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Abstract

Abstract

A malfunctioning or failed part in a machine must be replaced as soon as possible
with the same or a similar functioning part. On the one hand, it is required to have
enough parts in stock to address customer requirements and avoid expensive
downtimes and on the other hand, capital gets tied up in the form of non-revenue
generating inventories. Finding the balance between servicing customers and
reducing inventory costs is an imminent struggle for organisations large and small.
This study aims at categorising spare parts into groups based on their characteristics
like replenishment lead time, functional importance, unit costs etc. so as to determine
the ‘optimal’ inventory policy for each group. Simulation optimisation methodology
is developed for this problem of the two conflicting interests of service level and total
costs and is implemented using MATLAB software. The program proposes the best
inventory policy for all spare parts within a group and at the same time suggests the
respective inventory policy parameters for each part within the group. The
methodology is illustrated using an example with self-generated spare parts data. The
thesis thus develops a structured approach to managing spare parts and helps to move
from intuition-based to data-based inventory management and ordering behaviour for

spare parts, that in some cases may cost millions of Euros.
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Zusammenfassung

Eine fehlerhaftes oder ein versagendes Teil in einer Maschine muss so schnell wie
mdoglich mit demselben oder einem ahnlich funktionierenden Teil ersetzt werden. Auf
der einen Seite ist kundenseitig gefordert, genligend Teile auf Lager zu haben, um
kostenintensive Maschinenstillstandszeiten zu vermeiden und auf der anderen Seite
wird dadurch Kapital ohne Generierung von Umsatz in Form von Lagerbestanden
gebunden. Die Balance, den Anforderungen des Kundenservices und gleichzeitig der
Reduktion von Lagerbestandskosten zu gentigen, ist eine grof3e Herausforderung fur
kleine wie groRe Unternehmen. Diese Studie zielt auf die Kategorisierung von
Ersatzteilen in  Gruppen ab, basierend auf  Charakteristika  wie
Wiederbeschaffungszeit, funktionale Bedeutung und Stlckkosten, um so die
"optimale™ Lagerbestandspolitik je erstellter Gruppe zu bestimmen. Die Methodik der
simulationsbasierten Optimierung wird flir das Problem von den beiden in Konflikt
stehenden Interessen von Service Level und Gesamtkosten entwickelt und durch die
Software MATLAB umgesetzt. Das Programm schlagt die beste Lagerbestandspolitik
fir alle Ersatzteile innerhalb einer Gruppe vor und empfiehlt gleichzeitig die
entsprechenden Parameter der Lagerbestandspolitik fur jedes Teil innerhalb einer
Gruppe. Die Methodik wird anhand eines Beispiels von selbst generierten Ersatzteil-
Daten dargestellt. Der Ansatz stellt eine strukturierte Vorgehensweise fiir die
Handhabung von Ersatzteilen dar und tragt zu einen Ubergang von einer intuitiven zu
einer datenbasierten Lagerbestandshandhabung sowie des Bestellverhaltens fiir

Ersatzteile bei.
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Introduction

CHAPTER 1- INTRODUCTION

Spare parts have traditionally been a source of concern for a number of industries, be
it automobile manufacturing, navy ship-building or IT majors like IBM and Dell. A
large number of spare parts is kept in stock either to avoid shortages during
breakdown of manufacturing equipments which can adversely affect production and
hence result in delays in fulfilling orders of finished products or to service the
customers that are facing the issue of failed spare part(s) and require immediate
assistance and replacement. In both the cases, the downtime costs can be high,
ranging from loss of revenue to loss of customer loyalty. However, stocking large
number of spare parts has a negative effect on the inventory holding costs, which
might be in the range of millions of Euros in capital-intensive organisations, hence

making spare parts management a critical and opportunistic field of research.

Costs 4

Total cost

Inventory
holding costs

Unavailability
costs

b

Stock level

Figure 1: Trade-off between total cost and stock level; adapted from
Cavalieri et al. (2008)

It is not only the trade-off between servicing a failed machine within the facility or at
the customer location and keeping the inventory holding costs under control,
commonly termed as cost vs. service level trade-off, but also the sheer number and
variety of spare parts that an organisation has to maintain that makes the task of spare

parts management a challenging one. So far, spare parts have been managed by
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organisations in a similar manner as raw materials for end product. There have been
very limited usage of specific tools that deal with spare parts classification,
forecasting, inventory and logistics management. It is important to understand that
spare parts supply chain functions drastically different than the manufacturing supply

chain, neatly summarized by Cohen et al. (2006) :

Parameter Manufacturing Supply Spare parts Supply
Chain Chain
Nature of demand Predictable, can be forecasted = Always unpredictable,
sporadic
Required Response Standard, can be scheduled = ASAP (same day or next
day)
Number of SKUs Limited 15 to 20 times more
Product Portfolio Largely homogenous Always heterogeneous
Delivery Network Depends of nature of product; Single network
multiple networks necessary
Inventory Management Maximise velocity of Pre-position resources
aim resources
Reverse Logistics Doesn’t handle Handles return, repair
and disposal
Performance Metric Fill Rate Product availability
(Uptime)
Inventory Turns 6-50 per year 1-4 per year

Table 1: Contrast between a manufacturing and a spare parts supply chain; adapted from Cohen et al.
(2006)

Historically, organisations have focussed on revenues earned through the sale of
products, but with commoditization and customization of products and the increasing
power of customer in the market, the margins through product sales is decreasing.

This has resulted in a shift in focus to after-sales service (and therefore spare parts
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management) as a source of high-margin revenue and increasing customer loyalty and

competitive advantage.

With organisations understanding the importance of the spare parts supply chain
management, the need to take decisions in a holistic manner to result in effective
planning increases. This has resulted in a need to have a methodology that acts as a
guiding tool for spare part supply chain managers to achieve the basic goal of
reducing overall costs and storing ‘enough’ inventory. Developing this methodology
Is the aim of this research work. In this thesis, the perspective is that of an
organisation with a single location facility that manufactures a product, sells it to
other organisations and end customers and is responsible for maintaining the

equipments sold.
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CHAPTER 2 - RESEARCH CONTEXT

2.1 Spare parts

Spare parts are parts that are required to replace or in support of an existing part in a
machine. They can range from nuts and bolts to ball-bearings and expansion joints.

The terms spare part, service part or aftermarket part are used interchangeably.

According to DIN 24420 (from the German institute of standardization or ‘Deutsches
Institut fiir Normung’), spare parts can be defined as parts or groups of parts which
replace damaged, worn or missing parts.* Spare parts can be classified into two major

categories?:

Repairables: When a failure occurs, these are the parts can be technically and
economically repaired. Post repair, the part becomes ready-for-use again.® Therefore,
they do not need to be scrapped. These parts are also called repairable parts,

recoverable parts, recoverables, rotation parts or rotables.

Consumables: When a failure occurs, these parts need to be scrapped since it is not
possible to technically or economically repair them. They are also sometimes known

as consumable parts, expendable parts, expendables, disposable parts or disposables.

Arts (2013) includes another spare parts type in the list termed as rotables. These are
items that are comparatively larger and more complex than a typical normal spare
part. They are generally subsystems of a machine that require a separate usage based
maintenance strategy.* Furthermore, spare parts are used either during planned

maintenance (preventive strategy) or for unplanned demand (corrective strategy).

Different types of organisational settings need spare parts, from manufacturing

companies for maintenance and repair of production equipments to service-oriented

L http://wirtschaftslexikon.gabler.de/Archiv/82244/ersatzteil-v8.html
2 Botter and Fortuin (2000), p. 656.

3 Driessen et al. (2014), p. 411.

4 Arts (2013), p. 7.



Research Context

companies for timely repair of failed customer products. The following three different

types of demand situations might arise for spare parts:

1. To service company’s own production facilities: This includes providing
spare parts for the machines that are placed in the company’s own
manufacturing facility or at a subsidiary plant (based upon the type of
contract).

2. To service customer’s professional systems: The machines or products
supplied by the company to other businesses form a part of this type.

3. To repair end customer products: End customers, also known as consumers,
can demand spare parts when their machine fails. A company may choose to
provide spare parts for products manufactured only by them or to also service
same or similar products by other companies.

Whatever the demand situation may be, the company that takes the responsibility of
providing its customers with high level of after-sales service must be prepared to face
a large number of ‘urgent’ or ‘emergency’ situations. The company can service the

customers with the required spare parts utilizing the following four sources:

1. Suppliers: In certain situations, it is economically feasible and sometimes
even profitable to service a demand directly from the supplier of the spare
parts to the customer. At the same time, a demand situation might arise where
the downtime cost of the failed part is extremely high or the part demanded is
highly critical and hence has to supplied to the customer as soon as possible
and the company has no stock of the part demanded. In such cases, emergency
shipments from the supplier might prove to be the ideal solution, even if
costly.

2. Spare parts inventory: Most companies either own or rent warehouses so as to
store enough stock of spare parts based on their own methodologies of future
demand prediction. It is a strategic decision whether to have a central

warehouse taking care of the demands of the variety of customers or to have a
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central warehouse that services various regional/local warehouses. These
decisions depend upon, among other factors, the geographical spread of the
customers, planned budget and service level promised.

3. Raw material inventory: Spare parts can be sourced directly from the raw
material inventory when needed. The parts in this inventory are stocked for
manufacturing the end product. But in situations where there is an urgent need
of a part such that the normal production flow can be compromised to service
the customer spare part demand, then raw materials inventory can act as a
back-up source for spare parts.

4. Additive manufacturing: A relatively new method of manufacturing spare
parts is through additive manufacturing, also known as 3-D printing. This
method of producing parts is currently limited by technical, material and cost
factors. Airbus, in collaboration with Satair group, is actively exploring the
possibilities of manufacturing parts on demand using a 3-D printer and hence
are removing dependencies on supplier and bringing down the tied up capital

and inventory holding costs.

2.2 Spare parts management

The demand and inventory characteristics of spare parts make their management a
challenging task. Some of these characteristics are large number of parts managed,
variety of parts, presence of lumpy demand patterns, high responsiveness required by

customers due to excessive downtime costs and the risk of stock obsolescence.>

The most widely used tool for spare parts management in the industry is provided by
SAP. Various studies by renowned analyst firms including Deloitte support SAP
spare parts management solution as an effective tool to reduce order and processing
time and to improve the customer service level. Though some authors have criticized
the use of SAP tool for spare parts management. Porras and Dekker (2008) state the

following two major drawbacks:

5> Bacchetti et al. (2013), p. 263.
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1. The forecasting methods used in SAP, like exponential smoothing and
moving averages are not suitable with the intermittent nature of spare parts
demand

2. There is no possibility to implement continuous review methods in SAP.
Therefore, the widely suggested and advised (S-1, S) model with Poisson

distributed demand over lead time cannot be applied.®

2.2.1 Importance of spare parts management

The nature of business has changed in the last few decades. Organisations are looking
to continue what they do the best, also termed as their core competency, and are
outsourcing wherever they think it would cost less while not adversely affecting their
customers’ satisfaction. The pressure on businesses are more than ever, with
customers becoming the ‘king’ and this being the golden age of services, companies
must look into transforming themselves to services business.” Particularly considering
manufacturing industries, a gradual change in their role, focus and characteristics is
being noticed.® Many organisations in North America and Europe have implemented
a change in their strategy from pushing products to the customer to delivering value
through after-sales services. This change can be attributed to the slowing of overall
demand, intensified domestic and international competition and imploding profit

margins.®

The primary reason why the study of spare parts management is important is because
of its direct influence on customer service. In most cases, downtime costs (both
operational and financial) for machines, of which a part has failed and requires a
replacement, are extremely high. Unavailability of a simple and inexpensive part can
result in lost production (and therefore idle manpower and inoperable machine or lost
capacity), delay in delivery of finished goods resulting in cost penalty, present loss of

6 Porras and Dekker (2008), p. 104.
7 Cohen et al. (2006), p. 129.
8 Duchessi et al. (1988), p. 8.
% Cohen et al. (2006), p. 129.
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profit as well as future loss in the form of goodwill erosion.’® With the growing
importance of services and the high dependency of after-sales service on spare parts
management it becomes important not to underestimate the role that timely adressal
of spare part demand has so that the customers are satisfied, and if possible delighted.

Another major reason is that the margins of profit generated in services are often
higher than the margins generated with the end-product sales!!. However, with a
globalized market comes globalized competition. This implies that organisations need
a robust differentiation strategy to attract new customers and retain the existing ones.
Service that includes efficient management of spare parts supports this objective. The
increasing worldwide competition and reducing profit margins are forcing high-
technology-product manufacturers to find new ways to differentiate themselves from
competitors and an important way to achieve this is by providing fast, high-quality
after-sales service.'? After-sales service here refers to the bundle offering of service

engineer, the necessary spare parts and the tools required for servicing.

Spare part management is an important and expanding area where significant cost
reductions can be achieved through improved management and control techniques.*3
A study reveals that 40-50% of the profits made by manufacturers come from parts,
maintenance and servicing making spare parts logistics a $21 billion industry!4. At
the same time, the never ending struggle between inventory cost and customer service

makes the field of spare parts management all the more challenging and interesting.

2.2.2 Challenges in spare parts management

Due to the inherent characteristics of spare parts described in Section 2.1, there are a
number of challenges that are faced by a spare parts manager. Pinder and Dutta

(2011) explains how challenging spare parts management can get and how integration

10 sarker and Haque (2000), p.752.

11 Bundschuh and Dezvane (2003), p. 116.
12 candas and Kutanoglu (2007), p. 159.
13 Duchessi et al. (1988), p. 8.

14 Cohen et al. (1997), p. 627-639.
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between parts management and logistics can result in speeding up the time required to
resolve an issue and at the same time in reducing costs associated with inventory and
labour redundancies.?> Baccheti and Saccani (2010) summarizes the major challenges

in each aspect of spare parts management as follows:
Aspect Challenges

Identify relevant criteria. Implement and update multi-
Parts classification criteria classifications for differentiating planning
choices

Specific approaches and methods for demand
] forecasting, considering the different demand patterns
Demand forecasting
(for e.g. regular vs. lumpy) and the stock control
objectives
Multi-echelon inventory management with global
Inventory management ) ) ) .
information and centralized control of the supply chain
Organizational aspects are of utmost importance when
implementing inventory or demand management
models. Intra- and inter-organizational integration
Organizational aspects should be strengthened to adopt a system perspective.
Need to combine qualitative and quantitative
information and to increase communication

surrounding critical issues

Table 2: Spare parts management aspects and corresponding challenges; adapted from Bacchetti and
Saccani (2010)

As it can be observed, breaking down the entire problem into 4 major aspects helped
the authors to dive into detail and carry out empirical analyses on the survey data

collected from ten manufacturing companies based out of Italy.

15 pinder and Dutta (2011), p. 5.
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Cohen et al. (2006) observed how poorly large companies manage service networks
and how little coordination exists between a company’s spare parts warchouses and
its dealers.’® Boone et al. (2008) carried out a comprehensive study with 18 spare
parts managers to understand some of these typical challenges. Their work
highlighted that weakness in the relationship among the supply chain entities (for
example, lack of communication and data exchange), inaccuracy in demand forecasts
followed by complications in inventory management (especially for new products
with spare parts having no past demand data), difficulty to maintain effective levels
of inventory at different stocking points in the supply chain are some of these

challenges.

Farris et al. (2005) argued that although aftermarket support is an important topic in
the field of logistics and supply chain, it is often overlooked.'” Moreover,
technological progress has resulted in better product quality and at the same time
shorter life cycles which reduces the possibility of collecting historical demand data,
demand data being an essential element in many models for inventory control.?® As a
consequence to the variable market demand situation, increased product quality and
importance of efficient resource usage, it becomes the responsibility of a company to
supply its customers with spare parts for products manufactured long ago.*° Clearly, a
company cannot possibly afford to keep all the spare parts for all the products that it

manufactured since its beginning till now.

Studies by Duchessi et al. (1988) also provided insights into challenges in practicing
spare parts management. Companies that use bottom-up approach and hence focus
attention on only those parts that are important according to managerial discretion
and intuition were found to have inconsistent spare parts management performance.

Dependence of spare parts classification on non-quantitative methods and lack of data

16 Cohen et al. (2006), p. 130.

7 Farris et al. (2005), p. 7.

18 Fortuin and Martin (1999), p. 951.
% Yamashina (1989), p.195.

10
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(primarily maintenance-related) were the other major challenges highlighted in the

studies.?°

Traditionally, a comprehensive and holistic view in understanding the spare parts
supply chain has been lacking and focus has been put on local interests/
optimizations.?! Through cross-case analysis of 10 companies in the durable goods
industry, it was found that most of them hold an ‘internal perspective’ to spare parts
management while only a few have a ‘supply chain perspective’.?? The difference
between the two types lies in the fact that a particular department (or company) in a
supply chain takes decisions without considering its influence on the others.
Surprisingly, there is an absence of a comprehensive approach even in companies that
run programmes especially targeted towards improving performance in spare parts

management.?3

The non-differentiated techniques used for tackling product (also called
manufacturing) supply chain problems and spare parts supply chain problems is
another major challenge. Common inventory management techniques stand invalid in
case of spare parts management since the demand process is different and demand
data is scarce.?* Across industries, it is a well-accepted fact that delivering after-sales
services is more complex than manufacturing products.?> Particularly for consumer
products, service parts are highly varied, with differing costs, service requirements
and demand patterns.26 Completely different from finished product inventories and
WIP inventories, that are driven by customer demands and production processes,
spare part inventories are kept to support maintenance activities and to protect in case

of equipment break-down.?” Martin et al. (2010) clearly stated that maintenance

20 pDychessi et al. (1988), p. 9.

21 Martin et al. (2010), p. 226-245.

22 Bacchetti and Saccani (2010), p. 15.
B Duchessi et al. (1988), p. 8.

24 Fortuin and Martin (1999), p. 950.
25 Cohen et al. (2006), p. 129.

26 Boylan and Syntetos (2008), p. 480.
27 Porras and Dekker (2008), p. 101.
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(spare parts) inventories are very different from other types of inventories such as
work in progress or finished products inventories therefore concluding that both of
these research areas are different.2® The need for spare parts is not only based on the
market demand for new products, but also on the already sold products, internal
demand, failure rate of the part (which has a different value when the part is in use as
compared to when a part is stored in inventory), the skill of service engineer etc. This
Is in contrast to product demand which in many cases is directly related to the market
demand. As a result, almost 23% of parts become obsolete every year.?® Sometimes,
managers are willing to utilize specialized techniques but are not able to do so due to

limited amount of resources and budget constraints.

