveniently,
with just one (standardized) cost parameter ap for the rest of the analysis.

In the next two sections we use the result in (7) for the derivation of the local optimal
policy within several classes of policies whose simple structure makes them easier for practical
implementation. Throughout the analysis of these policies we shall impose in advance the
condition that S; > D, since, as noted earlier, there is no incentive in the model described
here to do a batch delivery earlier.

3 The Critical-Group policy

The first policy we now investigate is one that makes the arrival of a large demand in a period
a trigger for a batch-delivery time D later, when their delay-limit expires, to make sure that
this critical group of customers is not given expensive individual deliveries. It can be shown
(see Appendix A for a proof) that the optimal structure for this policy, denoted by # =CG
(standing for Critical-Group), is of control-limit type, i.e. the rule is: when the demand in
a period is for the first time (since the last batch delivery) K or more, plan to do a batch-
delivery D — 1 periods later (the maximum timespan if we want to avoid individual deliveries
for them; the use of D — 1 rather than D is due to the nature of the time discretization).

The Critical-Group policy has a simple control-limit structure depending on just one
parameter and is therefore easy to administer. The optimization procedure consists of finding
the value K* that minimizes its long term expected cost per period gcq(K).



To proceed with this optimization we first derive goq(K'), employing the general for-
mula (7) which requires the computation of F(Scq) and F(Yeog) (clearly Scq and Yeoa
depend on K but for ease of notation this is suppressed).

Beginning with F(Scq), we have by the definition of the CG-policy

Sca=T+D -1, (8)

where T is the number of periods, since the last batch delivery, until a critical group arrives,
i.e.

T=min{n>1:X, > K} (9)
(where the numbering of X,, begins anew after every batch delivery). It is easily observable

that the random variable T" has a geometric distribution with parameter Qi _; so that, by (8),
the distribution of S¢¢ is given by

PI’{SCG = S} = (Q](_l)s_D(l — QK—I) (S =D, D+1,.. .), (10)
and thus
E(Scq) =D + _Qk-1 (11)
1 - QK1
Proceeding with F(Ycq), we have
E(Yoe) = E(E(Yea | Sca)), (12)
where by the rule for individual-delivery provisions
s—D
E(Yoa | Sca =5)= Y E(X,| Sca = s). (13)
n=1

Now, by the mutual independence of X,

E(X,|Sca=5) = E(X,|Xi<K,....Xs_p < K,X,_py1 > K)
K-1
> kaqx
= EX,|X,<K)=*2=Y (n=1,...,s-D). (14)
QKr-1

Substituting (14) into (13) we find

K-1
2. kar
E(Yee | Scc) = (Soq — D) 22—, (15)
Qr-1
and by substitution of (15) into (12) and using (11) we obtain
K-1 K-1
kz kqr kz kqr
E(Yoa) = (E(Scq) — D) 22— = 220 16
(Yoe) = (E(Scc) ) Qr-1 1 -Qr-1 (16)

Substitution of (11) and (16) into (7) (with bp = 0 and by = 1) yields the expected cost in
terms of K:

K-1
ap(l —Qr-1)+ kz kqy,
=0

D(1-Qr-1)+Qk-1

In searching for the optimal K* we have the following result.

gcg([() = (17)



Theorem 1 The optimal K* is the smallest K that satisfies the inequality

K-1
I(—I—(D—l) Z(l—@k) > ap.
k=0
Moreover, K* < [ag].

Proof.
From (17) it follows that

goa(K +1) > goa(K)

K
& (03(1 - Qr)+ > kt]k) (D(1-Qr-1) +Qk-1) >
k=0
K-1
(03(1 —Qr-1)+ Y, kt]k) (D(1-QK) +Qx)
k=0

K K-1
DKqx — (D —1) (QK—1 kz kar — Qx kz k(]k)

< > ap.
9K
Next, using the fact that
K-1 K-2
> kg = (K —-1)Qx-1— Y Q,

we have

K-1 K-1 K-1

K
Qr-1Y_ kar —Qr > kar = Qr1Kax —qr Y, kar = qx Y, Q.
k=0 k=0 k=0 k=0

Substituting (19) into (18) we conclude that

K-1
gcg([( + 1) > gcg([() & DK — (D — 1) Z Qr > ap
k=0

K-1
= I(—I—(D—l) Z(l—@k) > ap.
k=0
Now define
K-1
fIK) = K4+ (D-1)> (1-Qp.
k=0
Since

JUS) = FK = 1) =14 (D= 1)(1 - Qr—1) = 1,

(18)

F(K) is an increasing function of K. Moreover, f(0) = 0 < ap and limg_,, f(K) = oo,
whence gog () has a unique minimum characterized as the smallest value of K for which (20)

holds. Finally, f([ag]) > ap, implying that K* < [ag]|. O



3.1 An extension of the Critical-Group policy: Adding delivery-timing
flexibility to the policy

The main idea of the Critical-Group policy, namely ensuring that the (large) critical group
is included in a batch delivery can still be captured using an extension of this policy which
allows the batch delivery to be executed anywhere within the next D — 1 periods (and not
necessarily in the final one). We can thus decide that a batch delivery will be done in the first
period after the arrival of the critical group in which the total waiting demand is large enough,
i.e. exceeds some control limit. Indeed, the relevant total demand quantity only includes the
demand prior to the arrival of the critical group (which is still waiting for delivery), since those
arriving after it will in any case be included in the coming batch delivery and hence should
not influence its timing. As a matter of fact we also impose an additional condition, requiring
that the current critical group, at the time of the batch delivery execution, is large enough,
thereby adding one more control limit. This extension of the Critical-Group policy loses some
of the simplicity of the basic policy, although we still retain a (multiple) control-limit type
structure, and it is of interest to check what is gained for that in terms of cost reduction. In
order not to interfere with the main vein of the paper we defer the mathematical formulation
of this policy and the derivation of its cost criterion to Appendix B.

4 The Total-Demand policy

Another simple and sensible policy is one that bases the batch delivery on the total waiting
demand, so that when for the first time since the last batch delivery it is K or larger, a
batch delivery is done. Since, as pointed out earlier, there is no incentive in this model to
make a batch delivery before D periods have elapsed since the previous one, the above rule
is modified accordingly so that if the total existing demand reaches K or more beforehand,
the batch delivery is postponed until that moment. Defining for n = 1,2, ...

L, = the total demand still waiting for delivery at the end of period n

(where the numbering of periods begins anew after a batch delivery), the policy, denoted by
7 = TD (standing for Total-Demand), is thus: do a batch delivery at the smallest n such that
L,> K and n > D.