The nature of businesses is changing and this has resulted in a number of entities to
come together to deliver a product to the end customer. It has to be noted here that the
entities might be physically situated within a range of a few hundred meters or might
as well be located thousands of kilometres from each other. These entities interact
and depend on each other to perform actions and take decisions. This means that they
can have diverse interests which increases the overall complexity in the decision
making process for each entity. Hence, a monolithic approach cannot be used to

understand such situations.3°

Another challenge that organisations face is choosing a means to satisfy customer
demand for spare part. As highlighted in the earlier sections, there are four ways in
which a particular demand can be fulfilled — existing stock, supplier or OEM,
traditional production or additive manufacturing. To deliver a part to the customer,
the organisation must strategically plan which method to adopt. And if it is using
more than one method, then when to switch between them. The factors to be
considered while making this decision is the costs associated with each method, their

respective capacities and production or replenishment lead times.

28 Martin et al. (2010), p. 230.
29 Cohen et al. (2006), p. 130.
30 Schneeweiss (2003), p. 1.
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As already mentioned, the service requirement time for spare parts is very small
(within a few hours or days) as the downtime costs associated with a non-functioning
customer machine are extremely high. Non-availability of a critical spare part can
lead to loss of revenues, customer dissatisfaction and in certain cases claims for
refund or even a public safety hazard (for example in military settings and power
plants).3? Complexity further increases when the machine for which the spare part has
to be serviced is no longer in production. Automotive companies, in some cases, offer
a service period of upto 30 years after the production of the primary product ceases.
In these situations, the company should decide whether to place a final order with the
spare parts supplier or look for another supplier or production methods. However, in
the first case, companies face a high risk of over-stocking, high inventory costs,
obsolescence risk and demand estimation for a long time-period while the second
case may be technically infeasible or prohibitively expensive.3? It must be noted that
still, close to 50% of customers face delays in getting their vehicles fixed because the

dealers do not have the right parts to service.?3

One of the consequences of the above stated challenges is that customers who need
specialized parts quickly but unpredictably are underserved and customers needing
standardized parts are overcharged.3* At the same time, large inventories of expensive
parts collect dust, while there are delays and lost capacities due to shortage of

others.3>

Despite the relevance of after-sales service and spare parts management, this area has
been traditionally overlooked in many companies primarily due to the above stated
challenges. At the same time, spare parts research has been mostly focused on

inventory modelling3® while ignoring the relevance of incorporating a comprehensive

31 Driessen et al. (2014), p. 407.
32 Kleber et al. (2012), p. 1477.
33 Cohen et al. (2006), p. 130.
34 Fuller et al. (1993), p. 90.

35 Duchessi et al. (1988), p. 9.
36 Huiskonen (2001), p. 126.
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approach to spare parts planning and control. Unfortunately, the decision-making
process in reality is distributed across several managers and stakeholders with varying
levels of information detail (at different points in time and different levels) and it is
computationally infeasible to solve one single all-encompassing model.3” But still, the

search for a practical and robust solution to spare parts management is on.

37 Driessen et al. (2014), p. 408.
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CHAPTER 3- LITERATURE REVIEW

3.1 Spare parts classification

To start with, it has been recognised that it is important to classify spare parts into
groups or families so that the consequent decisions, especially regarding demand
forecasting and inventory control are assisted. Even though efficient and faster
computing systems now make complex demand and inventory modelling possible,
practitioners still have to choose control parameters, allocate control resources and
make purchasing decisions for different types of items.3® Incorporating different
policies for each spare part is a tedious and complicated task and therefore,
practitioners are interested in grouping parts with similar properties together so that
forecasting and stock-control decisions can be taken on them collectively, making

management of spare parts easier.

Spare parts classification serves different objectives for different decision makers. For
example, while warehouse operators are interested in part weight and volume,
management is more concerned about parts that can generate the most revenue and on
the other hand strategic planners are interested in life cycle stage of products that
need to be supplied with spare parts.3® Hence, it is necessary to decide which relevant
criteria to incorporate while classifying parts so that the resultant groups are

meaningful for the particular entity and its stakeholders in the supply chain.

It is also important to realise that as a first step the spare parts have to be sorted — this
means that the parts that share similar or have same characteristics should be grouped
together into families where each family can eventually be treated in a particular
manner. Hence, for this research work, identifying homogenous group of spare parts
is important to ultimately choosing a stocking strategy for each group. There have
been various attempts, methods and algorithms to carry out parts classification

ranging from ABC analysis to complex clustering techniques.

38 Huiskonen (2001), p.126.
39 Heinecke et al. (2013), p. 455.
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The spare parts classification table (Annexure 1) provides an overview of the existing
literature in the field of spare parts classification. The following observations were

made after analysing the variety of literature in this area:

1. Spare parts classification is a comparatively recent phenomenon.

2. It has only been dealt with as a standalone activity, without any consideration
of future inventory implications. Of the 28 papers researched, only Wang and
Kang (2007) suggest inventory control strategies post classification.

3. Most research in the recent years is concentrated on Analytic Hierarchy
Process (AHP). In fact, post 2002, majority of research papers have used AHP
techniques to classify spare parts

4. While ‘part criticality’ has been used a standalone indicator for classification,
it has also been used as cumulative indicator that factors in various other

indicators like price, downtime costs etc.

Another important observation post analysis of research work in this area is that three
important questions constitute the activity of spare parts classification which are as

follows:

1. Which criteria are used to carry out classification
2. What classification scheme/methodology is used to carry out classification
3. What are the cut-off values for these criteria for every group formed

3.1.1 Criteria for spare parts classification

Unfortunately, the topic of spare parts classification criteria has not received as much
academic attention as that for finished products. Of the 29 articles analysed, 17 utilize
replenishment lead time as a classification criteria, part cost/value is used in 14
articles and annual consumption in 11 articles, demonstrating that these three qualify
as the most sought after ones. Very often, the criteria to adopt either depends upon the

aim of the classification*® or on the local circumstances like the creativity of spare

40 Lolli et al. (2014), p. 63.
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parts managers, their experience and their common sense.** The important details to
be kept in mind while selecting criteria is that they should be mutually independent

and they should have discriminating power and relevance.*?

Bacchetti and Saccani (2012) neatly summarizes the contributions addressing the
selection of classification criteria.*®> While it selects articles specifically focussing on
spare parts, the study also includes articles on slow moving demand products that
have similar behaviour as spare parts. Among the most commonly used criteria are
part cost and part criticality, demand volume or value, supply characteristics
(replenishment lead time, supplier availability, risk of non-supply) and demand
variability. Comparatively fewer studies concern with part life cycle, specificity and

reliability while filtering parts criteria.

Fuller et al. (1993) proposes a ‘menu’ of potential variables that can be used to
segment products or spare parts that include unit value, sales volume, degree of order
coordination, degree of service involvement of the field technician, order response
time, order quantity, handling and storage characteristics and substitutability. Before
beginning with the classification of parts, the paper suggests segmenting customers
and establishing appropriate service levels for different customer groups. The
logistical stages of analysis built using customer segmentation is termed as

‘Logistically Distinct Business methods’ or LDB methods.*

Duchessi et al. (1988) develops a two-principal criteria for classifying spare parts -
inventory cost, which includes cycle stock and safety stock, and parts criticality. The
three important constituents of parts criticality are: downtime cost, lead time and
reliability.*> Even though mathematical formulations for calculating both the criteria

have been provided and it is suggested that before clustering, “logical” categories

4 Fortuin and Martin (1999), p. 957.
42 partovi and Burton (1993), p. 32.
43 Bacchetti and Saccani (2012).

4 Fuller et al. (1993), p.93.

45 Duchessi et al. (1988), p. 9.
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should be formed to bring down the total number of parts processed, the paper does
not suggest any technique to allot cut-off values in the cost-criticality matrix created.

Even though, in general, several criteria have been proposed, very limited attention
has been given to identify in which context a particular criteria is preferable to the
others.*® However, a few studies tried to connect classification criteria to assist
forecasting and stock control. Williams (1984) can be attributed as the first paper that

proposed a method to categorize demand patterns.

Lumpiness

v

v
iL

0.5

0.7 Intermittence

2.8

Figure 2: Williams' categorization scheme based on
demand pattern; adapted from Syntetos et al. (2005)

Williams” idea of ‘variance partition’ requires the splitting of variance of demand
during lead time for spare parts into its constituents - L being the mean lead time

duration and CV?2(x) corresponding to the squared coefficient of variation of demand
size for part x. The A is the mean Poisson demand arrival rate. The term le denotes
the duration (in multiples of lead time) between successive demands and therefore
provides an indication about the intermittency of the demand. The term CA—V; on the

other hand indicates how lumpy the demand is. The cut-off values of 0.5, 0.7 and 2.8

46 Bacchetti and Saccani (2012), p. 723.
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have been suggested for practical situations. This exercise divides parts into 5
categories, as illustrated in Figure 2; A — smooth, B — slow moving, C and D1 —
lumpy and D2 — very lumpy. The methodology used by Williams will be discussed in

detail in the next section.

Eaves (2002) criticized Williams’ scheme stating that it does not describe the demand
structure adequately and hence suggested a revised scheme based on variability of the

transactions’ rate, demand size variability and lead time variability. The transaction

Demand size variability

»

0.10

0.74
Transaction B D1
variability

0.53 Lead-time variability

D2

Figure 3: Eaves' classification scheme; adapted from Syntetos et al. (2005)

variability is divided into slow-moving (B) and fast moving (A) categories. The fast
moving parts are further categorized based on their demand size variability into
smooth (A) and irregular (C), which implies that category A constitutes of parts that
are smooth, regular parts. The slow moving, irregular category is further divided
based on lead-time variability into erratic (D1) and highly erratic (D2). The cut-off
values were decided based on the characteristics of the considered demand data set

and adequate sub-sample size considerations.*’

Syntetos et al. (2005) on the other hand used a different technique. Instead of using
characteristics for classifying spare parts so as to take demand forecasting and

inventory decisions, the paper uses demand forecasting-based parts classification.

47 Syntetos et al. (2005), p. 496.
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They assumed a constant lead time and compared simulation results for three
different forecasting methods (Croston’s method, Syntetos & Boylan’s method and
EWMA) to group parts with the same method that provides the best results. The only
drawback of this paper is that their method has only been used for parts with
intermittent demand nature. Also, Heinecke et al. (2013) verified the claim by
Kostenko and Hyndman (2006) that an alternative scheme to classify regions of
superior forecasting performance between CRO and SBA performs better than that
suggested by Syntetos et al. (2005). Still, Syntetos et al. (2005) will remain one of the
pioneer works in classifying parts with forecasting and stock control as the aim.

Huiskonen (2001) goes a step further and classifies parts based on criticality,
specificity, demand pattern and value to discuss their effects on different logistics
elements like network structure, material positioning etc. Although qualitative in
nature, the rules suggested in the study provided considerable base for further
research. An overview of his method is illustrated in Figure 4. Wang and Kang
(2007) followed suit and defined part criticality based on part value, failure rate and
repair turnaround time and eventually suggested stock control strategies. Persson and
Saccani (2009) suggest warehousing strategies for parts categorized based on supplier

characteristics.

Criticality
Low High
Standard parts Value Low e Order processing simplified o User’s decentralized safety stocks and generous
e.g. by automated orders or replenishment lot-sizes

e Outsourcing of inventory
control to a supplier

High e Stock pushed back to the o Optimized user’s safety stock (with high
supplier and smooth demand)
o Time-guaranteed supplies from established service
company (for lower and irregular demand)
o Several users’ co-operative stock pools (for very
low demand)

User-specific parts e User’s own safety stock + partnership with local supplier to shorten leadtimes, to
increase dependability and get priorities in emergency situations.
e In the long run, standardization of parts when possible.

Figure 4: Huiskonen's categorization of control situations and respective suggested strategies.
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Out of the 29 papers in review, 13 define part criticality as a cumulative indicator —
one that factors in various indicators to result in a single consolidated indicator. The
definition of part criticality varies from article to article and is based on the case,
empirical data and industry analysed. Some very interesting factors used to define
part criticality were observed. For example, Lolli et al. (2014) included assembly
stage along with consequence of failure to define criticality. The paper explains that
since different parts are used in different assembly stages, a stock-out of one part may
lead to more serious consequences as compared to another.*® Another example is
Shangguan (2013) that defines part criticality based on lead time, consequence of
failure and safety and inventory considerations. Safety considerations include the
environmental or operational dangers that can be caused by the stock-out of a part
while inventory considerations considers factors like obsolescence issues, weight and

dimensions of part and inventory handling costs.

Gajpal et al. (1994) is one of the first research works in the area of AHP in spare parts
classification following Partovi and Burton (1993) (where AHP was used for ABC
analysis of parts SKUs). The paper uses status of availability of production facility,
specificity of part and replenishment lead time as factors to define part criticality and
suggests that service levels can be specified based on the criticality evaluation.
Similar works followed in the next years where part criticality was defined based on
different factors — Flores and Whybark (1987) utilize stock-out penalty,
substitutability, replenishment lead time and even political consequences among
others; Winter (1990) uses replenishment lead time and part value; Celebi et al.
(2008) uses part stock out penalty, degree of substitutability and commonality;
Teunter et al. (2010) considers only the stock-out penalty; Schuh and Wienholdt
(2011) only considers consequence of failure; Van Haperen (2013) considers
commonality, substitutability and replenishment lead time; Stoll et al. (2015) utilizes

multi-level hierarchy and defines part criticality as maintenance criticality (failure

8 Lolli et al. (2014), p. 75.
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frequency, installation time, lead time) and production criticality (machine priority,

equipment availability and shift plan).

Braglia et al. (2004) also uses decision trees and AHP to consolidate 17 attributes into
4 factors — plant criticality, supply characteristics, inventory problems and usage
rates. The study links the different classes of spare parts with possible inventory
policies to identify the best control strategy.*® More details on AHP will be illustrated

in the next section.

Various classification criteria have been suggested in literature, mostly depending
upon the data that is either derived from the industry or from a specific case. Even
though researchers have tried to specify rules of thumb for certain cases, but still in-
depth research is required. Connecting these rules to eventually assist forecasting and

stock-control decision is also a research field that needs to be explored.

3.1.2 Methodology for spare parts classification

Classification methodology, also known as classification technique or scheme, is the
procedure through which parts are classified once the criteria have been finalized.
Qualitative research on parts classification has been long performed, for example six-
factor classification by Fuller et al. (1993) for normal parts, but the most widely used
methodology for finished good SKUs and spare parts classification is ABC-
classification based on Pareto principle. Its simplicity and ease of use is especially
suitable for set of parts having similar characteristics. The earliest recorded works in
this field can be traced back to Dickie (1951) who proposed the ABC inventory
classification using a single criterion — annual usage value to classify inventory. This
work was carried forward by Gelders and Van Looy (2015) who implemented the
study in a large petrochemical plant and suggested different models for slow and fast

49 Braglia et al. (2004), p. 55.
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moving items. In fact, it was observed that the most common approach to classify

parts is ABC analysis using demand volume.>°

However, several studies confirmed the drawbacks of using a single criterion>t.
Huiskonen (2001) argued that the one-dimensional ABC classification does not
discriminate all the control requirements of different types of items. Bacchetti and
Saccani (2010) carried out a case-study based analysis on 10 durable goods
companies and found out that only 3 out of them followed a multi-criteria
classification approach towards spare parts classification. Up to 9 different spare parts
classes were identified with the most common criteria of classification being demand
volume, value of part and part criticality. In contrast, most of the organisations either
had no model for classification or considered only simple mono-criterion approach.
With the increase in the variety and complexity of parts arises the need to have multi-
dimensional classification techniques and therefore, research of multi-criteria ABC
analysis gained pace. Flores and Whybark’s (1987) approach for classifying various
cost and non-cost criteria for manufacturing and service organisations is one of the
examples. Celebi et al. (2008), Diallo et al. (2009), Teunter et al. (2010) also
developed classification approaches that used multi-criteria ABC analysis. Multi-
Criteria Inventory Classification or MCIC is still considered as the most desired and
accepted method because of its ease of use and provision to consider multiple factors
to classify parts.

Qualitative-empirical approaches have also been utilized to classify parts. Huiskonen
(2001) analysed how standard and user-specific parts with varying criticalities and
values influence the network structure decisions (Figure 4). Winter (1990) also used
multiple-criteria and hierarchical coupled planning procedures, for example MIT
approach by Bitran and Hax (1977), to define criticality of parts and to classify them
into product groups. Similarly, Van Haperen (2013) and Bacchetti (2010) employed

multiple criteria that were deemed important in the respective case studies and

50 Bacchetti and Saccani (2012), p. 723.
51 Guvenir and Erel (1998), p. 30.
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subsequently suggested strategies for the groups formed. Similar empirical analyses
were performed in many other researches, but mostly in the form of matrix analysis
using quantitative data. Williams (1984) started this trend (Figure 2) and was
followed by a two-dimensional classification scheme using inventory costs and part
criticality by Duchessi et al. (1988).

Criticality

Inventory
cost B

High cost, High criticality

Low cost, Low criticality

Figure 5: Cost-criticality matrix for classifying spare
parts; adapted from Duchessi et al. (1988).

Similar research work followed — Schuh and Wienholdt (2011) categorized spare
parts based on part criticality and wear behaviour for the wind energy industry
(Figure 6); Shangguan (2013) also categorized parts for offshore equipments in
Bohai bay area using part criticality, frequency of demand and annual usage; Geertjes
(2014) analysed a typical spare parts supply chain and proposed to classify parts on

the basis of demand frequency and price.
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Figure 6: Spare parts categorization by Schuh and
Wienholdt (2011).

A variety of other techniques that use multiple criteria to classify parts have been
developed, the most well-known one being Analytical Hierarchy Processing, also
known as AHP. It is a decision-making tool developed by Saaty (1990) for dealing
with complex, unstructured and multi-attribute decisions. This method assigns
weights or relative priorities to the different criteria and their alternatives that

characterize a decision. There are three steps in using AHP>2:

1. Description of a complex decision problem in the form of a hierarchy.

2. Pair-wise comparison to determine the relative importance or weight of the
various elements in each level of the hierarchy.

3. Integration of these weights to determine the overall evaluation of the decision

alternatives.

The decision model structures the problem into a multi-level hierarchy with the
overall objective at the top followed by the criteria that characterizes the objective on

the second level and the decision alternatives at the bottommost level.>® The criteria

52 partovi and Burton (1993), p.30.
53 Gajpal et al. (1994), p. 294.

25



Literature review

can be subjective or objective and can be divided into sub-criteria for better
explanation of the objective.>* AHP evaluates the pairwise criteria with regard to the

goal and the alternatives with regards to the criteria.>®

Objective

Alternative 2 Alternative m

Alternative 1

Figure 7: Hierarchy structure for VED analysis - AHP Model; adapted from Gajpal et al. (1994).

The trend of utilizing AHP for spare parts classification started from Partovi and
Burton (1993). This study defines qualitative and quantitative criteria to classify
SKUs and tests this model in a large pharmaceutical company. Other works utilizing
AHP for spare parts classification include Gajpal et al. (1994), Sharaf and Helmy
(2001), Braglia et al. (2004) and Celebi et al. (2008) among others.