To find the optimal K which minimizes grp(K'), the long run expected cost per period of
the policy, we first want to derive, using (7), an expression in terms of K which requires the
computation of I(Stp) and E(Yrp). From the above, we have

Stp =min{n > D : L, > K}, (21)

and since, by definition,

> X (n < D);
Ln = mZIn
> X, (n>D),
m=n—D+1
we obtain

E(Stp) = D+ Y Pr{Srp> s}
s=D



= D+ > Pr{L,<Kn=D,... s}

s=D
n+D—1
= D—|—ZPr{ Z Xp<K,n=1,...,s—D+1}. (22)

To compute F(Yrp) we use an identity valid for any policy 7,

Sr
E(Y;) = E(N,) = E(Z,) = pE(S) - E( Y. X0, (23)
1=Sy—D+1

where the second equality follows from (3). This is useful because for the policy here F(Z),
being the total number of customers served in a batch, is easier to compute than E(Y;). We
have

Sr 00 n
E( > X)) = > Pr{S:=n}E( > X;|S5 =n)
1=Sr—D+1 n=D i=n—D+1

= ZPr{SW:n}ZPr{ Z X;>k|S;=n}
n=D

= ZPr{SW_n}(K—I—ZPI’{ZX>k|S n})

k=K i=n—D+1

= K+ Z ZPI’{ Z X; >k, S =n}. (24)

n=D k=K t=n—D+1

Since the expressions in (22) and (24) cannot be simplified further (mainly because {L,}
is not a Markov chain), a computational scheme has been developed to enable numerical
evaluations (see Appendix C).

4.1 An extension of the Total-Demand policy: Adding current critical-
group restrictions to the policy

A weak point of the TD policy is that the actual batch-delivery may be done when the current
critical group, i.e. the customers that arrived time D ago and thus have now reached their
delay-limit, is very small. In that case it looks sensible to defer the batch delivery. That
is all the more evident when at that point rp = 0, i.e. the critical group is empty, and
postponement of the batch delivery for at least one more period can only improve things
(since no immediate individual deliveries are needed). All in all this suggests a policy that
bases the batch delivery on both the total demand and the current critical-group size and
in line with our general approach to keep policies simply-structured, we shall again consider
a (double) control-limit type policy. Specifically, the rule is: do a batch delivery when for
the first time, since the last batch and as always not less than D periods after it, L, > K;
and R(g) > Ky. Clearly K; > K5, and by the argument above, only K3 > 1 needs to be
considered. This extension of the TD-policy generalizes both the CG- and TD-policies, which
correspond to the special cases K1 = 0 and Ky = 0, respectively, and hence its optimal cost
must be less than either of theirs. As for the magnitude of the savings, in return for the added
complexity, it turns out that in some cases this policy can make a meaningful improvement and



bring the optimal cost quite close to the global minimal one (see the results of the numerical
analysis in section 6). Unfortunately, as explained later, the computational algorithm for the
derivation of the cost criterion cannot be made on the basis of those developed for either
the CG-policy or the TD-policy and a ”brute-force” type of computational approach, based
on two (D — 1)-dimensional systems of equations, is needed. Consequently, the derivation
becomes computationally infeasible already for D =4 (see Appendix C for details).

5 The optimal policy

Policies of a simple structure, as the ones considered until now, are practical from the point
of view of real-life implementation. Still, there is a theoretical interest in learning about the
global optimal policy, its structure and costs. Also, the results for the optimal policy can be
used to evaluate the deviation of the local optimal costs, i.e. the optimal costs of the policies
considered above, from the global minimum cost.

We shall now study the global optimal policy using a Markov-decision-process (MDP)
formulation of the problem: At every decision epoch, i.e. period endpoints, a choice has to be
made whether to do a batch delivery or not, labelled actions 71”7 and 707, respectively. The
state of the system at every decision epoch is, as argued earlier, completely characterized by
the vector r = (rq,...,rp) specifying the number of waiting customers at each delay level.
As discussed earlier this implies the exclusion of policies that relate a batch delivery decision
to whatever happened before time D backwards, e.g. previously served customers and past
batch-delivery times, or any exogenous factor. The decision process is thus Markovian in R
(see the argumentation in section 2) and we denote its state space by

Q:={r|r>0,i=1,...,D}.

Following the routine of MDP analysis we now define ¢ and v(r) as, respectively, the expected
cost of the optimal policy and its relative values when starting the process in state r. The
(standardized) costs associated with the two possible actions are (we recall that, for the sake
of policy optimization, we can set bg = 0 and by = 1 without loss of generality): rp for
action 707 (the cost of providing individual deliveries to all customers whose delay-limit just
expired), and ap for action 717, the cost of a batch delivery. The state transitions from
the present state r = (r1,...,rp), if & (k = 0,1,...) customers arrive in this coming period
(the probability of which is ¢x), are to state (k,r1,...,rp_1) if action 70”7 is taken and to
(k,0,...,0) if action 71”7 is taken.
Consequently, the optimality equations of the MDP are:

v(ry,...,rp) = min{rp — g+ Z qro(k,r, ..., rp1),
k=0
aB—g—l—quv(k,O,...,O)},EEQ. (25)
k=0

From [Ross 1983] (theorem V.2.1) it follows that for this denumerable-state MDP an optimal
stationary policy 7* exists. Its numerical computation from equation (25) is however infeasible
for D > 4 because of the curse of dimensionality. Still the equations can be used for D = 2
and D = 3 and indeed for the former we even obtained an (almost complete) analytical
solution (see section 5.2). Moreover the optimality equations can also be utilized to verify
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properties of the global optimal policy, for an arbitrary D, and this last goal is the concern
of the following section.
5.1 Properties of the optimal policy

We first consider the cost criterion of the expected discounted costs, with a discount factor «,
and will then infer back on the cost criterion of the expected average costs, considered above.
Define forn =1,2,...

v,(r) = minimal a-discounted costs starting in state r with n transitions to go;

7. (r) = optimal action in state r with n transitions to go.

For ease of notation also define for n =1, 2,...

Rl = aB—I—ankvn_l(k,O,...,O);
k=0
hg(f) = rD‘I’O‘Z(]kvn—l(kvrh"'7rD—1);
k=0
ho(r) = hy—h)(r).

Now the dynamic programming equations can be written as
v, (r) = min{h2(r), R} (n=1,2,...; r € Q). (26)
We begin by verifying some properties of the relative values v, (r).

Theorem 2 (i) v,(r) < v, (1), r<r';

(i) va(2) — va(r’) < ap;

(11i) v (r + ;) < 1+ v,(r);

(iv) va(r +€i) < valr+e€;), i < j;

(U) Un(f) Svn(f—l'k(ej_ei))f ZS]} b

7 7 D

(vi) If r and 1’ are such that erj > 2159 (t=1,...,D—1) and erj = ZIE;, then
J= J= J= J=

n (1) < ().

Proof. See Appendix D.