Development of new AHP techniques followed, including AHP Sort and AHP-K
which use robust clustering algorithms. The latest in this line is the AHP-K-Veto
technique that adjusts for the hidden poor scores for items by introducing a veto
system. Lolli et al. (2014) also proposes a ‘Clustering Validity Index’ for
benchmarking this technique against other previously known inventory classification
techniques. Ernst and Cohen (1990) developed a comprehensive methodology using
statistical clustering to classify parts. The major advantage of this technique is the
utilization of a large range of attributes that can be chosen on managerial discretion.>®
The drawbacks, as highlighted by Partovi and Burton (1993) among other papers, are

the complexity and impracticability of the model and the problem of carrying out re-

54 Partovi and Burton (1993), p.30.
55 Lolli et al. (2014), p. 68.
%6 Ernst and Cohen (1990), p. 574-598.
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clustering with the inclusion of a new part in the assortment which may result in
some parts being allotted to a totally different cluster.>” AHP has been integrated and
extended with many other techniques like Data Envelopment Analysis (DEA),
Anrtificial Intelligence (Al) and Genetic Algorithm (GA) but unfortunately, all these
models present disadvantages with respect to the complexity of application.>® Hence,
striking a balance between the utility of classification to create parts families and the
ease of carrying out this activity becomes important. Also, it is often argued that
limited attention has been paid to identifying the cases where the importance of one

criterion is higher than the other.>®

3.1.3 Cut-off values

Also known as threshold values, these are defined for each criterion (or a group of
criteria) depending upon the classification methodology used so as to consolidate
parts into families. Research suggests that in several studies, the cut-off values are
arbitrarily chosen such that they make sense for the particular empirical case.®® The
setting is extremely subjective in nature and depends upon the available knowledge
about the criteria and the parts portfolio. Researchers argue that cut-off values should
be well-assessed and carefully chosen since the solution sensitivity to the threshold

values is high.®!

57 Partovi and Burton (1993), p.29.

58 Axsaeter and Marklund (2010), p. 5, Lolli et al. (2014), p. 67.
59 Bacchetti et al. (2013), p. 264.

60 Syntetos et al. (2005), p. 496.

61 Van Haperen (2013), p. 4.
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Figure 8: Classification according to Syntetos et al.
(2005); adapted from Heinecke et al. (2013).

A classic example of the most widely-used set of cut-off values used in spare parts
classification was proposed by Syntetos et al. (2005) (Figure 8). Bacchetti (2010)
clearly states that the cut-off values for each criterion in their classification method
was decided after consultation with the company’s management.®? Although
Bacchetti’s work followed Syntetos et al. (2005) to define the cut-off for ADI, it has
been mentioned that Boylan et al. (2007) demonstrated through experimentation that
the insensitivity of the ADI cut-off in the range of 1.18 — 1.86. Several other papers
like Partovi and Burton (1993), Ghobbar and Friend (2002) and Molenaers et al.
(2012) expressed the need to use extensive discussions with expert teams to finalize

upon cut-off values.

3.2 Spare parts demand and forecasting

Spare parts observe irregular and unpredictable demand due to the random nature of
occurrence of failure in the machine(s) where they might be required. This results in
added complications to the process of forecasting their demand to better plan their
inventories and more importantly, to reach the goal of 100% machine uptime. Spare

parts demand pattern can be classified into four categories.

62 Bacchetti (2010), p. 99.
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Smooth: A demand pattern is termed as smooth if the demand sizes in different time
periods are relatively similar and demand occurs regularly. Most products have
smooth demand, although they might experience seasonal trends. Such demands can

be easily forecasted and unfortunately, few spare parts fall under this category.

Erratic: Silver (1970) defines an erratic demand as one having relatively small
demand transactions with occasional very large transactions. Such a demand pattern
Is characterized by demand instances in almost every time period but with very high
variation in demand sizes. Many fast-moving spare parts constitute this category.

Intermittent: According to Silver, Pyke and Peterson (1998), a demand pattern is
termed as intermittent if it is infrequent such that the “average time between
consecutive transactions is considerably larger than the unit time period, the latter
being the interval of forecasting updating”. Here, many time periods go without
observing any demand instance whereas the demands that do occur are of almost the

same size and volume.

Lumpy: When a demand pattern demonstrates both erratic and intermittent
behaviour, it is termed as lumpy. Often spare parts observe lumpy demand which
implies that they have high variability in the time interval in which they might be
needed and have high variability in the amounts in which they might be required.
Lumpiness is a result of several factors like the number and variety of customers,
their order frequency, heterogeneity of customer requests and correlation between

customer behaviour.%3

83 Bartezzaghi et al. (1999), p. 499.
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Smooth Demand Pattern Erratic Demand Pattern
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Figure 9: A depiction of four kinds of demand patterns for spare parts

Bartezzaghi et al. (1999) identifies the factors that contribute to the unpredictability in
demand patterns:

Numerousness of potential customers in the market
Heterogeneity of customers
Frequency of customer requests

Variety of customer requests

o B~ w D

Correlation between customer requests

Subsequently, Boylan and Syntetos (2008) explained how each factor plays a role in
rendering the demand pattern lumpy. The chart can also serve as a guiding tool for
root-cause analysis for unpredictable nature of a spare part demand. Spare parts
manager can then act accordingly. For example, to reduce the erratic nature of a spare
part type, it can be suggested that homogenous customers with low demand volumes
be consolidated into one so that variability in the demand sizes can be lowered. Such

tools help managers take decisions in an accurate and faster manner.
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Numerousness of customers
Intermittence — |

Frequency of individual orders

Correlation between customers’ requests — 1 Lumpiness
Heterogeneity of customers
:’—o Erraticness —|
Variety of customers’ requests

Figure 10: Categorization based on sources of demand characteristics;
adapted from Boylan and Syntetos (2008)

It has been explained how complicated the spare parts demand pattern can be, ranging
from the variety in not only the demand sizes but also in the frequency of demand
instances. Since the decision on inventory policies for spare parts is directly
influenced by the current step of demand forecasting, therefore the process of spare
parts demand forecasting is a crucial one. Strasheim (1992) summarizes the existing

techniques for forecasting spare parts demand as follows:

1. Simple averaging methods including moving average, weighted average and
double moving average methods.

2. Exponential smoothing methods termed as the most widely used technique;
include single exponential smoothing that allots exponentially decreasing
weights to data points. Other variations are:

a. Double Exponential smoothing: Brown’s one parameter method is widely
used as well while Holt’s two parameter method, that uses a separate
constant value to smooth the trend, is another variation in this category.
Winter’s three parameter method takes into consideration trend and
seasonality.

b. Chow’s adaptive smoothing which can be used for non-static time series.
Other variations include Brown’s one parameter adaptive smoothing and

Harrison’s harmonic smoothing.
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3. Regression methods that can range from simple linear regression to multiple
and logistic regression.

4. Decomposition method wherein time series consists of four components -
trend, seasonal, cyclical and random.

5. Box-Jenkins Method, also known as ARIMA time series method, is one of the
most data-intensive techniques to forecast lumpy demand.

6. Focus Forecasting, a technique by Bernard Smith, involves evaluation of all
forecasting methods for the immediate part period and selecting the best one

for the next period.

Several metrics to evaluate the various techniques available have also been suggested
by Strasheim which include Theil’s U value, Durban-Watson value and Forecasting
Index. It was eventually inferred that Brown’s one parameter method gave the best

results, especially for fast moving items.

Single Exponential Smoothing (SES) is the most simplistic and widely used
technique to forecast demand, but unfortunately, it works without any special
consideration to intermittent (or lumpy) demand patterns. Croston proved that SES
method is biased in cases of intermittent demand and proposed a new methodology,
now known as the Croston’s method®* commonly referred to as CRO, which is also
the most relied upon and extensively used method in the industry and in software
packages like Forecast Pro, SAP Advanced Planning & Optimisation — APO 4.0. It
uses two separate estimates for the size of demand and frequency of demand. Though
it was later proved that CRO is positively biased.®> At the same time, Willemain et al.
(1994) found distributions and correlations in data from the real-world that defied
Croston’s assumptions. Thereafter, Syntetos-Boylan Approximation (SBA) method
was introduced which adjusted the positive bias in CRO. Research reveals that using

SBA method results in significant reductions in the stock levels while achieving the

64 Croston (1972).
85 Syntetos and Boylan (2001).
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specified service level targets.®® Later on, areas where SBA or CRO perform better in
the Intermittence-Lumpiness Matrix were established (Figure 8).7 As depicted in the
figure, intermittence is captured by squared coefficient of variation of demand sizes

(CV?) and lumpiness by the average inter-demand interval (p).

Hierarchical Forecasting is another technique that has rendered useful models to
predict spare parts demand® and has found application in the Navy®.The hierarchical
structure can be in multiple levels and analysis can be carried out top-down, bottom-
up or combinational. Hierarchical Forecasting has been found to be relevant
especially in cases of long forecasting horizon’®, high degree of substitutability’* of a
part and seasonality trends. Significant work has also been carried out in developing
Forecasting Support Systems (FSS) that take care of the intermittent, erratic demand
patterns of spare parts. The FSS divides the entire procedure of forecasting into 3
major sections: pre-processing, processing and post-processing wherein special
importance has been given to judgemental adjustments.”> The paper also explains the

relevance of Bootstrapping method.”

Boylan and Syntetos (2008) broadly divide spare parts forecasting into two

categories:

1. Dependent on explanatory variables, also known as causal methods;

2. Dependent only on the history of demand, also defined as time-series method.

The paper also suggests that the choice of a forecasting approach depends upon data
availability, like demand history which is determined by the life-cycle stage of the
service part (Figure 11).

%6 Eaves and Kingsman (2004).

67 Syntetos and Boylan (2005).

%8 Fliedner (2001), Zotteri et al. (2005).
59 Moon et al. (2013).

70 Shlifer and Wolff (1979).

1 Widiarta et al. (2008a).

72 Boylan and Syntetos (2008).

73 Willemain et al. (2004).
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Figure 11: Forecasting approach to life-cycle stage of a spare part as
suggested by Boylan and Syntetos (2008)

Forecasting methods can also be allotted based on demand characteristics. Fast-
moving parts are usually forecasted using the time-series methods wherein for parts
with non-intermittent demand pattern, exponential smoothing methods are used.
Ghodrati (2011) suggests various models that exist for spare parts forecasting,
ranging from the most prevalent Poisson process model to the normal distribution
model and constant interval model, each accompanied by the criteria and conditions
for use. The paper also clearly states that the use of any of the models depends upon
the conditions of an individual case and it is extremely difficult to derive rules-of-
thumb for spare parts demand forecasting. Although, all the methods utilize the basic
concept of ‘failure rate’ of spare parts. Ghobbar and Friend (2002) compare 13
different forecasting methods for management of spare parts in the aviation industry.
Diallo et al. (2009) suggest a spare parts forecasting method selection guide based on

the demand characteristic.
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Demand Suggested forecasting models
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Figure 12: Spares parts forecasting techniques selection guide as proposed by Diallo et al. (2009)

A number of other methods for demand forecasting that utilize the knowledge
developed and experience gained by people over time like Delphi technique,
structured analogies, expert systems etc. are very prevalent in practice. Unfortunately,
since these methods are usually based on intuition and are not backed by data, they
are difficult to completely reply upon, especially when complex parts portfolios have
to be worked with or when stakes are very high, sometimes ranging in millions of

Euros.

3.3 Spare parts inventory management models

The main aim of any inventory management system is to achieve targeted service
levels with minimum inventory holding and administrative costs. A large amount of
research has been done on developing inventory models in various settings. The EOQ
model is the most well-known amongst all. Here, the minimization of total costs is

targeted to determine the optimal replenishment order quantity Q..

2AD

Qopt Or EOQ = 7

where,

A = fixed cost component
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D = demand rate of the item
v = unit variable cost of item
r = carrying cost of item

The drawback of this model is the large number of assumptions that are required to be
fulfilled, like a constant deterministic demand rate, no backordering, zero lead time,
etc.”* When demand is uncertain, backorders increase and then arises the need to
introduce a buffer or safety stock to provide a cushion against stockout. This, along
with service level measures has resulted in the following inventory review policies,

generally categorized into two areas:

a. Continuous review systems — Within a continuous review system, the status of
the stock is typically known, hence, stock levels are continuously monitored.
b. Periodic review systems — In such systems, stock status is determined after

every T units of time.

Although more expensive to implement, the major advantage that continuous review
system has over periodic review system is that it guarantees the same service level
but with lesser safety stock. The various models within each of these two categories
are explained below. It must be clarified that while on-hand inventory denotes the
actual units of stock in the warehouse, inventory position, on the other hand, is on-
hand inventory plus the pipeline inventory (ordered items that have still not arrived)
minus the backorders. The term inventory level and on-hand inventory are used

interchangeably. The three major policies within the continuous review system are:

1. Order-Point, Order-Quantity (s,Q) model

The (s,Q) policy works as follows: whenever the inventory position drops to or

below the pre-defined reorder level s, a replenishment order with constant lot size

74 Silver et al. (1998), p. 150.
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of Q units is triggered which arrives after a lead time L.”®> Since it is a continuous
review policy, inventory level is monitored at all times. This model works very
well in cases of low demand variability, but in the cases of spare parts, where
demand variability is usually high, the applicability of (s,Q) needs to be verified.

2. (s,S) model

In this case, inventory is continuously reviewed to check if the position has
dropped below the pre-defined reorder level s. In that case, a replenishment order
will be placed such that the inventory position reaches a pre-defined value of S
after lead time L.7® (5,S) model is relatively difficult to apply in real-life situations
since each time, the replenishment order is of a different size and convincing a
supplier to agree on it might prove to be a daunting task. Anyhow, in the case of
spare parts, this model can turn out to be more robust than (s,Q) since the
constraint of definite lot-size does not exist here and hence, large variabilities in

demand sizes can be absorbed by varying the replenishment quantity.
3. (S-1, S) model

In this case, an order-upto level S is pre-defined and the attempt is to bring the
inventory position to S. Hence, whenever a demand occurs, say even if for 1 unit
and the inventory position drops down to S-1, a replenishment order of the
quantity that brings the inventory position back to S is triggered. Therefore, it can
also be said that (S-1,S) is a special case of (s,S) model wherein s has been set to
S-1. This model is often used in cases of slow-moving products or products with
very high backorder costs. Hence, it has been termed by researchers as probably

the most appropriate model for handling spare parts.

In the case of periodic review systems, inventory level is monitored after every pre-

defined time period T. Hence, it requires lesser effort on the part of the inventory

7> Agrawal and Sheshadri (2000), Melchiors et al. (2000).
76 Zheng and Federgruen (1991).
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manager to implement such a system, even though overall it might prove to be more
costly as compared to continuous review systems (due to stockouts, emergency

shipments etc.). There are two major periodic review systems:
1. (T,Q) model

Here, inventory is monitored after every T time periods and irrespective to the
inventory position, replenishment order of quantity Q units is placed every time.
This system is usually observed when companies order from the same supplier for
a long period of time. Again, similar to the (s,Q) model, it has a major

disadvantage in cases where demand variability is high.
2. (T,S) model

In this review system, after every T units of time, a replenishment order is placed
such that the inventory position reaches the pre-defined value of S.”” Therefore,

the size of the replenishment order varies every time.

Another model that combines the concepts of periodic and continuous review systems
has been introduced. In the (T,s,S) review model, inventory is monitored after every T
time periods. If the inventory position is below the pre-defined reorder point s, a
replenishment order is placed that brings it back to level S. In case the inventory
position is above s, no action is taken and after T time periods, inventory is reviewed

again.

This purpose of such a replenishment control system is to answer the following three

major issues:’®

1. How often should the inventory status be determined.
2. When should a replenishment order be placed.

3. How large must this order be.

77 Chen and Krass (2001), Silver et al. (1998).
78 Silver et al. (1998), p. 235.
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Spare parts inventory management is often considered as a special case of general
inventory management with some special features like lumpy demand patterns and
high service levels.” Because of the typical nature of spare parts, traditional models
like EOQ and MRP systems cannot be utilized since these models run with the
assumption of constant demand or normal distribution and MRP works with fixed lot
sizes.®9 Another disadvantage is that traditional inventory control theories deal
primarily with consumable items, that is, once having satisfied the demand, the
inventoried items leave the system forever.8! On the other hand, spare parts are often
repairable in nature and may be returned to a repair centre and afterwards brought
back to the supply chain. Kennedy et al. (2002) provide an interesting overview of the
recent literature in spare parts inventory management but the proposed models are
mostly either traditional inventory management models or their extensions.
Therefore, unfortunately, until very recently, the inventory management practice of

spare parts has mostly relied on very basic theories.8?

Repairable spare parts inventory research was started in 1968 by the RAND
Corporation for the United States Air Force (USAF) with the introduction of
METRIC (Multi-Echelon Technique for Recoverable Item Control).®83 This model
considers compound Poisson item demand with mean value determined by a
Bayesian approach within a base-depot supply system which tries to optimize the
Expected Backorders (EBOs) at the base subjected to cost constraints. MOD-
METRIC? and VARI-METRIC® techniques evolved from his work. A variety of
research followed, ranging from Markovian approach to limited repair capacity
approach, multiple stocking centres etc. Tao and Wen (2009) provide a neat summary

7% Huiskonen (2001), p. 126.

80 Smith and Babai (2011), p. 129.
81 Matta (1985), p.395.

82 Cohen et al. (1997), p. 627-639.
8 Sherbrooke (1968).

84 Muckstadt (1973).

8 Sherbrooke (1986).
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of the related works and propose a simulation model for a closed-loop multi-echelon

repairable inventory system.

One of the earliest works in multi-echelon inventory management for spare parts is
Muckstadt and Thomas (1980). Reasonable amounts of work was carried out by
Silver et al. (1998) and Muckstadt (1973). Hopp et al. (1999) propose a simplified
heuristic to calculated the inventory control policies for a two-echelon spare parts
distribution system. Thonemann et al. (2002) present a system approach to control
spare parts inventory instead of the usual item approach. Howard et al. (2010)
consider a two-echelon inventory system consisting of a central warehouse and
multiple local warehouses and demonstrate the effect of utilization of pipeline
information. The information on outstanding orders is used to determine whether an
emergency shipment should be requested or not. Kleber et al. (2012) suggest buy-
back strategies for broken products from the customers to improve control demand
for spare parts and supply for recoverable items. Arts et al. (2014) formulate a
decision tool for find out the best expediting policy and turn-around stock of
repairable parts with uncertain demand. Behfard et al. (2015) introduce the Last Time
Buy (LTB) concept for parts required to service out-of-production machines during
the promised service period and develop a heuristic method to determine the LTB
quantity. Basten and Arts (2017) determine the ‘fleet readiness’ of trains assuming
continuous review and base-stock control and develop a greedy algorithm for joint

optimization of spare parts inventories and fleet size.