The statements of Theorem 2 are better understood by thinking in terms of difference in
expected future costs when starting from different states. Property (ii) states that this differ-
ence is bounded by ap, and property (i) that adding customers increases the costs, but then,
by property (iii), these costs cannot increase by more than by = 1 per customer. According
to property (iv) the additional costs from an added customer increases with his delay, while
by property (v) moving any number of customers to a higher delay level increases the costs.
Finally, property (vi) states that if we have two states with the same total number of cus-
tomers but with a different internal delay distribution, so that in one of them the number of
customers with a delay not greater than ¢ is smaller than in the other for all ¢, then the costs
associated with the former state are higher.
Next we use Theorem 2 to derive some structural properties of 7*.
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Theorem 3 (i) 7(ry,...,7p-1,0) = 0;
(ii) If 75 (r) = 1 then 7} (r +e;) = 1;
(iii) If 75 (r+e;) =1 then wi(r+e;) =1, j > i

Proof.
(i) It follows from (25) that 7% (rq,...,rp-1,0) =0 if

Z qr (vn_l(k, r,...,'p_1) — v(k,0,.. .,0)) <ag,
k=0

which is true by Theorem 2(ii).
(ii) Using Theorem 2(i) we have that

ho(r+e) = b (r) = B (r) — B (r+ €)= —Ifmpy + @ Y i -
k=0

'(Un—l(kv T1yee ey T‘D_l) — Un_l((k7 T1yee ey T‘D_l) + I{#D}eﬂ_l)) S 0.

Since 7 (r) = 1 implies h, (r) < 0, it follows that h,, (r+e;) < hy,(r) < 0and hence 7} (r+¢;) =
1.
(iii) For j < D we use Theorem 2(i) and for j = D Theorem 2(iii) to obtain

ho(r+ej) —ha(r+e) =ho(r+e)—ho(r+e)=—Igepyrp+ad g
k=0

'(Un—l((kv T1yeeey T‘D_l) + €Z'_|_1) — Un_l((k7 T1yee ey $D_1) + I{]?gD}€]+1)) S 0.

Since 7 (r + €;) = 1 implies h,(r + ;) < 0, it follows that h,(r +€;) < h,(r 4+ ¢) < 0 and
hence 7 (r +e€;) =1. O

Corollary 1 S« > D.

Proof. Follows directly from Theorem 3(i). O

Theorem 3(i) confirms the fact that a batch service should not be started when the number
of customers requiring an individual service is zero, because by waiting further the customers
arriving in the next period can be included in the batch with no additional costs. Parts (ii)
and (iii) of Theorem 3 state that if the optimal decision in some state is to start a batch,
then a batch should also be started if, respectively, one customer is added or one customer is
moved to a higher delay level.

Theorem 4 (i) v,(r+e; +¢€;) — v, (r +€;) <va(r+e;) — va(r);
(i) vn (@ — €i + eipr) <vn(w —€j +e€jqn), i < J.

Proof. See Appendix D.

Part (i) of Theorem 4 states that the cost of adding a customer decreases with the num-
ber of customers added, while part (ii) states that the cost of increasing the delay level of a
customer by k periods is an increasing function of his initial delay level.

The above analysis is for the discounted cost criterion, but it is not difficult to verify,
through limiting arguments (see e.g. [Ross 1983]), that the results of Theorems 2-4 also hold,
for the corresponding quantities, when the expected average cost criterion is used.

12



5.2 Solution for the case D =2

We now use the optimality equations (25) and some of the above properties of the optimal
policy for a detailed solution for the important special case D = 2. In this case the state space
is Q={(¢,7) | 4,7 > 0}, with ¢ (j) denoting the number of customers that arrived one (two)
period(s) ago. It follows from theorem 3 that the optimal policy has the following structure:

(i, j) = { (1) 8 ; ﬁ; (27)

We first note the correspondence between special cases of K; and the policies considered
earlier:

(a) K; = K for all i: the CG-policy;

(b) K; = K — i for all i: the TD-policy (without the added condition that S, > D);

(¢) K; = max{K; — 1, K3}: the extended TD-policy (section 4.2).

We begin the analysis of the optimal policy with the following result.

Theorem 5 (i) Kj = [ap];
(i) K} is non-increasing in i;
(iii) K7 — K7y €{0,1} (i=0,1,...).

Proof.

(i) It follows from (25) that #*(0,7) = 1 if 7 > 0 and ap < j, implying that Ko = min{j :
ap < ]} = {LZB-‘.

(i) Suppose that K; < K;4; for some i. Then 7*(i, K;) = 1 and #*(i + 1, K;) = 0, contra-
dicting theorem 3(ii).

(iii) It follows from (i) that K; — K41 > 0. Therefore suppose that K; — K;41 > 1 for some
i. Then 7*(i + 1, K;41) = 1 while 7*(¢, K;41 + 1) = 0 since K;41 + 1 < K, contradicting
Theorem 3(iii). O

Now, for a fixed policy # = (Ki, Kg,...) the expected average costs g, and the relative
values v, (r) can be calculated by solving the following system:

Uﬂ(ivj) - j_g7r+ quvw(kvl) (] < I(i);

k=0
Uw(ivj) = aB —gr + Z quﬂ(kv 0) (] > I(i); (28)
k=0
v:(0,0) = —g-+ Z qrvr(k,0) == 0.
k=0
It immediately follows from (28), by using v,(0,0) = 0, that
7 (1=0,0<j< Kp);
Uw(ivj) = ap (l Z 07 ] 2 I(i); (29)
Jt+ue(,0) (>0, 0<) <Ky

It remains to find v.(7,0) for ¢ > 0, and by using (28) and (29) we obtain

Uﬂ(ivo) = _g7r‘|’ Z Qk(l+vw(k70))+ Z qrap

k<K, k> K,

13



8
= ap— gr+ qu(z —ap +v7r(k,0))
k=0
8
= ap—gr+ (i—ap)Qs; + ) qvx(k,0) (i >0), (30)
k=0
where ¢; := min{j : K; <}, sothat 6; = j if and only if K; < ¢and K;_; > i. Note that ¢; is
well-defined by Theorem 5(ii) and strictly decreasing in ¢ for ¢ > K, by Theorem 5(iii). We
have thus reduced the two-dimensional system (28) for v, (¢, j) and g, to the one-dimensional
system (30) for v, (¢,0) and g, (although with an infinite number of equations). Equation (30)
can be simplified further by observing that

Using (31) in turn we can solve (30) for those ¢ with §; < K., i.e. for ¢ < 0k, yielding
5
Uw(i7 0) =aB — gr + (l - aB)Q(g,‘ + Z qu (51(00 << I(O)- (32)
k=0

Consequently, for policies with dx, < K., (31) and (32) together give a complete solution
of (30). Moreover, substituting this solution in

ge =3 gron(h,0) (33)
k=0

and solving for g, we obtain

Keo—1 Ko—1 Ko—16;—1
ap(1 - Qro-1)+ > kap+ > (i—ap)aiQs—1+ >, > ka
o = i=1 =Ko i=K oo k=0 ‘ (34)
" 2 - QK. -1

On the other hand, if i > K. then what remains of (30) are the equations for K., < <
0K, and these can be written as

Koo—1 §;—1
Uw(i7 0) = ap—gr+ (l - aB)Q(g,‘—l + Z qu + Z quw(kv 0) (35)
k=0 k=Ko

Finally, substituting (31) and (32) in (33), we end up with a finite system of §x_ — Ko +1
equations in the unknowns v.(¢,0) (i = Ke,...,0k,, — 1) and g,. We use this for the
construction of an efficient policy iteration algorithm, where in every iteration system (28) is
solved for some policy 7.