Within multi-echelon parts inventory management, research has also been done to
suggest inventory policies by minimizing costs. Candas and Kutanoglu (2007)
suggest an integrated approach to logistics network design and inventory decisions.
Their model achieved the same service level at lower costs as compared to the
sequential, decoupled approach. Porras and Dekker (2008) carry out an empirical
study on various inventory models using actual data to determine the approach with
minimum holding costs. Tiemessen and van Houtum (2010) consider a system with

one repair shop and one stockpoint and determine scheduling policy and initial stock
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levels for parts with the objective of minimizing holding and backorder costs. Aisyati
et al. (2013) use continuous review model to find out the optimal policy for aircraft

spare parts.

A very interesting article by Digiesi, Mossa and Rubino (2014) argues that the main
goal of spare parts logistic is to design an efficient distribution network and to
manage the stock level that ensures a given target service level®®. This cannot be
achieved sustainably unless environmental factors of new parts production and old
parts disposal are incorporated into the overall calculation of optimal inventory
levels. The authors went on to expand the Sustainable Order Quantity (SOQ) model
in place of the traditionally used EOQ model and tested it with industrial field results.
Cohen et al. (1997) carried out a study for benchmarking the after-sales logistic
system and reported interesting trends and best practices in this field. This was
followed by another benchmarking study, Pfohl and Ester (1999), that analysed the
German mechanical industry and created a quality matrix that can be used by

companies to evaluate their status quo and recognise areas of improvement.

An extremely interesting concept has been introduced recently named Performance
Based Logistics (PBL)2” where the customer does not pay for the spare parts but for
the number of hours the customer obtains power from the engine.®® The customer
communicates his specific requirements to the supplier, but not the means of
achieving it. The supplier on the other hand gets more flexibility. The key goal of

PBL is Performance.

It can be clearly deduced that inventory management for spare parts has been carried
out with a variety of objectives and under various sets of conditions, even though
research in this area is relatively new. There have been some works that concentrate
on suggesting appropriate inventory policies under certain conditions that can serve

as guideline for spare parts managers. Literature suggests that even though class B

8 Digiesi et al. (2014), p. 186.
87 Mirzahosseinian and Piplani (2011)
8 Ng et al. (2009)
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inventory items like screws, springs, coils, disks, valves, bearings, bushings etc.
require less frequent attention, it is recommended to use continuous review systems
with (s,S) inventory policy.® Also, fast moving items are generally dispersed closer
to the customer, hence it has been suggested to store them in the local warehouses.*°
At the same time, for spare parts inventory control, Compound Poisson models®! have
traditionally proven to be effective, especially for larger transactions. Otherwise, the
(S-1, S) and (s,S) models®? with Poisson distribution have been used as a norm. Use of
modified EOQ model for fast moving parts with a risk of unexpected obsolescence
has been suggested in literature as well.*® The feasibility of such suggestions existing

in literature shall be tested using the proposed simulation optimization model.

3.4 Classification for effective inventory management

The previous sections gave an overview on the various research work within spare
parts classification, demand and its forecasting and state-of-the-art inventory
management methods. All these three research topics have usually been dealt with in
a standalone manner resulting in a dearth of research in fields that look into, say for
example, spare parts classification to determine forecasting techniques. An important
work in this area was done by Heinecke et al. (2013) which highlighted regions of
superior performance between two major intermittent-demand estimation techniques:

Croston’s method and Syntetos-Boylan Approximation (SBA) method.

Intensive literature review further revealed that classifying spare parts with inventory
management in perspective is a concept that has not been thoroughly researched
upon. On broadening the scope, it was found that the earliest efforts in this direction,
but for SKUs and not spare parts, were made by Williams (1984) who focused on a
public utility in United Kingdom (UK) and developed a classification methodology
for identifying the most appropriate forecasting and inventory control methods for the

8 Sarker and Haque (2000), p.752.

% Cohen et al. (1997), p. 631.

91 Schultz (1987).

9 Feeney and Sherbrooke (1966).

% Cobbaert and Van Oudheusden (1996).

42



Literature review

resulting groups. Eaves and Kingsman (2004) modified Williams’ method and
applied it in the Royal Air Force, UK. Although, later on their arbitrary assignment of
cut-off values differentiating different spare parts groups faced several challenges

from other researchers.

The case-based research by Bacchetti and Saccani (2010) illustrated that only 2 out of
the 10 companies adopted an integrated approach to demand forecasting a inventory
management.®* Not surprisingly, both these companies were operating in the
automotive industry which highlights the fact that this industry is more advanced than
others in terms of understanding and applying “supply chain perspective” to spare
parts management. Optimization of multi-echelon inventory systems® was also
introduced in theory. But the concepts of forecasting and inventory control of spare
parts were still alien to each other. tried bridging this gap. The limited amount of
research that considers spare parts classification for effective inventory management
includes Strijbosch et al. (2000) and Wang and Kang (2007). The papers states that
spare parts inventory management till now has been mostly looked at from the
economics point of view.°® The authors suggest AHP method using 3 criteria —
MTBF, repair TAT and price of spares to classify spare parts into Vital, Essential and

Desirable groups and go on to suggest the following:

Type of spares Storage policy

Vital (s, S) system
Continuous review

Essential (s, Q) system
Continuous review

Desirable (R, s, S) system
Periodic review

Figure 13: Storage policy based on spare type (Wang and
Kang, 2007)

% Bacchetti and Saccani (2010), p. 16.
% Van der Heijden et al. (1997).
% Wang and Kang (2007), p. 2037.
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Botter and Fortuin classify the entire spare parts portfolio based on price, response
time and usage and suggest stocking strategies for each of the group formed. For
example, in Figure 14, they suggest stocking parts in large quantities in local
warehouses for Group 1 whereas for Group 8, they suggest centralized stocking due

to their long response time.%’
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Figure 14: Framework suggested by Botter and Fortuin
(2000)

Braglia et al. (2004) develop an inventory management policy matrix. They classify
spare parts into four groups using 17 different attributes and provide a qualitative

suggestion for each of the group.

Spare part classification
Inventory policy A B C D
No stock X X
Single item inventory X X
Just-in-time policy X X
Multi item inventory X

Figure 15: Inventory management policy matrix; adapted
from Braglia et al. (2004)

97 Botter and Fortuin (2000), p. 665-666.
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Persson and Saccani (2009) present a case-based simulation research to allocate spare
parts inventory. The paper groups spare parts based on lifecycle phase, volumes,
criticality and competition into 26 different classes and allot these groups to different
warehouses in the logistics network.®® Meanwhile, literature suggests primarily AHP
and matrix-classification methods respectively to classify parts for inventory
management. Gordian proposed ‘auto-order-assessment’ for implementing decision
rules for fast to medium-moving and low to medium-priced parts and carried out a
pilot at the Royal Netherlands Navy.*® Unfortunately, there does not exist a
quantitative, industry-independent model for spare parts classification and inventory

management.

3.5 Simulation methods for spare parts management

Simulation is the operation of a model of the system, which means that when
reconfiguration and experimentation of a system is too expensive or too impractical
to be carried out in real life, a model of the system is simulated to study and
understand the behaviour of the actual system. % It is a strong tool to analyse system
behaviour without touching the actual system. This provides the user flexibility to
induce and understand changes and their implications on a system and at the same
time not suffer any losses or alterations in it. Infinite scenarios can be built and
simulated on a model giving the user the upper hand of predicting the future or in

many cases understanding the past.

Supply Chain Simulation (SCS) is the use of simulation methodology, mostly discrete
event simulation, to analyse and solve problems pertaining to supply chain
management.’®* Not only is there a material flow in SCS, but also an information

flow.192 The major advantages of using simulation in this field are the possibility to

98 persson and Saccani (2009)

% Geertjes (unpublished, 2014), p.2.
100 Maria (1997), p. 7.

101 persson and Saccani (2007), p. 316.
102 Banks et al. (2002), p. 1653.
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include dynamics and the ease of modelling.1% At the same time, simulation has the
capability of capturing the uncertainty and complexity that are common in supply
chains.1%* It is already a popular methodology for defining intrinsic complexities in

large-scale supply chains.

A considerable amount of spare parts supply chain research has been carried out
using simulation modelling. Williams (1984) uses simulation assuming continuous
demand to compare forecasting and inventory control methods for the three parts
categories — smooth, slow-moving and sporadic. Syntetos et al. (2005) compare
various forecasting techniques for the four pre-defined demand categories — smooth,
erratic, intermittent and lumpy, by means of simulation. Heinecke et al. (2013)
highlighted regions of superior performance between two major intermittent-demand
estimation techniques: Croston’s method and Syntetos-Boylan Approximation (SBA)
method also using simulation methods. Gelders and VVan Looy (2015) used simulation
methodology to weigh their proposed inventory model against the existing model for
normal and fast-moving parts in a large petrochemical company. All the above

mentioned works have concentrated on using simulation to validate results.

Optimization, on the other hand, aims at either maximising or minimising a function
that relates to a set that offers a definite range of options. The function compares the
range of options to find out which one provides the ‘best’ results. The most common
applications of optimization methodology are to maximise profit, minimize cost,
minimize error etc. Whenever the range of options for the variables, known as
decision variables, lies within a finite set of real values, the problem is termed as
finite-dimensional optimization. The function is generally known as objective
function and is accompanied by a set of constraints that limit the range of the decision
variables. Research also suggests carrying out optimization using simulation.

Simulation optimization refers to the optimization of an objective function subject to

103 persson and Saccani (2009), p. 127.
104 Jain et al. (2001)
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constraints, both of which can be evaluated through a simulation model.'®® Using
simulation-based optimization provides flexibility in designing a system. While
mathematical optimization techniques mostly incorporate many assumptions which
drifts the model further away from reality, simulation optimization helps in finding
the optimal solutions in real life circumstances. While traditionally, simulation has
been used to mainly experiment with a system and test various scenarios, linking a
simulation model to an optimisation engine results in faster and better results. In a
simulation optimization system, the optimization engine feeds decision variables into
the simulation model which in turn evaluates the functions utilized in objective
function and allows the optimization engine to return a solution. Since it is an
iterative process, the feed-in feed-out process goes on until a satisfactory solution is

reached or is terminated due to prescribed conditions.'%

Decision variables

Simulation

model

Optimization
Objective function engine

Figure 16: Simulation optimization approach

Porras and Dekker (2008) carry out a case study in a large oil refinery and compare
different re-order point methods so as to minimize stock-outs. They utilize simulation
optimization methodology to evaluate different inventory parameters, for (s, nQ)

review policy, based on single target service level for all parts that belong to a single

105 Amaran et al. (2016), p. 351.
106 Amaran et al. (2016)
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family. Adhitya and Srinivasan (2010) propose a dynamic model for a multi-site
global enterprise using MATLAB/Simulink, with the aim that it serves as a
quantitative simulation and decision support tool. Arts (2013) in his doctoral thesis
also derived the base-stock level that minimizes the cost for a backorder system using
simulation optimization methods. Behfard et al. (2015) propose that simulation
optimization can theoretically be used to compute the repair policy and Lead Time
Backorder (LTB) quantity, but due to the large number of parameters, the risk of a

high computation time arises and hence it ultimately not used.

3.6 Existing gaps in literature and research objectives

With the importance highlighted in the previous sections and an overview of some of
the major works carried out in this area, it becomes clear that spare parts management
is an important area of research. But still, in the past decades, spare part research has
mostly focused on the inventory modelling aspects while ignoring a more
comprehensive view that includes other elements t00.1%7 It has been continuously
argued that there is an absence of a comprehensive approach to spare parts
management in existing literature as previous research evolved in two directions:

industry-specific studies and general quantitative studies for spare parts control.108

The only paper, that was found, with the focus on dealing with the spare parts supply
chain in a holistic manner is Martin et al. (2010). In this paper, the authors have
argued for the importance of having a combination of quantitative and qualitative
information exchange between the different entities of the supply chain. At the same
time, the authors have criticized the existing approaches with the reason that most of
them are limited in their capacity to incorporate into their scenario-building the
broader interactions (that may influence decision-making) between ‘players’ within
the supply chain as a whole.'%® Even though the authors have proved the importance

of both qualitative and quantitative information, no methodology has been suggested

107 Huiskonen (2001), p. 125.
108 puchessi et al. (1988), p. 9.
109 Martin et al. (2010), p. 229.
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on how to integrate the qualitative aspect into decision making. Research has also
demonstrated that significant cost reductions can be achieved through an integrated
approach as compared to a decoupled approach or same service level can be achieved
at lower costs by incorporating an integrated approach.'® These efforts, therefore,

help in moving the efficient frontier for the Cost-Service level trade-off curve.

Total Cost
F 4

Service level

Figure 17: Cost vs Service trade-off curve, attempt to change the efficient frontier

The ever growing importance of service parts industry and the urge to develop
methods to move the efficient frontier of the Cost-Service curve serve as the
motivation for this research work. The attempt is to find a solution to the status quo
of the fact that there is no go-to methodology to find out which inventory model to
utilize for which spare part and how to classify them and better manage them.
Unfortunately, methods existing currently are either too complicated and act like a
‘black-box’ for practitioners or are too simplistic and unusable in practical situations.
The aim of this study is to develop a methodology that serves as a guiding tool to
practitioners and acts as an easy-to-understand and robust method to manage spare
parts for a company. It must be noted that the intention of this research work is not to

dive deep into the repair centres and develop models to plan their inventory. Rather,

110 candas and Kutanoglu (2007), p. 159-176.
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this work shall be focussed on spare parts required in a manufacturing set-up with
warehouses that store spare parts and the management of inventory therein.

Therefore, this thesis attempts to answer the following three research questions:

1. How does a spare parts supply chain look like?

2. s there a tool that can be implemented to find out the optimal inventory
policy for a spare part?

3. How can simulation optimization methodology be implemented to create such

a tool?

The following chapters will explain the step-by-step methodology developed to tackle
the issue of inventory management for spare parts and attempt has been made to

answer the research questions raised above.
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CHAPTER 4 - DEVELOPING A PROTOTYPE OF SPARE PARTS
SUPPLY CHAIN

The importance of understanding the spare parts supply chain has been established in
the previous sections. The associated challenges and the need to tackle them have
also been justified. As explained in Section 2.2.2, one of the major challenges that
spare parts managers face is the lack systems perspective in the definition of
objectives resulting in sub-optimal decisions.!!? It has also been argued that true
integration within the supply chain, i.e. an active and co-operative attitude among the
different organisations can be beneficial for all parties involved.'? This necessitates
the need for a comprehensive framework for analysing spare parts supply chain so
that various decisions that lie within each (part of the) organisation can be understood
and at the same time, the interactions between these entities can be realised, observed
and addressed to. In this section, a model is developed to attain deep clarity on the
overall decision mechanism that exists in a typical spare parts supply chain while
paying attention on the dependence of one decision on the other. The model has been
developed following these guidelines and drawing information and insights primarily
from works of Driessen et al. (2014), Stadtler and Kilger (2005), Silver et al. (1998)
and Schneeweiss (2003).

4.1 Spare parts supply chain —a model

To address the apparent lack of a comprehensive management framework to support
managerial decision-making in spare parts management, an advanced planning
systems approach is used. As highlighted by Fleischmann et al. in the book Stadtler

and Kilger (2005), an advanced planning system has the following characteristics:

1. Iltallows for integral planning of the entire supply chain
2. Through proper objectives, alternatives and constraints definition, it focusses

on true optimization (through exact methods or heuristics)

111 Boone et al. (2008).
112 Martin et al. (2010), p. 227.
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3. It builds a hierarchical planning system which allows for the combination of

time horizons and planning tasks

Even though vast differences exist between a production supply chain and a spare
parts supply chain (Section 2.2.2), they still share some common characteristics. As
an example, both these supply chains are complex and thus require thorough
planning. The first step towards developing a plan consists of identifying the various
planning tasks involved at different timeline levels. It should be noted that planning
can only be carried out for a definite period of time. A very intuitive manner in which
timeline can be segregated is long-term and short-term planning. Planning tasks are

usually classified into the following three planning levels!®3:

e Long-term planning: Also termed as strategic planning, decisions at this
level are taken for the next 5-10 years (depending upon the industry). These
decisions have long term effects, noticeable over several years.!'* For
example, setting overall budgets, defining key customers?>, designing supply
network etc.

e Mid-term planning: Decisions at this level are also called tactical'!®
decisions. These decisions fall within the scope of strategic decisions with
planning horizon ranging from 6 to 24 months allowing for seasonal
developments to be taken into consideration.!'” For example, transport
planning between warehouses, personnel planning etc.

e Short-term planning: The decisions at this planning level are also termed as
operational decisions. This is the lowest and the most detailed planning level
where the planning horizon is usually a few days/weeks. For example, setting

order quantities based on inventory levels etc.

113 Anthony (1965).

114 stadtler and Kilger (2005).
115 Roeloffzen (2007).

116 Silver et al. (1998).

117 stadtler and Kilger (2005).
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Seamless and real-time flow of information between the planning horizons is
necessary for overall planning to be successful. Martin et al. (2010) has noted that
progressive incorporation of data and information through the three levels of timeline
— strategic, tactical and operational should be effective in reducing the complications
arising by the lumpy demand pattern of spare parts.!'® With the high responsiveness
expected by the customers, which simply means service delivery within the stipulated
time, the interaction between strategic and tactical levels of the distribution planning
task becomes stronger. This is because the service-level adherence does not only
depend upon whether the demand has been satisfied by a close-by storage facility
(termed as ‘coverage issue’) but also on whether required part is available at the
nearest storage facility or not (termed as ‘availability issue’).!'® This highlights the
importance of not just having the three time levels but also of the interactions

between them.

Another advantage of having three planning horizons is that it assists in dividing the
planning tasks into planning modules, which are partial disaggregated plans and can
be better understood and dealt with. The proposed spare parts supply chain planning
matrix consists of the above mentioned three planning horizons and five supply chain

processes in the form of planning tasks:

1. Production: This planning task comprises of all the decisions pertaining to
manufacturing the spare parts, either within the facility or outside, through
traditional methods or additive manufacturing . Parts that can be sourced from
OEM s are also considered here.

2. Storage: Spare parts have to be stored in a warehousing facility that is

owned/leased by the company or at a third-party warehouse. Decisions

118 Martin et al. (2010), p. 238.
119 candas and Kutanoglu (2007), p. 159-176.
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regarding where to store, what warehousing policy to use, when to store etc.
are taken here.

3. Distribution: This planning task focuses on the distribution structure of
storage facilities. Decisions regarding regional/local warehouses, logistic
network design etc. are taken here.

4. Services: Decisions on parts availability, order replenishment, customer
prioritization, operational costs etc. and striking an optimal balance between
these factors are taken within this planning task.

5. Retrieval/Recovery: This task concentrates on the collection of failed part
from the customer and sending it to repair or scrap, based on what is
economically more profitable. Parts that are successfully repaired are sent

back to the supply chain through the planning task ‘Production’.

4.2 Long term planning tasks

Within the long-term planning, also known as strategic planning, decisions are taken
with a comparatively longer time-frame in mind. The focus of the spare parts supply
chain shall be on four planning tasks — Production, Storage, Distribution and
Services. Recovery will also be described, but not in as much detail. As illustrated in

the figure, long term planning tasks constitute the following -

Spare part assortment definition, supplier selection and 3-D printing
opportunities: Decisions whether or not to include a spare part in the assortment and
hence maintain technical information of these parts are taken here. This decision
primarily considers the trade-off between the operational costs of including a part on
the assortment and the expected cost of downtime caused by the unavailability of the
part.12° The assortment selection is also dependent upon the warranty program to be
offered by the company, substitution opportunities, price and quality of the part etc. If

the parts’ technical information is available, organisation can decide whether or not to

120 priessen et al. (2014), p. 410.
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house a additive manufacturing facility (also known as 3-D printer) for reducing lead
times and produce parts in case of unavailability of supplier.

It is important to make sure that at least one option for part supply is available for
each part included in the assortment. For selection of supplier(s), rating procedure
based on supplier characteristics like lead time, quality etc. is beneficial, especially in
case of critical items. Strategic cooperation with suppliers using Vendor Managed
Inventory (VMI), Every Day Low Prices (EDLP), Just-In-Time (JIT) for operational
excellence and simultaneous engineering and consolidation centres as strategic
cooperation decisions can be exploited.'?* As mentioned in Section 2.1, along with
reaching out to suppliers (external or internal), 3-D printing as a possible source for

certain special items to reduce dependency can be explored.

Central warehousing location and Master inventory planning: Choosing a
location for a central warehouse is a strategic decision that many service
organisations have to take. Spare parts can then be checked for their suitability to be
stored there. It has been observed that on an average, central warehouses carry only
63% of part numbers and 57.3% of the inventory value whereas regional/local
warehouses carry 16% of the part numbers and 36% of the inventory value
highlighting that slow-moving parts are usually stored in the central warehouse.'?
Thus, strategic inventory positioning, that includes where the parts are to be stored,
how much has to be stored and when, is a part of master inventory planning. Even
though these decisions are more tactical/operational in nature, a fair idea of the which

parts and how many of them helps in taking a decision on the central warehouse.

It must be noted that the decision of central warehousing location and master
inventory planning is often made together with physical distribution structure

decisions.

121 stadtler and Kilger (2005).
122 Cohen et al. (1997), p. 631.
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Physical distribution structure: With companies looking to globalize, customers are
spread all around the world evolving the need to locate multiple storage centres or
warehouses locally. Sometimes, it is economically better to deliver one part required
by a customer from a warehouse located ‘farther’ away because of its non-availability
in the ‘nearer’ one. Or in some cases, part needed is sent via an emergency shipment
to the ‘nearer’ warehouse from where it can be further delivered to the customer. The
decision as to how many stocking centres to have, where to have them, owned by the
company or managed by third-party provider, shipment rules etc. are taken at this
stage. Candas and Kutanoglu (2007) termed the strategic and long-term inventory
stocking location decisions that are typically made before any detailed operational

decision—making as Logistic Network Design (LND).

Warranty program and strategic field service planning: A warranty is offered by
a seller as an assurance that the sold product will function satisfactorily with the
customer. Based on the terms of warranty, it also ensures that in case the product fails
to do so, the buyer shall address the issue and make sure that the product is repaired
and sent to the customer or shall be replaced at no additional cost. This, in turn, has
repercussions for the seller who has to make sure that the required spare parts and
service engineers are available to address these issues. Therefore, based on the
product, sales and life-cycle/usage characteristics, the seller (or the company) has to
decide upon the warranty terms, service lead time, service level promised and pricing
details (Figure 19).122 The field service planning eventually is planned as a response

to the promises that a company makes to its customers.

123 Murthy et al. (2004), p. 115.
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Product reliability

Number of sales \ /
Warranty
claims
Product usage / '\ Warranty terms
Warranty Provisioning of
service products/spares

-7 /2 1t X

A Inventory| | Repair Service
Customer location | | capacity level

Satisfaction

Figure 19: Warranty servicing process; adapted from Murthy et al. (2004)

Repair Centre planning: A repair shop can be an internal or an external unit where a
repairable part is inspected and repaired or refurbished.!?* Capacity decision of a
repair shop, materials requirement, supplier selection etc. are taken here. The load on
the repair centre is automatically reduced if the product being manufactured by the
company is reliable. Hence, this planning module is directly influenced by the
‘Production’ planning module where reliability characteristics of the product design

and product support are influenced.

4.3 Mid-term planning tasks

A typical feature of a hierarchical production planning system is that decisions made
at higher levels impose restrictions at lower level decisions.??> This way, the scope is
defined for the lower-levels and hence decisions can be made with specific
boundaries in place. In the spare parts supply chain model, the mid-term tasks, which
are planned taking into account the long-term decisions, constitute the following

planning modules-

124 Driessen et al. (2014), p. 1.
125 Schneeweiss (2003).
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Contracts decisions and procurement planning: Based on the spare parts portfolio
and possible suppliers decided upon at the top-level, contracts can be made with
carefully chosen A-class suppliers. Maintaining and timely updating these contracts is
necessary as they might expire in case the time-period and/or the predetermined order
quantity of parts is reached.?® The forecasted requirements of spare parts can be used
to specify the suggested price, total amount etc. in the contract for the parts to be
delivered during the next planning horizon. The procurement lead time should also be
well known for each part-supplier combination. It is also important to define alternate
supply sources to ensure that in case the current supplier stops production, future
resupply is maintained. In such a situation, companies can also choose to place a Last
Time Buy (LTB) order.1?’

Tactical Inventory planning: The stocking policy at the central warehouse needs to
be determined at this stage. As highlighted in Sections 3.3 and 3.4, based on the type
of spare part, either continuous review or periodic review models are allotted. The
inventory policy parameters can also be determined here. Based on the transportation
facilities available, option to include emergency shipments to local stocking points or
directly to customers are included in the calculation of stock levels so as to reduce the
downtime costs for the customers. The aim is to use the available storage capacity of
the central warehouse in the most cost efficient manner while not compromising on

the customer demand fulfilment.

Distribution planning: This module includes setting review policies for the
regional/local warehouses with consideration of central warehouse policy, planning
transportation between warehouses etc. The planning is usually implemented in

buckets of days, weeks or months based on the management’s decision and the MRP

126 Driessen et al. (2013), p. 15.
127 Behfard et al. (2015).
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system used. Distribution activities can either be carried out using own fleet or the

required capacity can be bought from a third-party carrier.12

Tactical field operations planning: The production capacity, parts forecasts,
number of machines with end customers and inventory planning provides a fair idea
about the personnel required to handle the customer spare parts demand. This
planning step also takes into account the specific know-how of personnel groups and

their availability based on labour contracts.

Repair planning: Agreements on lead time for repair on each part are made here.
Since, the capacity planning has already taken place in the form of a strategic
decision, the tactical or mid-term planning focuses on preparing a list of parts to
repair internally and/or externally, resource required per part per repair type, number
of engineers and specialists to hire, number of shifts, tools to acquire. The resource
capacity decisions are dependent on the work-load estimate, the repair workload
variability and the estimated repair time. As explained by Driessen et al. (2014), these
factors are dependent upon parts demand forecasting and parts returns forecasting. It

also helps in ultimately making a buy-or-repair decision.

4.4 Short-term planning tasks

The short-term planning tasks are operational in nature and refer to the day-to-day
decisions that the business has to take. After the strategic and tactical planning has
been carried out, it becomes important to make sure that the real-time implementation
of these plans takes place. Within the scope of spare parts supply chain, the short-

term modules include the following:

Procurement and production scheduling: The decision of which source to utilize to
fulfil the demand by customer for a part that is not in stock i.e. how to fulfil the latest
order is taken here. Even though in the mid-term contract agreements, commitments

to deliver specified quantity of parts have been made, but still the fulfilment in real-

128 Fleischmann et al. (2010), p. 90.
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time remains to be done in a cost-efficient manner. Emergency shipment decisions
are also taken here. In case the part has to be produced internally, the production
scheduling also needs to be done. This is usually done at the expense of the normal
production process and in case the shop floor activities experience interruptions and
delays, customer orders have to be rescheduled accordingly. Hence, companies are
trying to reduce dependence on this method.

Warehouse replenishment and short-term inventory planning: This comprises the
daily monitoring of parts, especially the A-class (continuous review) items, in the
central warehouse. The decisions on how often the local stocking points have to be
replenished and what quantity of which units have to be sent are also taken here. Day-
to-day forecasts govern the stock levels and it is ensured that the transportation

scheduling is well coordinated with the ‘production’ and ‘distribution’ planning tasks.

Regional warehouse replenishment and transport scheduling: The tactical
transport planning suggests weekly/monthly transportation quantities for part
families, the short-term transport scheduling formulates a plan for daily quantities for
single part types, based on customer orders, short-term forecasts and at-the-moment
available trucks through a cost-minimising route. Not only in distribution, but also for
procurement, transport is required. This maybe controlled by supplier or the
company. The regional warehouses are monitored for their stock levels that were set
at the mid-term planning level and orders are placed at the central warehouse in case
parts are needed.

Short term field operations planning: This directly depends upon the service level
promised by the company to its customers. A field technician cannot go to the
customer location without service parts, and hence availability in the local stock-point
is a pre-requisite. He checks whether the part is available or not, and if not, then

orders for an emergency shipment. Short term personnel planning determines the
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detailed schedule of the staff taking into consideration the working hours, employee

agreements and labour costs.1?°

Repair-shop scheduling: Focus is on minimizing the repair time and therefore
optimization of maintenance task and repair shop is carried out.'*® Repair jobs are
scheduled such that their due dates are met while adhering to the resource constraints
which are a consequence of the strategic and tactical decisions wherein specific
resources are allotted to specific jobs for a specific amount of time so as to reduce job
tardiness.’3! Batching of repair jobs is also be tried so consolidate and reduce the
resource usage. Increasing the rate of repair is also tried by companies, although it
can either be carried out by better product design or by better field technician
scheduling. Schneeweiss and Schroeder (1992) use hierarchical modelling to plan and

schedule repair shops for recoverable parts at Deutsche Lufthansa AG.

The process of designing a logistics system cannot be done in isolation without
considering the various links that exist with different departments within the
organisation or with other organisations that are part of the supply chain.'3? It is as
relevant for spare parts supply chain as it is for a normal product supply chain. The
proposed spare parts supply chain model addresses the need for collaborative

planning.

4.5 Three stages of spare parts planning

A common theme that emerges out of all the tactical and operational decisions
mentioned in the spare parts supply chain planning matrix is that there appears to be a
need of three major information sets for the above decisions to be taken - spare parts
classification, demand forecasting and inventory control mechanism. Without
knowing which parts, how much and where to keep, it is impossible to take

subsequent decisions on the other aspects like which transport methods to use,

129 Fleischmann et al. (2010), p. 92.
130 Tadj and Ouali (2011), p. 231.
131 Driessen et al. (2014), p. 423.
132 Huiskonen (2001), p.127.
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warehouse and transport capacity, personnel planning etc. Hence, after finalising on
the strategic decisions, the following 3 macro-phases have to be fulfilled in order to

take well-informed tactical and operational decisions:

1. Spare parts classification
2. Spare parts demand forecasting

3. Spare parts inventory management

Hence, it can be concluded that the planning tasks are governed by the above

mentioned 3 drivers.

Spare parts classification Demand Forecasting Inventory Management

Figure 20: Spare parts management outline - Interconnected macro-phases by Bacchetti (2010)

These three drivers shall form the basis of the spare parts management methodology
proposed in this thesis. A spare parts classification model is developed using AHP
techniques and simulation optimization model, also referred to as Verma-Leisten
model, is developed to identify stocking policies for each group formed. It must be
noted that since spare part demand data from the past is used as an input to the VL
model, the step ‘demand forecasting’ is automatically skipped. This is because the
VL model, along with returning the most suitable method for the group, also returns
the inventory policy parameters and therefore, the need of having a separate
forecasting model for the spare parts is avoided. Therefore, the spare parts

management outline can be re-depicted as follows:

Spare parts classification Forecasting & Inventory Management

Figure 21: Spare parts management outline — using simulation optimization
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CHAPTER 5 -SPARE PARTS CLASSIFICATION MODEL

Classifying spare parts into groups or families is the first step towards their effective
management. Section 3.1 provided an overview of the range of work carried out in
this area and also highlighted how research has either been concentrated on extremely
simplistic and short-sighted methods or on case-specific methods. Only a few papers
discuss the importance of developing a mechanism to classify spare parts that is
independent of the industry or the case-in-hand. The need for a method, that surpasses
the restrictions caused by innumerable and impractical assumptions and allows a
spare parts manager to simply group parts for their easy management, is imminent.
This chapter focuses on developing a multi-criteria classification model to categorize

spare parts for inventory control.

5.1 AHP analysis for part criticality

The criticality of an item has been considered as an extremely important factor to
specifying service levels, especially in the case of spare parts inventory systems.'3
As per the spare parts classification literature review, part criticality has been used as
a classifying factor in 13 of the 29 papers analysed, either as a standalone factor or as
a cumulative factor. In the proposed method, Analytic Hierarchy Process (AHP) is
used to score and classify each spare part under analysis into three groups of part
criticality - vital, essential and desirable. Also known as VED analysis, classifying
parts into these three distinct groups from the point of view of their functional
necessity, price, downtime costs etc. helps in ultimately setting a high target service
level for vital parts, a comparatively lower target service level for essential parts and
not a strict one for desirable parts. Therefore, vital parts could include items which, if
unavailable, can result in losses for the company whereas unavailability of essential
parts could result in moderate losses. For example, when a ‘essential’ spare part is not

available, the machine can still run but not with full functionality. Desirable parts

133 Gopalakrishnan and Banerji (1991).
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could be those that cause minor disruptions or are only required for the appearance of

the machine and therefore, lower target service levels can be set for such parts.

5.1.1 Criteria for part criticality

The interesting aspect of VED analysis is that it can be defined directly by an
organisation. This essentially means that organisation can define what the terms —
vital, essential and desirable mean to them. For example, for some organisations,
importance of a set of spare parts is so high that their unavailability might result in
serious losses that might reach to the point of shutting down the company itself and
therefore, such parts are grouped under ‘vital’ and their service level is set to 100%.
Therefore, AHP for VED analysis provides that flexibility of defining what the
meanings, cut-off values and service levels for the vital, essential and desirable part

groups.
For defining the part criticality, the following three criteria:

1. Consequence of failure: It is defined as the importance of a part in the full
functionality of a machine, which implies that the unavailability of a part with
a high consequence of failure can result in non-operation of the machine and
therefore either its partial or full breakdown.

2. Unit cost: This refers to the cost of one unit of a spare part. The cost is an
indication of the value of a part and is often used in the industry to calculate
the inventory holding cost for the spare part.

3. Replenishment lead time: This is the time period required by the spare part
manufacturer (either OEM or in-house) to deliver the ordered parts. Normally,
the replenishment lead time is pre-defined in supplier contracts although due
to unforeseen circumstances, delivery can be delayed. In this case, lead times

are assumed to be deterministic.

As illustrated in Figure 7, AHP is a hierarchical process that is utilized here for VED
analysis using Saaty’s procedure to carry out absolute measurement of priorities. The

level 1 objective is “VED Analysis’, the level 3 criteria are consequence of failure,
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unit cost and replenishment lead time. The alternatives at level 3 need to be defined

now.

5.1.2 Alternatives for criteria

Each criteria is accompanied by a number of alternatives. The alternatives help in
categorizing the criteria into different levels and therefore assist in overall scoring
and segregation of spare parts. The definition of alternatives is again, case dependent.
Each spare part manager has the freedom to discuss and decide which alternatives to
allot to the criteria. As an example, the following alternatives are defined for the three

chosen criteria for VED analysis using AHP:

1. Consequence of failure:

a) Failure of the part causes serious consequences

b) Failure of the part can result in near future downtime
c) No consequences affecting the machine

VED analysis for
Part Criticality

Consequence of failure Unit Costs Replenishment Lead Time

Alternative 1 @ Alternative 2 Alternative 3

The failure of the part The failure of the part can
causes serious result in near future
consequences downtime

No consequences affecting
the machine

Figure 22: Alternatives for criteria - Consequence of failure

2. Unit Cost:
a) Item value > 15000 Euros

66



Spare parts classification model

b) Item value between 2000 Euros — 15000 Euros
c) Item value <2000 Euros

VED analysis for
Part Criticality
Consequence of failure Unit Costs Replenishment Lead Time

Alternative 1 @ Alternative 2 @ Alternative 3

Item value > 15000 EUR Item value between Item value < 2000 EUR
2000 EUR - 15000 EUR

Figure 23: Alternatives for criteria - Unit Costs

3. Replenishment lead time:
a) Lead time > 2 weeks
b) Lead time between 4 days and 2 weeks

c) Leadtime <2 weeks

VED analysis for
Part Criticality
Consequence of failure Unit Costs Replenishment Lead Time

Alternative 1 @ Alternative 2 @ Alternative 3

Lead time > 2 weeks Lead time between 4 days Lead time < 4 days
to 2 weeks

Figure 24: Alternatives for criteria - Replenishment lead time
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Before proceeding towards scoring each spare part based on the three criteria,
judgement matrices are created. These are essentially comparisons of criteria and
alternatives against each other so as to assign a compound weightage, and hence a
score, to each alternative. The procedure to create the judgement matrix as explained
by Gajpal et al. (1994) is followed. As a first step, pairwise comparison of criteria
(Level 2) is carried out with reference to the overall objective, which is this case is

VED analysis. This results in a reciprocal symmetric matrix similar to Table 3.

Criteria comparison Cl C2 C3 Normalized
Eigenvector
Consequence of failure (C1) 1 2 4 0.571
Unit costs (C2) 1/2 1 2 0.286
Replenishment lead time (C3) 1/4 1/2 1 0.143

Table 3: Reciprocal Symmetric Judgement Matrix for Level 2 — An example

The normalized principal eigenvector of the above matrix is calculated by summing
up the values in each row and then dividing it by the overall total. As the next step,
pairwise comparison matrix for level 3 corresponding to criteria is calculated and
normalized eigenvector is again computed for each of these matrices. The judgement

matrix hence computed is depicted in Table 4.

Alternatives comparison Al A2 A3 Normalized
Eigenvector

Consequence of failure (C1)

Al 1 3 4 0.611

A2 1/3 1 2 0.255

A3 1/4 Y 1 0.134
Unit Costs (C2)

Al 1 2 4 0.535
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A2 1/2 1 3 0.344
A3 1/4 1/3 1 0.121

Replenishment lead time (C3)

Al 1 2 3 0.493
A2 1/2 1 3 0.370
A3 1/4 1/3 1 0.137

Table 4: Judgement matrix for Level 3 - An example

Before advancing towards the next steps, it must be clarified that the ratings or scores
in the above two judgement matrices are for depiction purposes only. Spare parts
managers can assign their own rating based on their judgement, experience and parts
portfolio. Although, the methodology and steps to follow stay the same, the values
will vary based on the case. After calculating the normalized eigenvector for each
level, the composite priorities or weights are calculated for each criteria-mode

combination to result in the absolute measurement of the criticality of a spare part.*3*

Level 2 Alternatives’ priorities Composite weights
Criteria priorities
Al A2 A3 Al A2 A3
Cl 0.571 0.611 0.255 0.134  0.3489 0.1456 0.0765
C2 0.286 0.535 0.344 0.121  0.1530 0.0984 0.0346
C3 0.143 0.493 0.370 0.137  0.0705 0.0529 0.0196

Table 5: Composite weights for criterion-mode combination; adapted from Gajpal et al. (1994)

Each spare part goes through an extensive discussion on all the three criteria and one
of the alternatives for each criteria is chosen for a spare part. The composite weights
derived in the above table are ultimately used to calculate the criticality of a spare

part. An illustration is provided in Section 5.3.