6 Numerical evaluations of global and local optimal costs
and comparisons

We shall now carry out an extensive numerical analysis of the various policies considered
hitherto, and compare them with respect to their respective optimal cost. The global optimal
policy naturally provides in that respect a lower bound for any of the other suggested policies.

14



On the other extreme we have the policies which either prescribe only batches (denoted by
OB) or no batches at all (denoted by NB). The cost of the latter is given by (4). As for the
former, we obtain it by making the observation that due to the rigidity of the delay-limit
constraint, not having the option of individual deliveries means that even a single customer
will initiate a batch delivery time D later so that the OB-policy in effect corresponds to the
special case of the CG-policy with control limit K = 1. Hence, by (17) the cost of this policy
is
ap(l - qo)

D(1—q0) +q
Indeed, the NB-policy is also a special case of the CG-policy with control limit K — oo
(which, from (17), confirms the result in (4)). The NB- and OB-policies thus provide upper
bounds, as far as their costs are concerned, to the optimal costs of the suggested policies.
Beyond that it is also of interest to see by how much the suggested policies do better than
these two basic policies.

As a matter of fact there is yet another basic policy, namely a periodic one that does a
batch delivery every fixed number of intervals, say L. It is however easily verified that L
attains its optimum at either of the two extreme values oo or D, depending on whether %—Ji
is larger or smaller, respectively, than by — bg. Moreover, it can be verified that the expected
cost of this policy is always inferior to either the NB policy (when L = oco) or the OB-policy
(when L = D). Hence, if we use the NB- and OB-policies as upper-bound reference bases
there is no further perspective gain in including the periodic policy as well.

Table 1 presents the optimal control limits and optimal costs of the various policies con-
sidered: Critical-Group (CG) and its extension (denoted by ECG), Total-Demand (TD) and

its extension (denoted by ETD), as well as the structure and the costs of the global optimal
=2 /\k

goB = (36)

policy 7*. The distribution of X, is assumed to be Poisson with mean A, i.e. g = €
(k=0,1,...). The results cover a range of values of A and the (standardized) cost ap.

A 2B | YNB gop | 9t (K*) | aheq (KT KS) | gfp (K*) | ghgp (KT KS) | gne (K3, KT, ..)
1 1.5 1 0.5810 | 0.5810 (1) | 0.5716 (2,1) | 0.6138 (2) | 0.5395 (2,1) 0.5395 ( 1)
1 2 1 0.7746 | 0.7090 (2) | 0.6848 (2,1) | 0.7335 (3) | 0.6848 (3,1) | 0.6848 (22,1)
1 2.5 1 0.9683 | 0.8135 (2) | 0.7980 (2,1) | 0.8311 (3) | 0.7797 (3,1) | 0.7797 (3,2,1)
3 45 3| 21926 | 2.0250 (3) | 2.0250 (3,3) | 2.1398 (5) | 2.0012 (5,3) | 2.0012 (543)
3 6 3| 29234 | 2.5031 (4) | 2.4723 (4,3) | 2.5862 (7) | 2.4438 (7,3) | 2.4438 (6,5,42,3)
3 75 3 | 3.6543 | 2.8084 (5) | 2.7680 (5,3) | 2.8169 (9) | 2.7303 (8,4) | 2.7275 (8,7,6,5,4%,3)
5 7.5 5 | 3.7373 | 3.5364 (4) | 3.5096 (5,4) | 3.6650 (8) | 3.4921 (8,4) | 3.4921 (8, 76,5,4)
5 10 5 | 4.9831 | 4.3661 (6) | 4.3337 (6,5) | 4.4838 (12) | 4.2803  (11,5) 4.2803(109876 ,5)
5 125 5| 6.2289 | 4.8334 (8) | 4.7806 (8,5) | 4.8323 (14) | 4.7299 (13,6) | 4.7288  (13-7,6%,5)
10 15 10 | 7.4998 | 7.3032 (8) | 7.2918 (9,8) | 7.4509 (15) | 7.2762  (15,8) | 7.2762 (15-9,8)
10 20 10 | 9.9998 | 9.1171 (11) | 9.0479 (12,10) | 9.2786 (22) | 8.9814 (21,10) | 8.9814  (20-13,122,
11,104,9)

10 25 10 | 12.4997 | 9.9013 (16) | 9.8427 (15,10) | 9.8716 (27) | 9.7744 (26,11) | 9.7743 (25-17,162,15-
13,122,112,10)

Table 1: Numerical comparison of different policies for D = 2

We used the following shorthand notation for the optimal policy’s critical values (K};i =

0,1,...): n™ denotes a string of m n’s, n — m denotes the string n,n —

the last number is K% .
Some conclusion of interest can be drawn from these results. Firstly, it is clear that the
ETD-policy performs extremely well here: it either entirely coincides with the global optimal
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policy or only slightly deviates from it. In most cases here the CG-policy outperforms the
TD-policy but is outperformed by the ECG-policy.

Table 2 repeats the above calculations for D = 3. The structure of the global optimal
policy is now omitted because of its complexity, and the global minimal costs for A = 10 are
missing due to computational infeasibility.

A aB | gNB goB | 9ba (K*) | 950 (KS K3 KY) | gbp (K" | ghrp (K K3 | gne

T 2.25 1| 06281 | 0.6281 (1) | 0.5944 (2,1,1) 0.6310 (3) | 0.5843  (3,1) | 0.5798
13 1| 08375 | 0.7593 (2) | 0.7364 (2,1,1) | 07551 (4) | 0.7270  (4,1) | 0.7229
1 375 1| 1.0469 | 0.8890 (2) | 0.8643 (3,1,1) | 0.8467 (5) | 0.8339  (5,1) | 0.8253
3 675 3| 22114 | 2.0853 (3) | 2.0853 (3,3,3) | 2.1275 (8) | 2.0589  (7,3) | 2.0537
3 9 3| 29485 | 2.6059 (4) | 2.5638 (5,3,3) | 2.5734 (11) | 2.5215  (10,3) | 2.5157
3 11.25 3| 3.6856 | 2.9027 (6) | 2.8520 (6,3,3) | 2.8240 (13) | 2.8021  (12,4) | 2.7988
5 11.25 5 | 3.7415 | 3.5958 (5) | 3.5725 (5,4,4) | 3.6459 (13) | 3.5625 (12,4) | 3.5523
5 15 5 | 4.9887 | 45038 (6) | 44283  (7T,4.5,5) | 4.4428 (17) | 4.3815  (16,5) | 4.3739
5 18.75 5 | 6.2359 | 4.9375 (9) | 4.8786 (9,5,5) | 4.8323 (20) | 4.8156  (20,6) | 4.8090
10 225 10 | 7.4999 | 7.3632 (8) | 7.3499  (9,7.5,8) | 7.4419 (25) | 7.3437  (23,8)
10 30 10 | 9.9998 | 9.2920 (12) | 9.2061 (13,9.5,10) | 9.2114 (33) | 9.1251 (31,10)
10 375 10 | 12.4998 | 9.9800 (18) | 9.9412  (17,10,10) | 9.8757 (39) | 9.8672 (38,12)

Table 2: Numerical comparison of different policies for D =3

Once more we see that the ETD-policy performs well: it is always close to the global op-
timal policy and better than any of the other policies. The TD-policy is superior to the
CG-policy (except for very low values of A and ap). In general, it is intuitively clear that as
D gets larger the CG-policy will act more and more inferiorly because of the relative loss of
significance of the size of the critical-group rp that triggers a batch with respect to the whole
state information r.