134 Gajpal et al. (1994), p. 295.
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5.2 Demand pattern analysis

The proposed model not only utilizes the part criticality to classify spare parts but it
also considers spare part demand pattern to ultimately result in 12 different groups.
Demand pattern has an important role to play when it comes to finalizing the
inventory policies for spare parts. As discussed in Sections 3.1 and 3.2, there have
been various attempts to connect demand pattern with forecasting method or
warehousing and inventory policies. The most commonly used matrix was developed
by Syntetos et al. (2005) where they classified spare parts into four distinct demand
pattern categories — smooth, erratic, intermittent and lumpy. The categorization is
based on two factors:

1. Demand size variability (CV?): Calculated as the squared coefficient of
variation, demand size variability indicates how spread out the demand sizes
are. The standard deviation of all the demand sizes is divided by their mean to
result in the coefficient of variation.

2. Average Demand Interval (ADI): This denotes the average time gap between

any two consecutive demand instances.

For the proposed classification methodology, the demand pattern classification by
Syntetos et al. (2005) is used. The break-points for CV? and ADI is 0.49 and 1.34

Demand Size Variability

[
>

Demand

interval .
Intermittent Lumpy

Figure 25: Demand pattern classification as proposed by
Syntetos et al. (2005)
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respectively.

5.3 Proposed classification model

The classification model proposed in this work utilizes both — AHP for VED analysis
and demand pattern analysis, to classify spare parts into 12 distinct groups. While the
demand pattern occupies the xy plane, VED is plotted on the z-axis. Therefore, the x-
axis corresponds to the demand size variability (CV?), y-axis to Average Demand

Interval (ADI) and z-axis to part criticality.

As a first step, each spare part is made to go through the process of part criticality
analysis. Here, an expert group has to responsibility of scoring each spare part based
on the 3 criteria defined for AHP by choosing the alternatives corresponding to each
criterion. As an example, for spare part SP1, if the expert group observes that
corresponding to consequence of failure (C1), the second alternative — failure of the
part can result in near future downtime, matches to the spare part the most, then the
composite weight for this criterion-alternative is allotted to SP1. Hence, the first score
for SP1 is 0.1456 (See Table 5). Similarly, the expert group allots alternative 3 to the
criterion unit costs and alternative 1 to criterion replenishment lead time resulting in
two more composite weights — 0.0346 and 0.0705. Therefore, the total score for SP1
is the sum of the composite weights of the three chosen alternative-criterion
combination, which is 0.1456 + 0.0346 + 0.0705, which equals 0.2507.

Criteria Alternative Weight
Consequence of failure (C1) Al 0.1456
Unit costs (C2) A3 0.0346
Replenishment lead time (C3) Al 0.0705
Total 0.2507

Table 6: Criticality score evaluation for SP1 - An example
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Similarly, the entire spare parts portfolio is analysed and scored. Based on the final
scores, cut-off values are decided for VED. Therefore, this methodology provides the
freedom and flexibility to the manager/expert group to decide, based on the spare
parts portfolio and strategic priorities, what is meant by vital, essential and desirable.
After deciding the cut-off values, the spare parts are segregated into these three
categories. Target service levels can now be defined for them. As an example, the
target service level for the vital spare parts is set at 95%, whereas for essential and

desirable at 80% and 65% respectively.

The xy-plane, as mentioned earlier, can be formed using the demand data for each
spare part in the past. With sufficient past data, CV? can be easily calculated as the
square of standard deviation divided by the mean of demand sizes. Similarly, average
demand interval can also be calculated by finding out the mean of time between
consecutive demand instances. The cut-off values used are 0.49 for CV? and 1.32 for
ADI forming 4 classes — smooth, erratic, intermittent and lumpy. Hence, the entire
spare parts portfolio is divided into 4 by 3, that is, 12 groups. The following figure

depicts how the grouping can look like:
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Vital o« ° e e, .

Essential & * o .
Intermi
. e o
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ttent

Part Criticality

Desirable

Demand size variability

Figure 26: Proposed classification methodology

For clarity purposes, the differentiation markings between vital, essential and
desirable have not been drawn on the figure. Please note that the red dots denote
individual spare part type, therefore, the spare parts spread is bound to vary from case

to case and Figure 26 is just an example.
The 12 groups formed are as follows:

1. Lumpy-Vital: Parts in this group observe lumpy demand and at the same time
are vital to the organisation. While availability of these parts has to be made
sure at all times, these are one of the most difficult to manage groups.

2. Lumpy-Essential: Spare parts in this group also observe lumpy demand but
fall under the ‘essential’ category of part criticality. Although difficult to

manage, availability requirement of these parts are not too strict.

3. Lumpy-Desirable: These parts with lumpy demand pattern and not critical to

the organisation, hence, their availability is not strictly required at all times.
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10.

Intermittent-Vital: Parts in this group observe intermittent demand, therefore,
demand sizes are relatively easy to predict but the timing of demand instances
is difficult to forecast. Intermittent demand also includes the 0-1 demand
pattern which is one of the most prevalent demand type for high value spare
parts. Along with being intermittent, parts in this group are very critical,

which means that high availability needs to be ensured.

Intermittent-Essential: There are parts with intermittent demand nature but
with medium criticality. Therefore, very strict service levels need not be

imposed on parts belonging to this group.

Intermittent-Desirable: These are also parts observing intermittent demand
pattern although they’re not critical to the organisation. Hence, their

availability can be compromised.

Erratic-Vital: The spare parts in this group observe varied demand sizes
although demand occurs at regular intervals. At the same time, these are vital
parts and hence, high service levels are ensured for such parts.

Erratic-Essential: Although erratic in demand pattern, these parts have
medium criticality level and therefore, very strict service levels are not made

compulsory for this group.

Erratic-Desirable: This group constitutes parts observing erratic demand but

not vital to the organisation.

Smooth-Vital: Spare parts falling in this category observe smooth demand and

therefore demand sizes and instances are comparatively easier to predict. But
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these are parts with high criticality level and hence, a high target service level
Is imposed on this group.

11. Smooth-Essential: This group with parts observing smooth demand and

medium criticality are easier to manage as compared to the above 10 groups.

12. Smooth-Desirable: Parts falling in this group have smooth demand pattern and
not critical to the organisation. This group is the easiest to manage amongst

all.

Once the spare parts have been categorized into these groups, the simulation

optimization model can be run.
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CHAPTER 6 - SIMULATION OPTIMIZATION MODEL

The main purpose of the simulation optimization model is to determine which
inventory policy results in achieving the desired service level at minimum costs for
the spare part. At the same time, the model also helps in collecting information
concerning average downtime, percentage of shortage occurrence, min/max inventory
levels. The model also helps in carrying out sensitivity analysis of the results with

respect to inventory levels, holding costs, demand etc.
Three types of costs for the considered for the model:

1. Unit cost: The unit cost of a spare parts is calculated as Euros per unit. For
this model, it is the cost paid by the company to a supplier or OEM to buy the
particular spare part. In this model, quantity discounts are not considered,
hence, total unit cost is a linear function of the number of units bought.
Inclusion of unit costs is important since the total acquisition costs per year
and the cost of carrying the inventory depends upon it.13°

2. Inventory Cost: The cost incurred by the company for carrying parts in
inventory are termed as inventory costs. It includes opportunity cost of the
money invested, expenses incurred in running the warehouse, counting and
handling costs, costs for special storage requirements, stock obsolescence,
damage, theft, insurance, taxes etc.'3¢ Inventory costs are usually calculated as
a percentage of annual average inventory value.

3. Order cost: This is a fixed cost incurred by the company every time it has to
place a replenishment order with the supplier/OEM. It includes administrative
costs that includes costs for telephone calls, order forms, postage,

authorization and employee wages.

Backorder costs are costs incurred when there is no more stock of the part demanded

by a customer. These include emergency shipment costs or costs of substituting the

135 Silver et al. (1998), p. 44.
136 Sjlver et al. (1998), p. 45.
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demand. Whereas downtime costs are costs incurred by the customer for every unit of
time their machine is in a non-working state (because of a failed spare part). In the
current case, backorder and downtime costs are not considered explicitly. Instead,
backorder costs are taken care of by ensuring that at any point in time if a backorder
occurs, the entire order is considered as a missed order, even though the backorder
might be of a single unit. Similarly, downtime costs are handled by the classification
model by setting the part criticality to ‘vital’ and hence ensuring a high target service

level for them.

In this model, Service level is measured as the percentage of customer order requests
that are filled immediately from the inventory on the shelf. In case of a multi-echelon
system, the option of fulfilling the order faced by a local warehouse via an emergency
shipment from a remote central warehouse is also available. Although, in this case,
only a central warehouse is considered. The service level used in this model is also

termed in literature as Fill rate.13’

6.1 Model assumptions

The following assumptions are considered while building the simulation

optimizations model:

1. The model is being built from the perspective of a company that receives
orders for replenishment of spare parts from its customers directly. The
company owns a central warehouse to store the spare parts inventory and
receives replenishments from various OEMs and its own manufacturing
facility.

2. For each time period, the company receives customer orders cumulated across
all customers for a spare part, so as to not differentiate between customers.

3. Replenishment lead times are deterministic and already known for each spare

part.

137 Cohen et al. (1997), p. 633.
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10.

11.

12.

Unit cost for each spare part (the cost that the company pays to the supplier
(OEM) to buy each unit of that spare part) is deterministic and is known by
the company.

A replenishment order with order quantity of either Q or S-Inventory position
or 1 (based on the inventory model used) is received at time t = 0.

Holding costs are calculated as a percentage of the unit costs. Hence, a higher
price of a spare part implies a higher holding cost.

A replenishment order is generated based on the inventory position at the end
of time t. This results in a replenishment order received by the company at
time t plus the deterministic replenishment lead time for the part ordered.
Replenishment orders due at time t are received at the start of time period t.

A customer order, if applicable, is received by the company at the start of time
period t.

The customer order is satisfied using the items in inventory including any
replenishment orders that are received at time t.

Any customer order that is not completely satisfied is considered as a missed
order, resulting in a backorder. The units of parts available in the inventory
are sent to the customer whereas the shortage is recorded and fulfilled at the
earliest opportunity available.

Only the customer orders fulfilled and missed contribute to the service level
calculation. Periods of no customer order are not considered as order

fulfilled/missed and hence do not contribute to the calculation of service level.

6.2 Input and output parameter definition

The following indexes, parameters and variables are used for the formulation of the

simulation optimization model:

The number of spare part groups

1,2,.....,G index for the spare part group
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ORY”
O0QRY

0Q7”

gy
BO;
gy
IF;

gy
OIP;

Total number of spare parts in group g

1,2,...., Ny index for the spare part

Total number of time periods

1,2,........, T index for the time period

Total number for inventory policies

1,2,......., IMp.x index for inventory policy

Customer demand for spare part i belonging to group g at time t
Replenishment lead time for spare part i belonging to group g

Unit cost of spare part i belonging to group g

Percentage factor (of unit cost) calculated as holding cost per unit per time period
Ordering cost incurred so as to place a replenishment order

Reorder point for spare part i belonging to group g for inventory policy y
Order Quantity for spare part i belonging to group g for inventory policy y
Order upto level for spare part i belonging to group g for inventory policy y
Time period between inventory position review of i belonging to group g for

inventory policy y

Counter variable for outstanding replenishment orders placed by the company for
spare part i belonging to group g for inventory policy y

Binary variable denoting whether a replenishment order has been received by
company for spare part i at time t belonging to group g for inventory policy y

Order quantity received by the company for spare part i at time t belonging to
group g for inventory policy y

Number of units of spare part i received at time t . This variable has been used in
models where lot-size is not defined and hence is dependent upon Sltgy or slfgy .
Therefore, this variable has to be recalculated for every time period t .

Number of units in pipeline. This variable has been used in models with varying lot-
sizes for each time-period.

Cumulative back ordered quantity for spare part i belonging to group g for
inventory policy y

Inventory position (inventory on-hand + outstanding orders — backorders) for spare
part i at time t belonging to group g for inventory policy y

On hand inventory at the start of time period t for spare part i belonging to group
g post receival of any orders (if applicable) in that time period for inventory policy

y
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EIRY
OFigy
oM

HCSY

THC?”
TUC?”
Toc?”
TOPigy

9y
SI
gy
TC;
TSLI

TGCY

On hand inventory at the end of time period t for spare part i belonging to group
g post delivery of customer demand (Xﬁ) in that time period for inventory policy y

Counter variable for customer orders fulfilled for spare part i at time t belonging to
group g for inventory policy y

Counter variable for customer orders missed for spare part i at time t belonging to
group g for inventory policy y

Holding cos for spare part i at time t belonging to group g for inventory policy y
Sum of holding cost over all time periods (0 to T) for spare part i belonging to
group g for inventory policy y

Total unit costs of orders placed by company all time periods (0 to T) for spare part
i belonging to group g for inventory policy y

Total ordering costs for orders placed by company all time periods (0 to T) for
spare part i belonging to group g for inventory policy y

Total order placed by the customer demanding spare part i belonging to group
g for inventory policy y

Service level for spare part i belonging to group g for inventory policy y
Total cost for spare part i belonging to group g for inventory policy y
Target service level for group g

Sum of the minimum total cost of all spare parts within group g

6.3 Simulation model

The simulation model makes sure that each spare part goes through all the defined

combinations of inventory model parameters (reorder point s and order quantity Q in

the case of an (s,Q) inventory policy) so as to result in the best solution — one that

provides the desired service level for the group to which the spare part belongs and at

the same time pushes the total cost (ordering cost + inventory handling cost + unit

cost) to the minimum. As a result, it can be possible that the resulting service level

achieved is actually higher than the defined target service level since a higher service

level might be possible by incurring the same costs that are incurred at a lower

service level.

The Simulation model was programmed on MATLAB version 9.0.
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For y =1, an (s, Q) inventory policy is defined. An (s, Q) model is a continuous

review model ... The following model is executed for each spare part i = 1 to N,from

timet=1toT.

QY if ORYY =1

O0RYY = {
QR 0, otherwise

The variable OQRg‘iy converts the orders received into order quantity received and
makes sure that if an order is received in time period t, Q units of spare part i is

recorded in this time period.

Q7 ift=1
0IPY” = SEIPY, + 0QR? + BO?”, if t # 1and BO” <0

it—1
EIPigtj_/1 + OQRigty, otherwise

The opening inventory position variable OIPify denotes the actual number of units of
spare part i at the start of time period t. As stated in the assumption, Q units are
received when t is 1. In other cases, the opening inventory position is calculated as
the sum of the previous time period’s ending inventory position, order quantity
received at t, if any, and back ordered quantity. This means that if there are any
backorders, they are addressed as a priority, before the demand in t is faced and
processed. This adheres to the assumption in Section 6.1 where it is stated that

backorders are to be fulfilled at the earliest opportunity available.

OIPY” — xZ, if OIPY” =xJand x>0
EIPY” =10, if OIPYY <xandx] >0

OIP”,  ifx] =0

The ending inventory position EIPify is the actual number of units of spare part i at
the end of time period t. A demand instance in time period t is fulfilled using the
opening inventory and the remaining results in the ending inventory but in case the

inventory on-hand is unable to satisfy the demand, the ending inventory position is
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recorded as 0 and backorder arises. In case of no demand in a particular time period,

the ending inventory stays the same as the opening inventory.

gy . gy g g
OF9 — OF”" +1, if OIP;” =x;,and x; >0
¢ OFigy otherwise
oM — oM’ +1, if OIPY” <xJandx] >0
¢ OMigy otherwise

Order finished and order missed are counter variables that record the total number of
customer demand orders fulfilled/missed out of the total orders placed. Since it is
assumed that the company receives orders cumulated for all the customers for the
spare part i at time period t, order finished actually record the time periods when the
customer demand was completely satisfied and order missed records the time periods
when the company was short of even 1 spare part to fulfill the demand in that time

period.

Y o _
1p9Y _ Q7 ift=1
i EIPY” + 0P « Q7” + BO?”, otherwise

The inventory position is the sum of on-hand inventory at the end of time period t, the
pipeline inventory due to outstanding orders minus the backorders. When time t is 1,
The inventory position is assumed to be equal to lot-size is case of an (s,Q) inventory
policy.
OP%” +1,if OIPY” > xJ and x] > 0 and IP{” < s
0P — OP?” +1, if OIPY” <x and x;, >0
' OP% —1,if ORYY =1

k OP%, otherwise

The variable OPl.gy counts the orders placed by the company for the replenishment of
spare part i that have not yet been received by the company. The order placed
variable is decreased by one in case an order is received, therefore keeping a count of

the outstanding orders. An order is placed in case the inventory position drops below
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the specified reorder point sigy. And an order is also immediately placed in case an

order is missed due to shortage of inventory.

0, if OIPY =xand x > 0and IPJ> <s?”
B0/ = OIPY —xj , if OIP” <x] and x>0
BO??, otherwise
Backorder quantity denotes the number of units of short when an order is missed.
Whenever the opening inventory level is less that the incoming customer order, the
inventory level drops down to zero and whatever quantity that remains unfulfilled is

recorded as backorder.

1, if O0IP]” =x] and x; > 0and IP]” < s/”
1,if 0IP)” < xZ and x > 0
0, otherwise

gy _
it+LT!

Order received 0Rf+yLTg is a binary variable that records an order being received at

current time t plus the replenishment lead time LT;. Whenever the value of this
variable is 1, order quantity equal to the lot-size is added to the inventory to raise the

opening inventory position for that time period.

TOP? +1, if OIPY” =x] andx] >0and P}’ <s
TOPY = TOP?” +1, if 0IP)” < xj and x > 0
TOPl.gy,otherwise

The variable TOPl.gy counts the total number of replenishment orders placed by the

company for spare part i across all time periods from 1 to T.
HCJ” =h=UC? » EIPY,if EIP” =0

The holding cost is the cost of holding the inventory of spare parts. It is calculated in
each time period whenever the ending inventory position is greater than zero using

the percentage factor h and the unit cost of the spare part i.
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For y = 2, a (T, Q) inventory policy is defined. The following model is executed for

each spare part i = 1to Nyfromtimet=1to T .

Q7. if ORY =1

O0RYY = {
QR 0, otherwise

Similar to the first inventory model, in the case of (T, Q) inventory policy, the
variable OQR;}” assists in converting the received order signal to order quantity Q;”

in time ¢.