It is also interesting to compare the performance of the various policies against the (stan-
dardized) cost ap and this is done in Figures 1 and 2 (see page 30 and 31), when D = 2,
A=3and D =3, A =2, respectively. Included here are also the ”basic” policies NB (never
batch) and OB (only batch), corresponding to the straight lines in the graph. Figures 3 and
4 (see page 32 and 33) again demonstrate for the above special cases of D and A the rela-
tive savings of the (optimally administered) proposed policies in comparison with the above
”basic” policies, thereby revealing the value of using ”sophisticated” policies.

In Figures 1 and 3 we see concavity in ap of the global optimal cost as well as of the
optimal costs of the proposed policies. Since limg,—0 ¢r = gop and lim, ;o0 g+ = gNB,
the OB-policy performs well for small values of ag and the NB-policy for large ones. As a
matter of fact the OB- and NB-policies have the same cost when ap = u(D + 22-) with the
OB-policy being superior for smaller values of ap and the contrary for larger values of ap.

7 On the choice of D

First of all, it is important to observe that for large values of D the costs as well as the
delay characteristics can be closely approximated by increasing the basic period length, and
correspondingly decreasing D. After all it is the product of the period length and D that
matters for the delay representation and for large D the difference between the policy with the
increased period length and the original one will be small. Indeed, it is this last argument that
has enabled us to consider moderate values of D throughout the paper, without sacrificing

16



too much the applicability of the results obtained.

The delay characteristics and the optimal costs of the different batching policies have been
derived for a given value of D. These results, however, can be used for a sensitivity analysis
with respect to D, so that the supplier can examine the effect of the choice of D on the costs
on one hand, and the service performance, as provided by the delay characteristics, on the
other hand. This sensitivity analysis might be a useful input for the determination of D.

We shall not examine this issue in depth here and will suffice in illustrating the point
with respect to the Critical-Group policy, which is mathematically and computationally the
easiest in this regard. Thus, we shall obtain the delay distribution and its main characteristics
in terms of . Combining that with the results obtained earlier for the optimal costs of
this policy, again in terms of D, will demonstrate the tradeoff between costs and service
performance as far as the determination of D is concerned.

Define for any stationary policy =

N, (i) = number of arriving customers in a cycle incurring a delay of
i periods (¢ =1,...,D);
N, := total number of arriving customers in a cycle.

The following relations hold for any :

No(i) = Xs_ip1 (i=1,....D—1);
Sr—D+1

NW(D) — Z X, =Y+ XSW—D-I—I; (37)
n=1

D Sr
M::Zm@:Z&.
=1 n=1

If we define W, as the delay of an arbitrary customer under policy m, then it follows from the
renewal-reward theorem that

E(N:( ,
wn (i) = Pr{WW:i}:% (i=1,...,D). (38)
As an example we will now derive the implied delay distribution when a Critical-Group policy
is employed. Using (11) and (37) we have that

E(Noa(i)) = E(Xr4p-i)=p (=1...,D—1)
T
E(Neg(D) = 3 Xu=pB(T) = 75— (3)
D
E(Nea) = Y Neali) = y—g—+ (D~ L
and substituting in (38) gives
N EWNeeld) 1 - Qx- o .
wea(i) = E(ﬁgG) =17 0- 1)(11_%_1) (i=1,...,D~1); (40)
E(Nca(D)) 1

wea (D)

E(Nca) 1+ D-0D{1-Qx_1)
So under a Critical-Group policy the implied delay of a customer is uniformly distributed
over {1,..., D — 1} with a different probability for a delay of D.
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8 Conclusions and further research

The paper deals with an important segment in the service supplier/customer relationship,
namely the actual provision of the service or delivery to the customers. The focus is on
situations with customers far enough from the service provider to justify demand aggregation
rather than all-out individual services. This situation would surely occur with manufacturers
delivering their products internationally and across continents, as well as with companies that
provide repair and replacement service to clients nation- (or region-) wide.

The main decision problem in these circumstances is the timing of batch services as the
demand arrives. That timing would depend on the costs involved, namely batch-service costs
and individual service costs, as well as on the particular model employed. Here we have
considered a basic model; its assumptions can be generalized or altered to cover broader
situations of interest. We shall now elaborate on some possible model generalizations and
alterations.

(1) Batch-service capacity and costs

The model here assumes that a batch delivery can potentially be provided at any decision
point, and can then accommodate all waiting demand. To keep the latter assumption valid
may sometimes require several supply vehicles (ships for delivery, trucks for repair service,
etc.) in which case adjustment of the "fixed” cost of a batch delivery is needed, e.g. two ships
incurring fixed cost of 2ap (or a bit less if administrative costs are common to both). Re-
moving the assumption of enough batch ”servers” (e.g. ships and trucks) leads to a queueing
analysis of the finite-server type (as opposed to the essentially infinite-server assumption in
the model here).

(2) Variable delay-limit

The model here assumes a constant delay-limit D. Though this is a sensible assumption
with regard to most supplier-customer contracts, there are several situations of interest where
this assumption does not hold. The delay-limit in the model has already been adjusted for
(batch) transportation time. This would leave D as a constant only if the transportation time
is a constant. When transportation time has non-negligible variability, D should be taken as
a random variable. This change has an important impact on the analysis, as the introduction
of variability always does; for instance, the policy characteristic of .S, > D becomes void.

Variability of the delay-limit can also be induced when customers have different preset
delay-limits, but are still served jointly. The distribution of D at any give period depends
on the composition of the waiting customers with regard to their individual preset delay-limits.

(3) Model variations of a more technical nature

(i) The model here assumes no waiting time costs. While this could very well be the case
when only the preset delay-limit matters, the company can still have a good reason to provide
the service earlier, namely enhance its reputation. That can be incorporated into the model
through a delay-dependent cost function. Another case where waiting costs become relevant
arises when delays are not entirely considered rigid, and the service provider may occasionally
be ready to assume contractual penalties and not serve within the delay-limit.

(ii) The demand process here is assumed stable in the sense that the X, are identically
distributed. In those instances where this is not a realistic assumption (e.g., when a seasonality
factor exists) appropriate modifications of this assumption are required.
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(iii) Individual service may also be grouped into ”mini-batches”, so a fixed cost a; becomes
relevant (while the variable cost by is likely to be reduced).

(4) Broader contexts

Beyond the modelling variations considered above, it may be necessary to broaden the
problem formulation framework and consider the delivery issue within the general production
context; for instance, when enough stock for delivery is not always available at period end-
points (a tacit assumption in the model here). In that case the delivery problem cannot be
considered in isolation, so an integrated approach is needed. Still, the analysis and results
here can then be utilized as building blocks within that broader study.

Appendix A: The CG-policy

In this appendix we show the optimality of a control-limit type policy within the class of
Critical-Group policies. Define forn =1,2,...

T, := number of periods since the last batch service at the end of period n;
T, (T, <D);
Un = R (T, > D)
D n2Z ).

Then {U,,n =1,2,...} is a stochastic process on the state space
) d=1,...,D-1yu{i|i=0,1,...}.

Finding the optimal policy here boils down to solving the following optimality equations:

v(i) = —g+v(@i+1) (i=1,...,D—-2);
(D=1 = —g+ > qro(k); (A1)
k=0

v(i) = minfag —g+v(l'),i—g+ Z qv(k)} (i=0,1,...).
k=0
It is easily seen that

v(l)=-(D=2)g+v(D-1)=—-(D-1)g+ i arv(k),
k=0

so that (A1) reduces to

v(1) = min{ap — Dg + Z qrv(k),i— g+ Z av(k)} (=0,1,...). (A2)
k=0 k=0
From (A2) it follows that a batch service is started if ¢ > ap — (D — 1)g, proving the control-
limit structure.
Finally, we note that for a fixed CG-policy with control limit K the optimality equations
are given by

i—gca + kz qrvea (k) (< K);
=0

vee (1) = oo o
ap — Dgcg + kz qrvca(k) (1> K),
=0
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which upon setting vog(0) = 0 reduces to

N (i < K);
voa(i) = { ap — (D —1)gea (i > K).

Next we find gog from

o0 K-1
goa =Y _ qvea(k) = > kg + (a — (D — goa) (1 — Qr-1),
k=0 k=0
yielding
K-1
ap(l—Qr-1)+ 3 kg
goa = £=0

Qr-1+D(1-Qk-1) 7

in accordance with (17).

Appendix B: The ECG-policy

Under the ECG-policy a batch is executed at time T} + T3 since the last batch, where

T, = min{n=1,2,...: X,, > K1 };
DZ—:nR(Tl)
Ty = min{D—1,min{n=0,1,...,D—2: ﬁ > Kz/\Rgi)n > K3t}

In words, one first waits for a group of at least Ky customers, and then a batch is executed
the first period in which the mean number of individual services per period to be avoided
is at least Ko and the size of the current critical group is at least K3. Otherwise the batch
delivery is done, like the CG-policy, D — 1 periods later. The ECG-policy uses three control
parameters: Ky and K3 which are integers, and Ky which need not be integer. The search
for the optimal values of these parameters requires the computation of its expected cost
grca (K1, K3, K3), which in turn requires the computation of F(Sgcq) and E(Ygcq). With
this in mind we define

T —D
U, = ZXn;
n=1
T+T,—D D
T
= 3 Xa= > R
n:Tl—D-I—l n:D—T2-|—1

and clearly

E(Spcc) = E(Th)+ E(T);
E(YEcg) = E(Ul) + E(Uz)
We now observe, using earlier arguments, that 77 and Ty are independent. Moreover, since
Ty has a geometric distribution G(Qg,—-1), it follows that
1

i o

(A3)
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and

00 n—D
E(Uh) = > Pr{li=n}) E{X;|X; <K}
n=D+1 =1
Ki—-1
kz kay,
0
= Z Q[X1 1 _Qj(l_l)(n_ ) Q
n=D+1 Ki—-1
Q[ L Ki—-1
UKl N A4
Q[Xl 1 kz_:o ( )

Next we need expressions for IJ(T5) and E(Us), and for that we need the joint distribution of
(RS, ROY) = (Xpo1v o, XTymp).

Note that E(13) and E(U;) do not depend on R(lTl) = X7, since the triggering group of
customers arriving in period 77 is always included in the batch. First observe that Ty = n < D

implies that R%Tl) =...= Rgl) = 0. Therefore we have to distinguish between the case where
rp > 0 and the case where r,, = 0and r;, =0 (: = m+1,...,D) for some m < D. For

rp > 0 we have
Pr{R(QTl) =7r9,.. .,Rgl) =rp}

— PF{XTl—D-I—l =TD,-- '7XT1—1 = 7‘2}

= Z Pr{T' =n} Pr{Xp_pr1=rp,.... Xuo1 =12 | X0 < Ky,..., Xsmy < K1, X,y > Ky}
n=D

= Z Pr{Ty =n} Pr{X,_py1 =rp | Xp_ps1 < K}---Pr{X, 1 =ry | X;—1 < K}

n=D
Grp G
= Z Qi (1-Qr—1) 252
Q[X1 1
= Z Ql\l 1 Q[X’yl—l) H qT’,‘
=2
D
= J[e: O<ri<K-14=2...D-1;1<rp<K-1). (A5)
=2
More generally, we have form=1,..., D

Pr{R(Tl) =ry,..., R = rm,Rfﬁl =0,...,RY) =0}
n—m D—m
q, Qr, " r q, %’m"'%’
= Z Q[\l 1 - Q[X’yl—l) . n—1 : + Z Q[\l 1 Q[X’yl—l) . :
Q[X1 1

Qf\l 1 n=D

D-1 m
= (1-Qx,-1) (H qr,) SNawm+d T ] e
n=m =2

m . 1_qD—m
= gqm (qo (1—Q1«'l—1)ﬁ)
0<r<K-1,i=2,....m—-1;1<r, <K-1). (A6)
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Note that for m = D (A6) reduces to (A5). Since conditional on R(™), T, and U, are just

deterministic functions of (rg,...,rp), we can write Do
2 T
Ty(rg,...,rp) = min{D -1, min{n <D —2: % > Ko Arp_p > Ks}};
J— n J—
D
Uy(re,...,rp) = Z ;.
i:D—TQ(TQ,...,TD)+1
Conditioning on R then yields
EM) = Y Pr{RU = o ROV = rp)To(ra, .y rp); (A7)
7’2,...,7’D<I(1
B = X PR =ra R = rp}Ua(ra, i), (A8)

79,0, p<K1

Appendix C: The TD-policy

To develop a computational scheme for £/(S7p) we introduce the functions

Fo(ky, ... ky) = Pr{Zngki,izl,...,n} (n=1,...,D—1);

i=1

Fo(ky,...,kpoy) ==Pr{d X;<kyi=1,...D-1> X;<K,i=D,...,n} (n> D).
Jj=1 j=i—D+1

By conditioning on X,, we then obtain the following recursive relations:

Fi(k1) = Qg
k1
Folkr, ..o kn) = Y qpluci(by—k, ... ky—k) (n=2,...,D—1);
k=0
k1
Fn(kh .. .7l€D_1) = Z qun_l(kQ - k, . .7l€D_1 - k,[( —-1- k) (n 2 D) (AQ)
k=0

Define P, := Pr{Stp > n} (n > D), then by conditioning on (Xy,..., Xp_1) we find

D-1 D-1
P, = Z qk, ---qu_an_D_|_1(I(—1— Zki,...,lﬁr—l— Z kz) (AlO)
By +etkp_i <K i=1 i=n—D+1
forn=D,...,2D — 2, and
D-1
Pn: Z qk, ---qu_an_D_|_1(I(—1— Z ki,...,l(—l—kp_l) (All)
k1-|—~~~-|—kD_1 <K =1
for n > 2D — 1. Finally, by (22) we have
E(Stp) =D+ > _ P, (A12)

n=D
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and since lim,_, ., P, = 0 we can truncate this infinite sum when P, is sufficiently small.