QY ift=1
0IPY” = {EIP? + OQR;” + BO/”, if t #+ 1and BO” <0

it-1
EIPSY  + OQR;’, otherwise

The variable OIPify calculated the inventory position at the start of time period t for
spare part i. As per the assumptions, at the start of the simulation period, i.e.
whent = 1, Q units of spare part i are received. In the following time periods the

opening inventory position is calculated by adding the ending inventory position of
the previous time period and the order quantity received, if any, at the start of the
current time period. In case of a backorder, an additional variable BOigy denoting the
backordered units in the last time period is subtracted from the opening inventory
position. This reinstates the assumption that backorders are addressed as soon as

possible, before the demand in time t is processed.

OIPY” — xI, if OIPY” =xJand x>0
EIPY” =10, if OIPYY <xandx] >0

OIP”,  ifx) =0

The ending inventory position variable EIPify calculates the actual number of units of

spare part i at the end of time period t. Whenever the opening inventory position is
sufficient to address the incoming customer order, the value of EIPJ” is updated to

opening inventory position minus the demand size. Whereas, if the opening inventory
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position is less than the incoming customer demand, then the EIPify is automatically
updated to 0. The EIP;” helps in determining the inventory holding cost at the end of

each time period t.

gy . gy g g
OF9 — OF”" +1, if OIP;” =x;,and x; >0
¢ OFigy otherwise
oM — oM?” +1, if OIPY <xJandx] >0
¢ OMigy otherwise

The order finished and order missed are variables that keep a count of the number of
customer orders successfully finished and number of orders missed during the
simulation period out of the total customer demand orders placed. As emphasized
earlier, if on-hand inventory is short even by one unit, the order is considered
unfulfilled and the entire stock of the demanded spare part if sent to the customer.

9y _
IFe™ =

Q% ift=1
EIPJ + oP% « Q7" + B0, otherwise

The inventory position of spare parts i at time t is calculated as the sum of on-hand
inventory at the end of time period t and the pipeline inventory due to the outstanding
orders (calculated by multiplying the outstanding orders OPigy by the order quantity
Q7”) and subtracting the backorder BO?”. Please note that the variable BO;” takes
negative value whenever there is a backorder, hence it is added in the equation. In
case of the (T,Q) inventory model, it is assumed that the inventory position at time
t = 1is equal to the lot size Q7.
OP? +1, if t =nx*Tm]”
or? ={ OP” - 1,if ORY =1

OPl.gy, otherwise

OPl.gy is a counter variable that keeps a track of the outstanding orders placed for

replenishment of spare part i till the current time t since the start of the simulation
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period. In this case, a replenishment order is placed after every Tm*igy units of time
and the variable OP,?” increases by one unit whereas whenever a replenishment order

is received by the company, the variable OPigy decreases by one unit.

0, if t=nx Tm‘igy
B0/ ={0IPY —xI , if 0IP)” <x{ and x; > 0
BOigy ,otherwise
The backorder quantity BOigy keeps a track of the number of units of spare part i that
is falling short for a successful and complete customer order. When an incoming
customer order size for spare part i is more than what the inventory holds, a
backorder equal to the number of units short is registered in the system and it is made

sure that it is addressed as a priority in the next time periods.

gy _{1, if t =nxTm?”
. g — .
LE+LT; 0, otherwise

The variable 0R£"3’+LT§ records a replenishment order that is received for spare part

4

i at time t after the stipulated lead time LT;. It is a binary variable and in the case of

(T,Q) inventory model, it takes the value 1 after every Tm;qy units of time.

TOP? +1, if t =n*Tmj”

TOPY =
t { TOP?”, otherwise

The counter variable TOPigy increases by one every time an order is placed. Hence,
by the end of the simulation period, it returns the total number of replenishment

orders placed by the company for spare part i .
HCJ” =h=UC? » EIPY,if EIPY” =0

Similar to the first case, the holding cost calculates the total cost of holding spare part

i throughout the simulation period.
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For y = 3, a (T, s, S) inventory policy is defined. As explained earlier, (T, s, S) is a
combination of continuous and periodic review policies. The following model is

executed for each spare part i = 1to Nyfromtimet=1to T .

0Q7, if ORY =1

it ’

OQR;Y = {
QR 0, otherwise

Similar to the first two inventory models, the order quantity received variable OQR:”
converts any order received for spare part i at time t into the number of units in the
order which, in this case, is can be varying based on the inventory on-hand, order-
upto level and re-order point. The quantity received is governed by the variable
0Q%”

it+LT"

gy _ gy - _ gy gy gy
o= {Si EIP.”,if t =n*Tm;” and IP;” < s;
LEHLT; 0, otherwise

The variable 0Qf§’+LTg calculates the exact size of replenishment order that will be

placed at time t and delivered to the company by the OEM at time t + LTl.g. An order
is placed after every Tm;‘]y units of time only when the inventory position is less than

or equal to the re-order point s77”.

Q—-0Q7, if OR} =1

it
Q=10+ 0Q7,if t =n*Tm!” and IP]” < sf”
Q, otherwise
Q keeps a track of the pipeline inventory during the simulation period. Every time an
order is received, the value of Q drops down by the number of units received in the
replenishment order. On the other hand, as soon as a replenishment order is placed,

the value of Q goes up by the size of the order.

ST, ift=1
0IPy” = {EIP?  + OQR;” + BO/”, if t # 1and BO;” <0

it—1
EIP, + OQR;’, otherwise
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OIPY” — xJ, if OIPY” =x] andx] >0
EIPY” =<0, if OIPY” <xJandx] >0

OIPY”,  ifx) =0

it

The 0IP7” and EIPJ” denote the actual number of units of spare part i at the start
and end of time period ¢t respectively. It is assumed in the case of (T, s, S) inventory
model that an order with a size of S7”" is received at the start of the simulation period.
Thereafter, the opening inventory position is calculated by adding any replenishment
orders received whatsoever at time tto the ending inventory at time t— 1and
subtracting the backorders so as to address them as a priority. The ending inventory
position is calculated by subtracting the customer order received from the current
stock level. In case no customer order is received, the ending inventory position stays
the same as the opening inventory position. Whereas, when the stock is not able to
address the customer order, the ending inventory position is set to zero and backorder

is registered.

9y - 9y < 9 g
OF9 — OF”" +1, if OIP;” =x;,and x;; >0
' OF% otherwise
gy - 9y < 49 g
oMo — OM?” +1, if OIP;” <xjandx; >0
' om?” otherwise

The order finished and order missed variables keep a count of the total number of
customer orders successfully completed or missed. An order is processed as soon as
replenishment orders are received and stocks are updated. In this case, when the
opening inventory position is enough for the incoming customer order at time t for
spare part i, order is considered finished whereas if the opening inventory position
even short by one unit as compared to the incoming customer order, the order is
considered missed. The ending inventory position and backorders are updated

accordingly.
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S, ift=1
1Py = EIPY” + Q+ BOY,if xJ >0
EIPY” + OP%” «Q + BO?”,otherwise

The inventory position variable IPify for spare part i at time tis set at order upto
level S7¥ at the start of the simulation period. Thereafter, inventory position is
calculated as the sum of the ending inventory position at time ¢t and the pipeline

inventory Q minus the backorder.

OP% +1, if t =n*Tm}” and IPY” < s7”
0P = OP% - 1,if ORY =1
OP%, otherwise

A replenishment order is placed whenever at time t (a multiple of Tm;"y), the
inventory position is lesser than or equal to the re-order point s?”. In such a case, the
order placed counter variable OPigy goes up by one unit. Whereas, whenever a

replenishment order is received by the company, OPigy goes down by one unit.

0, if t=nxTm!” and IPJ> <s?”
B0/ ={0IPY —xI , if OIPY” <x and xj, >0
BO??, otherwise
As explained earlier, a backorder is registered whenever the stocks are unable to
fulfill the incoming customer order. The backorder variable BO/” records the

ongoing number of units short for spare part i .

o {1, ift=nx Tmlfqyand IPify < sigy
Lt+LT; 0, otherwise
gy e gy gy gy
TOPY — TOP” +1,if t=n*Tm/ and IP;” <'s;
t TOP?”, otherwise
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While order received variable OthqterLTg makes sure that a replenishment order is
i

placed whenever the inventory position is observed to be less than or equal to the
reorder point s?” after every Tm{” units of time, the variable TOP?” goes up by one

unit whenever an order received is logged.

HCG” =h=UC = EIR,if EIR]) 20

Similar to the other cases, the holding cost records the cost of holding spare part i at

time t in the inventory.

An (S-1,S) inventory policy is defined for y = 4. This is considered as a special case

of (s,S) policy where s is set to S-1. The model and variable definitions go as follows:

0Q;, if ORY =1

it ’

O0RYY = {
QRye 0, otherwise

The order quantity variable OQRigty works exactly the same way as the above three
inventory models.
00% = {x;‘i, if xi; > 0and IP}” < S
LE+LT; 0, otherwise
In the case of an (S-1,S) inventory policy, a replenishment order quantity is received
for spare part i at time ¢ + LT;whenever a customer order has been placed and the

inventory position in the current time period is less than order upto level Sl:gy.

Q—-0Q7, if OR} =1

Q= Q0+ 0Q7,if xj, > 0and IP” < S/
Q, otherwise
Similar to the (T, s, S) inventory policy, variable Q calculates the pipeline inventory.
These are number of units of spare part i that have been ordered for replenishment but

have still not been received.
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ST ift=1
OIPY” = {EIP% + OQR]}’ + BO?”, if t # 1and BOJ” <0
gy gy i
EIP ", + OQR;/, otherwise
OIPY” — xJ, if OIPY” =x] andx] >0
EIPY” =<0, if OIPY” <xJandx] >0
OIPY”,  ifx) =0

it

The opening and ending inventory position variables calculate the exact units of spare
part i at the start and end of time t. As an assumption, the opening inventory position

is set to the order upto level at the start of the simulation period.

oy (OFP +1, if 0IPY =xjand x, >0
OF " = gy ;
OF; otherwise
om oM? +1, if 0IPY” <xand x) >0
' om?” otherwise

An order is considered finished only when the entire customer order size can be
fulfilled using the current stock of spare part i at time t. Otherwise, an order is

considered as missed and number of units short are recorded as backorder.

P, ift=1
1P = EIPJ” + Q+ BOY,if x;; >0
EIPY” + OP%” «Q + BO?”,otherwise

The variable IPify calculates the inventory position for spare part i at time t as the
sum of the ending inventory position and the pipeline inventory minus backorder.

Replenishment decisions are taken based on the value of inventory position.
OP%” +1,if x > 0and IPJ” < S

OP? = OP% —1,if ORY =1

OPl.gy, otherwise
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Whenever a customer order is placed and therefore, inventory position drops down

below the order upto level, an order is placed and the variable OPigy goes up by 1. As

soon as a replenishment order is received, OP9” goes down again by 1.

0, if t=nx Tmigy and IPify < sigy
ay _ gy g gy g g
BO;” =< O0IP;” —x;;, , if OIP;” <x; and x;, > 0
BOigy ,o0therwise

A backorder is registered whenever the current stock of spare part i cannot fulfil the

incoming customer order at time ¢.

o {1, if x> 0and IP]” < S
LE+LT; 0, otherwise
gy o g gy gy
TOPY — TOP” + 1, if x;; > 0and IP;” <S;
¢ TOP?”, otherwise

The order received and total order placed variables make sure that a replenishment
order is received at time ¢ + LT;? and that in such a case the count of the total orders
placed goes up by 1 unit, whenever a customer order is placed and the inventory

position goes below the order upto level.

HCJ” =h=UC? » EIPY,if EIP” = 0

The holding cost is calculated based on the inventory level at the end of each time

period t.

For y =5, a (T,S) inventory policy is modelled. The variable definitions are as

follows:

0QRY = {Ong' if ORy =1
i 0, otherwise
00% , = {Sf’y — EIPYif t =n*Tm?” and IPJ” < S
it+LT! 0, otherwise
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Q—0Q%,if ORY =1

it
Q= 9Q+ 0QY,if t =n*Tm?” and IP)” < S
Q, otherwise

The order quantity received OQR;;”, order quantity 0Q;” _, and pipeline inventory

Q follow the exact same formulations as that for the (T,s,S) inventory model with the
exception that the inventory position this case is compared to order upto level S;"y

instead of the re-order point.

SP,ift=1
0IPY” = {EIP? + OQR;” + BO/”, if t # 1and BO” <0

it-1
EIPSY  + OQR;’, otherwise

OIPY — xj, if OIPY =xj andx] >0
EIPYY =<0, if OIPY” <xandx] >0

OIPY”,  ifx) =0

The opening inventory position 0/P;” and ending inventory position EIP;” indicate
the actual stock levels at the start and end of time t. In the case of (T,s,S) inventory
model it is assumed that the opening inventory position is equal to order upto level at
the start of the simulation period. Any replenishment order whatsoever is received at

the start of time period t and backorders are addressed as a priority.

gy - gy g g
OF9 — OF”" +1, if OIP;” =x;and x;; >0
‘ OF%Y otherwise
gy - gy g g
oM — oM~ +1, if OIP;” <x; andx;; >0
t oM7Y otherwise

The orders finished and missed variables, OF” and OM?” respectively, count the
total number of customer order completely fulfilled or missed by even one unit
during the entire simulation period. These variables contribute to calculating the

target service level for spare part i .
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S, ift=1
1Py = EIPY” + Q+ BOY,if xJ >0
EIPY” + OP%” «Q + BO?”,otherwise

The inventory position is assumed to be equal to the order upto level at the start of the
simulation period. Eventually, for the other time periods, IP;” is calculated by
summing the ending inventory position for spare part i at time t and the pipeline

inventory Q and subtracting the backorder BO?”.

OP? +1, if t =n*Tm{” and IPJ” < S’
OP? = OP% - 1,if ORY? =1

OPi‘gy ,otherwise

In this case, a replenishment order is placed when after every time period Tm;"y, the
inventory position is observed to be lesser than the order upto level Sl.gy for spare part
i at time t. As soon as a replenishment order is received by the company, the variable
OPl.gy goes down by one. Hence, it keeps a count of the replenishment orders in

pipeline.

0, if t=nxTm? andIPJ” <SS/’
B0/ ={0IPY —xI , if OIPY” <x and xj, >0
BO??, otherwise
The backorder variable BO> keeps a track of any backordered units of spare part i .
As discussed earlier, a backorder is registered when the available stock 0IP7” is

unable to address the incoming customer order.

PO {1, if t =n*Tm”and IP]” < S7”
i t+LT] 0, otherwise
TOPYY = TOP? +1, if t =nTm!”and IP]” < S7”
t TOPl.gy, otherwise
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The order received and total order placed variables, OR?) o and TOP”, keep a

track of the replenishment orders that are to be received by the company at time
t+ LT;" and a count of the total number of replenishment orders placed throughout

the simulation period.

HCG” =h=UC = EIR,if EIR]) 20

Similar to the other inventory models, the holding cost for spare part i at time ¢t is
determined using the unit cost of spare part i , the holding cost factor h and the

N i iti gy
ending inventory position EIP;”.

For y = 6, an (s,S) model is defined, as follows:

0QRYY = {OQigty' if ORY =1
i 0, otherwise
v _ {Sﬁy — EIPY,  ifx] >0and IP)” < s/’
i t+LT 0, otherwise

Q—-0Q7,if ORY =1
Q=10+ 00, ifx]>0andIP} <s/”

it
Q, otherwise

gy

The order quantity received OQR;,”, order quantity OQiqty+LT.~‘7 and pipeline inventory

1

Q follow the same formulations as that for the (T,s,S) inventory model with the
exception that the order quantity is registered and pipeline inventory is incremented
when an customer order is placed and the inventory position is observed to be less

than or equal to the re-order point.

SP,ift=1
0IPY” = SEIPY, + 0QRY + B0/, if t # 1and BO;” <0

EIPié?_'1 + OQRﬂy, otherwise
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OIPY” — xJ, if OIPY” =x] andx] >0
EIPY” =10, if OIPY” <xandx’ >0

OIPY”,  ifx) =0

it

The opening and ending inventory positions, 0IP” and EIP;” respectively, follow
exactly the same definitions and formulations as that for (T,s,S) inventory model. So

do the order finished OF?”, order missed OM?” and inventory position IP{”

variables.
OF9 — OF? +1, if OIPY =xJandx] >0
Lo OF% otherwise
oM — oM +1, if OIPY <xJandx] >0
L om?” otherwise
ST, ift=1
Py = EIPY” + Q + BO/,if xj, >0

EIP?” + OP% » Q + B0/’ otherwise

OP%” +1, if x) > 0and IPJ” < s7”
oP” = OP% - 1,if ORY =1

OPl.gy, otherwise

The order placed variable OP?” keeps a track of the replenishment orders in pipeline.
The OPY” increases by 1 whenever a customer order is received at time ¢ and the
inventory position post addressing the order is lesser than or equal to the re-order
point s7”. Whereas, when an order in pipeline is received by the company, OP?”

decreases by 1.

0, if t=nx* Tmigy and IPify < sigy
ay _ gy g gy g g
BO;” =< O0IP;” —x;;, , if OIF;” <x; and x;; > 0
BOigy ,otherwise

96



Simulation optimization model

Backorders occur whenever the current stock levels are unable to satisfy the incoming
customer demand. In such a case, variable BOigy records the backorder quantity
which is equal to the opening inventory position 0/P> minus the quantity demanded

by the customer x;,. Please note that BO?” has a negative value whenever backorders

take place.
o _ {1, if x2 > 0and IPY” <57
Ee+LTy 0, otherwise
gy . gy g g 9 o
TOPY = TOP” + 1, if OIP;” = x;, and x;; > 0 and IP,;” <'s;
l TOPY”, otherwise

The order received variable OR’” ensures that after time ¢+ LT, a

+LT?

replenishment order is received. TOPl.gy keeps a count of the total replenishment

orders placed by the company till time t.

HCJ” =h=UC? » EIPY,if EIPY” >0

The holding cost variable HC;?” computes the inventory holding cost of EIPJ” units

of spare part i after each unit of time.

6.4 Optimization model

The simulation-optimization procedure, as explained in Section 3.5, requires that the
simulation model provides the necessary inputs for the objective function within the
optimization engine. It is not only the objective function, but also the constraints that
require the results from simulation model. The optimization model aims at
minimising the total cost which is the sum of the inventory holding cost, order cost
and unit cost. Each of these three components are computed over the simulation time
period and are ultimately fed into the optimization engine. The constraint of the
achieved service level being at least equal to the target service level is computed
using the orders finished and orders missed variables in the simulation model. All

these variables - HC?”, TOP?”,Qf”, OFf”, oM?” are ultimately functions of
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inventory policy parameters and therefore, the decision variables can be either s;"y :
S7¥, 17, @7 depending upto the inventory model y. The optimization model can be

formulated as follows:
Min TC?”
SLYY > TSL9

where, TC” =THC” + TUC?” + TOC/”
THC?” =Y, HC”
TUCP” =UC? « TOP? « Q¥ or TUC?” =}, UC}”
TOC?” =0C  TOP?