Computational remark. Numerical analysis reveals that, asymptotically, P, consti-
tutes a geometric series, or 1i_>m An = C (0 < C < 1), so that E(Srp) in (A12) can be
n o0

n—l-_

approximated as

Pn_1 Py

——— (N>D+1). Al13
po (N2 D4+ (A13)

N
D+ Pt
n=D

It turns out that this approximation performs very good already for small values of V.

For a computational scheme for F(Yrp), we continue from (24) and define

Y, = Z Pr{ Z X; > k,Stp = n}.
k=K i=n—D+1

For n = D we have

0 D
yp = > Pr{d_Xi>k}

k=K =1
D K-1 D
= E{)_Xi}- > Pr{d_Xi>k}
=1 k=0 =1
D
S S (A1)
=1

while for n > D we have

Y, = ZPI’{ ZX¢>k7STD:n}

k=K i=n—D+1

o0 D n—1 n
= > Pr{d Xi<K,..., Y X;<K, > X;>k}

k=K =1 1=n—D i=n—D+1

0 n—1
= Z Z Gorn—pt1 """ Do Pr{Xﬂ >k — Z ij} :

k=K n—1 7=n—D+1

ST <K
gj=n—D+1
n—1 n—D n—D D
Pr{X,p< K-> ij...., Y Xi<K-iypp, » 6 Xi<K,...,) X;<K}
7=n—D+1 1=n—2D+2 i=n—2D+1 =1
n—1
K-1- > 4
j=n—D+1

= Z Qip_py1 " " Din_a (:u - Z (1 - Qk))

n—1 k=0

S i<k n—1

j=n—D+1 Foipya(K—1= > 45, K —1—i,_py1), (Al5)
j=n—D+1
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where we compute F),(-) recursively as in (A9). Note that for n = D (A15) does not reduce
to (A14). Combining (23) and (24) we obtain

o0
E(YTD) = ,uE(STD) - K - Z Yn.-
n=D
Since lim,_, . y, = 0, we truncate the infinite sum when 1y, is sufficiently small.

Although the computation time of the numerical schemes for E(Stp) and E(Yrp) in-
creases exponentially with D and K, for D <5 it remains within the order of seconds.

As an alternative to the above probabilistic procedure, E(Srp) and E(Yrp) can also
be computed using a ”brute-force” approach. The computation time for this approach also
increases exponentially with D, but considerably faster than for the probabilistic procedure.
We will describe the brute-force approach for the TD- as well as the ETD-policy. To this end,
we compute the first entrance times and ”costs” for the Markov chain {E(”)} induced by the

D D
NB-policy into the sets {r: >> r; > K} and {r: > r; > Ky Arp > K3}, respectively.
We start with the TD-policy. Define

Stp(r_p) = expected number of periods until the next batch service when
presently there are r; customers with delay level ¢ (i =1,..., D — 1),
given that there is no immediate batch service;

Yrp(r_p) := expected number of individual services until the next batch when
presently there are r; customers with delay level ¢ (i =1,..., D — 1),
given that there is no immediate batch service and excluding
possible immediate individual services,

where r_p := (r1,...,7p_1). Note that these quantities are defined in such a way that they

are independent of rp, thereby reducing the dimension of the state space from D to D — 1.

Conditioning on the number of arriving customers in the next period we obtain the following

two finite systems of equations for ZZD:_II r, < K:

D—1
K-1-— Z T
=1
STD(r17"'7rD—1) = 1+ Z qkSTD(k,T‘l,...,T‘D_Q); (Alﬁ)
k=0
D—1
K-1-— Z T
=1
YTD(r17---7rD—1) = Z qk(T‘D_l—I—YTD(k,T‘l,...,T‘D_Q)). (Al?)
k=0

Finally, incorporating the stipulation that S7p > D, we can compute

E(Stp) = D+ > ar iy Stolkp, ..., ka);
kl,...,kD:

D
S ki<K
=1

E(Yrp) = Y ko (lﬁ +Yrp(kp, .. -J@)) =Yrp(0,...,0).
kl,...,kD:

D
S ki<K
=1
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Setting up a finite system of equations for the ETD-policy is more complicated. We exploit
the fact that batch services are now limited to periods with rp > K5, i.e. we use the Markov
chain {E(”)} induced by the NB-policy embedded on {(r1,...,rp):rp > Kz}. Define

Serp(r_p) = expected number of periods until the next batch service when
presently there are r; customers with delay level ¢ (i =1,..., D — 1),
given that there is no immediate batch service and rp > Ky;

Yerp(r_p) = expected number of individual services until the next batch when
presently there are r; customers with delay level ¢ (i =1,..., D — 1),

given that there is no immediate batch service and rp > Ky, and

excluding possible immediate individual services.

For a given state r_p with ZZ 1 Ly < Ky let J be the smallest integer for which rp_; > Ko.
For states with 7 < D — 1, conditioning on the number of customers in the next j periods
yields

Serp(r_p) = j+ > ar @k Sero(kj, ... k. Do) (A18)
kl,...,kjt
J D—j
ST hi<Ki— Y
=1 =1
D-1
Yerp(r_p) = >, ri+ Y. (]kl"‘(]kj(rD—j‘l'
i=D—j+1 P

J D—j
Zk,‘<[&"1— Z T
=1 =1
‘|’YETD(kj7"'7k17r17'"7rD—j—1))- (Alg)

On the other hand, for states r_p with E 1 Yyi < Ky and r; < K, for all i = 1,...,D—1,

conditioning on the number of customers until the first period with R(g) > K, yields

1

Serp(r_p) = o TDP-1+ > @ry@hp_ SeTD(kDo1, .. k)5 (A20)
a leé_l kl,...,kD_li
—1
> ki<E)
=1
Ko—1
D-1 Z kg, K1
Yerp(r_p) = Zm—l— 1_@ + Z > Tk * " Gkp (lﬁ—l-
i=1 Ka-1 =K k27 wkp:
Zk <Ki—k
1=2
+Yerp(kp-1, .. -Jﬁ))- (A21)

Finally, we obtain the required quantities:

E(Sgrp) = Serp(0,...,0);
E(Yerp) = Yerp(0,...,0).
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Appendix D: The global optimal policy

In this appendix we provide the proofs of Theorems 2 and 4.

Proof of theorem 2.
(i) Obviously,

v1(r) = min{rp,ag} < min{rp,ag} = v (r').
Next, using the induction hypothesis,

Un(f) = min{rD‘|’azqun—l(k7r17"'7rD—1)7h711}
k=0

< min{rp + o Z Qkvn—1 (ks rpy), h}z}
k=0
= w,(r).
(ii) Using (i) we have
min{hg(r), hi} — min{hg (r), A7}

v (1) — vn (1)

< max{0,h} — hy(r')}

= max{0,ap —r'p — @ Z q (vn_l(k,ﬁll, cespq) — vao1(k, 0, .. .,0))
k=0

< ap

(iii) For ¢ < D using the induction hypothesis gives

vn(rte) = min{rp+ o qva_1((k,r1, ..., 7po1) + €ig1), by}

k=0
< min{rD—I—Qqu(l—l—vn_l(k,rl,...,rp_l)),h}l}
k=0
= min{rD—l—1—|—ankvn_l(k,rl,...,rD_l),h}l}
k=0
< 14 v,(n).

For ¢ = D we have

Un(f‘l’ €D) = min{rD +14a Z kan—l(k7 T1yeeey rD—1)7 hqlz}
k=0

< 1+ w(n).
(iv) For j < D using the induction hypothesis gives

va(r+e) = min{rp+a > qva—1((k,r1, ..., rp_1) + €i41), b}
k=0

min{rp 4+ a Y qrva—1((k, 71, ..., rp_1) + €j41), b}
k=0

= v,(r+e;).

IA
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For ¢ < j = D we use Theorem 2(iii) to obtain

Un(f‘l’ 62') = min{rD + « Z kan—l((kv T1yeeey rD—l) + ei—|—1)7 h}z}

k=0
< min{rD—I—Qqu(l—l—vn_l(k,rl,...,rp_l)),h}l}
k=0
= min{rD—l—1—|—ankvn_l(k,rl,...,rD_l),h}l}
k=0
S Un(£‘|’€D)-

(v) For k = 1 this is equivalent to (iii). Next suppose that (iv) holds for £ — 1, then using
Theorem 2(iii) gives

un(r+k(ej — i) 2 on(z+ (k= 1)(¢j — €)) 2 va(r).
(vi) Repeated application of Theorem 2(v) while using the fact that ZZ: r; > ZZ:I i (i =
]:

=1
1,...,D—1) yields

Un(f) S Un(£/177‘1—|—7‘2—£/17T‘37.--7T‘D)
7 i—1
< vn(ﬁi,...,ﬁg_l,er —Z£;7ri+17...7rD) (t=3,...,D-1)
D-1
S rlv rD 1727‘1 Z —j
7=1
- Un(fl)v
D D
where the last equality follows from > r; = > r] a
j:l ]:1

Proof of Theorem 4.
(i) First suppose that 7 (r +¢;) = 1. Then 7 (r + €; + ¢;) = 1 by Theorem 3(ii), and hence

vn(r 4 €i+ €)= valr+ €)= hE = bl =0 < v+ ;) — v, (),

where the last inequality follows from Theorem 2(i).
Next suppose that 7 (r 4+ €;) = 0 and 7;(r + €;) = 1 (by Theorem 3(iii) this is only
possible if j > 7). Then again 7 (r 4+ ¢; + €;) = 1 by Theorem 3(ii), and hence

On(r e te;) — v, (rte)=hy —v,(r+e) <hL —v,(r) = v.(r+e;) —va(r),

again using Theorem 2(i).
Finally, suppose that 7} (r +e;) = 7}(r+¢€;) =0. If ¢, 7 < D then

V(4 e+ €5) — v, (r+ )
< hpltei+eg) = by +e)

= « Z qk (Un—l((k7 Tyeos"Do1) F €41+ €j41) — Vpo1 (K, 71, ooy rpo1) + €i+1))
k=0
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S « Z Gk (Un—l((kv Ty e ey rD—l) + ej—l—l) - Un—l(k7 1. '7rD—1))
k=0

= Dy (r+ej) = ho(r)
= valr+ej) — val(r),

where the second inequality follows from the induction hypothesis. In the last equality note
that v, (r) = h2(r) since 7% (r) = 0 by theorem 3(ii). If i = D then

vn(r+ep+e;) —uva(r+ep) < hp(r+ep+e;)—hy(r+ep)
= hp(c+e;) = hy(r) = valr +¢j) = valr),
while if 7 = D then
va(r+eit+ep)—va(r+e) < hp(r+ei+ep)—hy(r+e)=1
= lp(c+ep) = hy(r) = va(r 4 ep) — va(r).
(ii) First, if 75 (r — e; + €j4%) = 1 then obviously
vn(r = ei+ eirr) < hy = v (0 — €5 + €j44).

Next, if 7 (r —e;+ej45) =0 and i+ k < j+k # D then the result immediately follows from
the induction hypothesis. Finally, suppose that 75 (r —e; + €;44) = 0 and j + &k = D. Then
we also need the fact that

vp—1((k,r1,...,rp21) —€; + €p)
L4+ v, ((k,r1,...,rpo1) — €5), (A22)

U1 ((kyre, . oyrpo1) — €+ €4k) <
<

where the first inequality follows from the induction hypothesis and the second from Theo-
rem 2(iii). Using (A22) it follows that

o]
vn(r—eiteipr) < rp+ad qruat((k,r1, ..., 7Do1) — €ig1 + €ighi)
k=0

IA

ro+1+ad quai((k, ..., rpo1) — €j41)
k=0

= vn(r — e +e€j4k)-

References

[Avramidis and Uzsoy 1993] A.N. Avramidis and R. Uzsoy
Control of a batch-processing machine: a computational approach
Research Memorandum No. 92-15 (1992), Dept. of Industrial Engineering, Purdue Uni-
versity

[Baccelli et al. 1984] F. Baccelli, P. Boyer and G. Hebuterne
Single server queues with impatient customers
Adv. of Applied probability 16 (1984), 887-905

[Blanc et al. 1992] J.P.C. Blanc, P.R. de Waal, P. Nain and D. Towsley
Optimal control of admission to a multiserver queue with two arrival streams
IEEE Transactions on Automatic Control 37 (1991), 785-797

28



[Deb and Serfozo 1973] R.K. Deb and R.F. Serfozo
Optimal control of batch service queues
Advances in Applied Probability 5 (1973), 340-361

[Palm 1937] C. Palm
Etude des delais ’attente
Ericsson Technics 5 (1937), 37-56

[Ross 1983] S.M. Ross
Introduction to Stochastic Dynamic Programming
Academic Press, New York, 1983

[Stanford 1990] R.E. Stanford
On queues with impatience
Advances of Applied Probability 22 (1990), 768-769

[Stidham 1974] S. Stidham
Stochastic clearing systems
Stochastic Processes and their Applications 2 (1974), 85-113

[Stidham 1977] S. Stidham
See: Crabill, Gross and Magazine
A classified bibliography of research on optimal design and control of queues
Operations Research 25 (1977), 219-232

[Tijms 1994] H.C. Tijms
Stochastic Models: An Algorithmic Approach
John Wiley & Sons, Chicester, 1994

29



oY) >
w O~ O O

o [\S]
ga N Ol

Average costs per period g
=

o
(62}

2 25 3 35 4 45 5 55 6 65 7 75 8 85

aB

ETD
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Figure 2: Percentage cost savings (D=2, X=Poisson(3))
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