SL?y = OFiggiig;Mfy

Please note that in case of (5,Q) and (T,Q) models, the total unit cost can be easily
computed at the end of the simulation period for each spare part since the lot-size is
pre-defined and stays constant in every time period t. However, for the other 4
inventory models, unit cost needs to be computed separately in each time period and
then summed up in the end of the simulation as the replenishment order sizes can

vary from time to time or order to order.

6.5 Operational process flowchart

The variables for the simulation optimization model have been defined in the
previous section. The operational process flowchart provides an overview of how the
simulation optimization model is actually structured. Each spare part in each group
goes through the steps described below to ultimately look for the inventory policy
parameters that result in adhering to the target service level defined while pushing the

total costs down.
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Start computer
simulation

Generate initial inventory policy parameters

Insert inventory policy parameters into model
Run Simulation model
Estimate performance measures

All
inventory
policy
parameters
?

Update inventory policy parameters

Optimize inventory model solution; update best solution

All
inventory
models?

Next inventory model

Comparison of best solution among inventory models

Figure 27: Operational process flowchart - Simulation optimization model
With the start of the simulation, the selected inventory model’s policy parameters are
generated. This means that for (s,Q) model, the parameters sg" and Qigare set to 1 and
1 respectively (at the start of the simulation period). Now, with these values of

inventory policy parameters, the (s,Q) model is run from time 1 to T. The
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performance measures are calculated using the variables updated after the simulation

model is finished with the run. The performance measures include total cost 7C;? and
service level achieved SL?. These values are recorded after which a check is made if
all the inventory policy parameter values have been tested with. This means that in
the case of (s,Q) model, all combinations of s? and @ ranging from 1 to s3,, and
Q3 .. respectively (pre-defined by the user) have to be tested one by one. If there is a
combination of s and Q7still remaining, then the inventory policy parameters are
updated and the simulation model is run again. For each s?-Q7 combination, the

performance measures are recorded. As soon as all the possible combinations are

exhausted, the best solution among all is recorded. This essentially means that the

combination of s and Q7 that resulted in at least the target service level to be
realized at minimum total cost is the solution for this spare part for the particular
inventory policy. This process is carried out not only for the individual spare part, but

for all the parts in the group.

After one inventory policy is tested, the program moves on to the next one and the
same procedure is repeated. The iteration goes on until all the six inventory models
have been tested for the group. Based on the total group cost for each inventory

model, it can be directly inferred which inventory policy returned the best results.

All the groups can be tested in this manner and for each group, the inventory policy
that results in the lowest total cost while achieving the target service level is
considered as the policy to follow. Not only this, the program also returns the
inventory policy parameter for each spare part in that group that resulted in the
optimal solution. This, in turn, provides a straight solution to the spare parts manager
as to which inventory policy to follow in the future and which policy parameters to

use for each spare part type.

100



Numerical Example

CHAPTER 7 - VALIDATION OF MODEL

This chapter explains how the simulation optimization model is validated and tested
with some numerical data. Since contacting and coordinating with companies is a
time-taking and exhaustive process, it was decided that self-generated data will be
used for demand of spare parts, their lead-times and unit costs. There are three main
data tables required to proceed with the simulation optimization model validation

exercise:

1. Spare parts demand data: This table contains the demand instances and sizes
for each spare part. In this numerical example, past 52 weeks of demand data
is considered. An example of such a data-table is below:

Time (t) X1 Xo X3
1 0 0 10
2 5 0 15
3 0 1 0
4 0 0 0
5 4 0 3
6 0 0 0
7 0 2 0
8 10 1 5
9 11 0 0

10 0 0 0
11 0 1
12 7 7 0
52 0 8 6

Table 7: Spare parts demand data

2. Spare parts properties data: For each spare part, it is assumed that the
replenishment lead time and the unit costs are known beforehand. This data is

managed in the form of a table that can directly act as an input to the
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simulation optimization model. A typical spare parts properties data table can
look as follows:

x; LT; Uc;
x4 2 1000
X 7 30
X3 8 500
X4 1 20
X5 10 100
Xg 12 2000
Xn 8 750

Table 8: Spare part properties data
3. Spare part to group mapping: After each spare part has been categorized into
one of the 12 groups, a table is created that clearly indicates the mapping of

spare part to the group it belongs to. Such a table looks as follows:

Xi )
X1 1
X3 7
X3 8
X4 1
X5 2
Xe 12
X, 6

Table 9: Spare part-Group mapping table

7.1 Testing the simulation optimization model

Please note that at this stage, the exercise of AHP for VED analysis is assumed to
have already taken place. Therefore, each part has been assigned to a group based on
their properties through the procedure explained in Section 5.3. For the current

102



Numerical Example

numerical example, Microsoft Excel function ‘Random’ is used to generate demand
data for each spare part. The corresponding squared coefficient of variation and ADI
are calculated and checked and demand data is adjusted based on which group the
spare part belongs to. Each group contains 10 sets of 10 spare parts each. Multiple
sets are used with the purpose of finding a ‘rule of thumb’ and observe any repetition

or patterns in inventory behavior for different spare part sets belonging to the same

group.

Unit cost and lead time is assigned to each spare part based on the group it belongs to.
Unit costs range from 3 EUR to 180 EUR whereas lead times can be anywhere from
1 week to 16 weeks. AHP for VED analysis has been used to find the cut-off values
for vital, essential and desirable groups and spare parts have been segregated
accordingly. The vital group has been set at 95% target service level, while essential

and desirable groups are set at 80% and 65% target service levels respectively.

Since there are 12 groups, each with 10 sets of 10 spare parts, a total of 120
simulation runs are carried out. Each run took approximately 2 hours on a 2.7 GHz
Intel Core 15 processor. This implies that each run went through all the 6 inventory
models and resulted in the minimum total costs possible for the 6 models while at
least reaching the target service level defined for that group. The results are tabulated

in the next section.

7.2 Result analysis

The simulation optimization model is run for each set of spare parts within each
group and the results are collected in Microsoft Excel tables. As an example, for the

group Lumpy-Vital, the first set of 10 spare parts provides the following results:

Total Costs Total (T,Q (T,s,S) (-1, (T,S) (s,8)
(re;)

xq 6700 10720 5380 7600 6300 7240

X 10690 10880 10070 12020 10850 10180

X3 6622 7928 7064 9086 7218 8956
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X4 9087 10251 8067 8809 8753 8441
X5 2840 3460 2950 3570 3460 2950
Xg 7070 15215 6870 7220 7585 6805
X7 9688 10926 8512 9540 8512 10116
Xg 17850 58010 15740 18070 19270 16030
X9 19930 42390 15606 21542 18938 16212
X10 4101 5945 4440 4444 4648 4465

Total Group 94578 175725 84699 101901 95534 91395
Costs

Table 10: Total cost results for Lumpy-Vital group (Set 1)

The target service level for this set was 95% since it is a vital group. The service

levels achieved at the costs mentioned above are depicted in the table below:

Service Q) (T.Q (TIsS) (S-15) (T,5) (5,5)
Level (SL;”)
X1 1.00 1.00 1.00 1.00 1.00 1.00
X 1.00 1.00 1.00 1.00 1.00 1.00
X3 1.00 1.00 1.00 1.00 1.00 1.00
X4 1.00 1.00 1.00 1.00 1.00 1.00
Xs 1.00 1.00 1.00 1.00 1.00 1.00
Xe 0.96 0.96 0.96 0.96 0.96 1.00
X7 1.00 1.00 1.00 1.00 1.00 1.00
Xg 1.00 1.00 1.00 1.00 1.00 1.00
X9 1.00 1.00 1.00 1.00 1.00 1.00
X10 1.00 1.00 1.00 1.00 1.00 1.00

Average 99.6% 99.6% 99.6% 99.6% 99.6% 100.0%
Group SL

Table 11: Service level achieved by Lumpy-Vital group (Set 1)

It can be observed that many parts achieve 100% service level while only xg, in a few
cases, achieves slightly lesser although all the service levels achieved are greater than
the targeted 95%. The average service level achieved for the group is therefore at
least 95%. It can also be seen that for the group, the inventory model (T, s, S) reaches
the target service level at the minimum cost, which is 84,699 EUR for the entire 52-
week period. Although it must be noted that the (s, S) inventory model also reaches

the target service level but with slightly higher total cost, only 8% more, than
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(T,s,S). Hence, it can be inferred that for this set of spare parts, the (T,s,S)
inventory policy offers the best results. The inventory policy parameters in this case

for the 10 spare parts are:

X1 X2 X3 X4 X5 X6 X7 Xg X9 X10

515 11,411 910,12 5710 417 229 11,1011 5,142 6,1325 11,9,13
Table 12: Inventory policy parameters for Lumpy-Vital parts (Set 1) in case of (T,s,S) model

A small side analysis is also carried out to observe the difference between the 6
inventory models and the traditionally used EOQ model. The following results were
obtained with EOQ model:

EO Orders Orders Total Service

Finished Missed Cost Level

X4 2 8 8 3760 50%
X 2 1 3 4490 25%
X3 2 2 9 1716 18%
Xy 2 4 15 3084 21%
X5 3 10 6 2150 63%
Xg 3 10 13 4565 43%
X 2 1 17 4370 6%
Xg 3 1 16 5270 6%
Xg 3 1 17 5868 6%
X10 3 7 9 2218 44%

Group 37491 28%

Table 13: EOQ model results for Lumpy-Vital group (Set 1)

Although the EOQ model results in lower cost as compared to the best result of the
proposed method, the service level achieved is a mere 28% which is unacceptable for
such critical parts that constitute this group. It can be clearly seen how ineffective the
traditional methods are in such case where demand pattern is not constant and part
availability requirement is extremely high. Similar analyses were also carried out for
other sets of Lumpy-Vital group and the results are summarized in the following
table:
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(S, Q) (T' Q) (T’ S, S) (S - 1’ S) (T' S) (S! S)

Set 1 TC 94578 175725 84699 101901 95534 91395
SL 99.6% 99.6% 99.6% 99.6% 99.6% 100.0%
Set 2 TC 119515 152310 105212 122988 113683 118981
SL 99.5% 99.5% 99.5% 99.5% 99.5% 99.5%
Set3 TC 104425 198511 88386 102298 103335 100881
SL 99.0% 99.0% 99.0% 99.5% 99.0% 99.0%
Set 4 TC 92396 107618 81910 99480 88772 92094
SL 97.9% 98.7% 97.9% 97.9% 98.4% 97.9%
Set5 TC 87761 92293 86331 105213 92922 95085
SL 99.2% 99.2% 99.2% 99.2% 99.2% 99.2%
Set 6 TC 103810 109121 92953 109675 100575 98433
SL 98.7% 98.7% 99.1% 98.7% 99.1% 99.1%

Set 7 TC 124833 150471 112338 127700 122782 122779
SL 98.5% 98.5% 98.5% 98.8% 98.5% 98.5%

Set 8 TC 152283 188308 145421 164378 153328 151038

SL 97.2% 97.7% 97.2% 98.6% 97.2% 97.2%
Set9 TC 98360 113666 93314 108098 99341 95567
SL 97.4% 97.4% 97.8% 97.8% 97.8% 97.9%

Set 10 TC 121633 161456 108470 125849 118730 111995
SL 98.7% 98.0% 98.3% 98.8% 98.3% 98.4%

Table 14: Total cost and Service level results for Lumpy-Vital group
For all the 10 sets tested under the Lumpy-Vital group, (T,s,S) inventory model
provides the best results. It can be safely inferred that for Lumpy-Vital group parts,
the (T, s, S) inventory policy can be implemented to keep the total costs down while
achieving a high service level. Although it must be agreed that statistical tests are

required to apply this statement as a ‘rule’.

Similarly, simulation optimization results from other groups were also summarize

and the following results were obtained:
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Optimal Inventory Policy

Vital (T,s,S)
Lumpy Essential (T,s,S)
Desirable (T, Q)
Vital (T,s,S)
Intermittent Essential (T,s,5)
Desirable (T,s,S)

Vital (S—1,5)
Erratic Essential (T,s,S)
Desirable (T, Q)
Vital (T,s,S)
Smooth Essential (T, Q)
Desirable (s,0)

Table 15: Summary of the optimal inventory policy for each group

It must be noted that to ensure the successful and correct back-end run of the
MATLAB program, each step was randomly checked using step-by-step manual
calculation using a calculator. This made sure that parameter results from manual
calculation match exactly with the results of the MATLAB program. It must also be
noted that the above numerical example is only for validation purposed and the
results communicated should not be, in any case, used as a representative for other

spare parts inventory management examples.
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CHAPTER 8 — CONCLUSIONS

Managing spare parts can be an intimidating task especially because of their sheer
number and the associated inherent complexities. This research work has highlighted

the following major points that can be stated as conclusions:

1. Spare parts management is a comparatively newer focus area for
organisations. Considerable attention is now being directed towards utilizing
this field as a strategy to gain competitive advantage in the market since it
directly influences customer service. Recent years have seen a spotlight on
effectively managing spare parts and large organisations are willing to deploy
extra resources to make sure that customer service levels are either increased
or maintained.

2. The challenges associated with managing spare parts have received
considerable attention both, within the research community as well as in the
industry. Till now, focus has mostly been on either theoretical understanding
of spare parts management or finding a solution to the forecasting issues for
spare parts demand. There has been a lack of dedicated studies to manage
spare parts from a practical standpoint and, unfortunately, most of such
implemented research has been case-based in nature.

3. The suggested ‘spare parts supply chain’ provides a structured and single
view of the various activities that constitute spare parts management. It is in
no way a 100% complete picture, but what this framework offers is a way of
visualising the numerous stakeholders and processes possibly involved in
managing spare parts and the various processes that interact with each other.
Any organisation willing to initiate a spare parts management exercise can
benefit from this framework and recognise activities to focus on, related time
horizons and process owners.

4. The suggested methodology for classifying spare parts into 12 groups using
AHP methodology provides a systematic approach to managing large number

of spare parts. Having a limited number of groups based on carefully chosen
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characteristics not only helps in handling a complex spare parts portfolio, but
also helps in identifying similarities and predict managing strategies for new
spare parts. Whenever a new spare part is included in the portfolio, with no
previous demand data whatsoever, hypotheses can be generated based on the
AHP analysis and the already existing groups. Based on the first few demand
instances, the hypotheses can be verified. Therefore, the classification
methodology proposed also provides a robust and data-backed starting point
for a new spare part.

5. Even though it could prove to be more beneficial to divide parts based on the
product in which they are used (to define criticality better), but reducing
lumpiness benefits the system much more than the disintegration of the part
into part per product. Martin et al. (2010) explained how product design and
selection decisions primarily influence spare parts demand and that part
standardisation can assist demand aggregation and therefore mitigate
lumpiness®®. This feature has been suggested during the AHP analysis so that
practitioners can benefit from parts that are inter-changeable and focus has
been to utilising the features of a part irrespective of which product or
machine it originally belongs to.

6. The Verma-Leisten model offers an industry-independent tool that provides
guidance to carry out preventive maintenance by suggesting the inventory
model that makes sure that all the parts in a group reach the pre-defined
realistic target service level at minimum total costs. The total cost in this case
Is measured as the sum of the ordering, inventory holding and unit costs. This
way, replenishment contracts with suppliers can be renegotiated to make sure
that parts are ordered in correct amounts when needed. This is an effort to

reach closer to the utopia of ‘no inventory’ and a ‘happy customer’.

138 Martin et al. (2010), p. 233.

109



Conclusions

Similar to every research work, there are limitations to this study as well. These

limitations are listed as follows:

1. The activity of scoring and rating each spare part to define part criticality can
be exhausting. It is a long process considering that, on an average, an
organisation handles thousands of spare parts. Assessing each one separately
can prove to be a daunting task and can require days of work to receive an
approval from all the relevant stakeholders to be categorised correctly.

2. Although efforts have been made to make sure that classification criteria used
for AHP analysis are sufficient such that all the spare parts are duly classified,
it is still possible that some part does not satisfy any of the criteria. Such parts
have been considered out of scope for this research. However, these special
parts can be treated as exception cases and should be dealt with carefully.
Some examples can be dangerous goods, parts with gradient prices, parts with
high seasonality, marketing efforts leading to unnatural demand etc. Also
parts that are difficult to specify in terms of number of units, for example
cables, chains, foils and glass can also prove to be a challenge for the
classification technique proposed.

3. The Verma-Leisten model has been built for a single echelon system. This
means that as soon as the inventory system starts growing and more
warehouses are added, the model starts getting complicated. Even though each
warehouse can then carry out its own simulation optimization, but the AHP
for VED analysis will stay the same for all the warehouses.

4. The computation times might prove to be a hindrance. Currently, for 10 spare
parts with low demand usage (<30 units per time unit), the computation time
Is ~2 hours. This can be reduced by using computers with stronger processors.
Though as the number of parts in each group increases, the computation time

also increases, sometimes even at an exponential rate. The usage of 52 weeks
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of demand data might also raise questions since the seasonality affect is
completely ignored this way.

5. Even though it has been stated that new parts with no previous demand data
can also be analysed using AHP analysis results for parts with similar
characteristics, it can still prove to be a challenge. There are cases where new
parts are completely different from the parts already existing in the portfolio
and therefore, sufficient demand data needs to be collected for such parts such

parts before AHP analysis followed by simulation optimisation model.

During the course of this study, many interesting scopes for future work have

been identified. Some of them are listed below:

1. The model can be expanded for multi-echelon systems. The storage locations
in an echelon can determine its own, best functioning inventory policy for
each spare part and this can be used as a demand function for the warehouse
in the higher echelon. This way, the inventory policies in each warehouse will
influence that of each interacting warehouses. The lower echelons facing the
customer will receive the highest variations and irregularities in demand
whereas the upper echelons, in most cases, will receive a ‘smoothened’
demand pattern from the lower echelons because of the implemented
inventory management policies. On the other hand, bullwhip effect results in
higher echelons storing more units of parts as compared to lower echelons
resulting in higher inventory holding costs and eventually scrapping costs.

2. It can be observed that while optimal inventory policy has been assigned to
each group based on the minimum sum of the total cost across all the parts
where the target service level has been achieved, there are cases where a part
(or a set of parts) have a different best inventory policy as compared to the
group it belongs to. This property can be utilized to, as a suggestion,
classifying parts based on their individual ‘best’ inventory policy, resulting in
this case 6 groups. This does not consider the properties of a part to classify it,
rather the best performing inventory policy. Therefore, target service levels
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would have to be defined at a part level and the VVerma-Leisten model would
have to be run first and based on the results, part classification follows.

3. Integration of a repair center can make the model interesting. It results in a
closed loop structure of the supply chain and is therefore closer to real-life
situations. Additional information regarding the repair time for each part,
degree of damage of a part, repair costs etc. would be required, which in most
cases are difficult to pre-determine. Similar to many research studies, the
repair time can be assumed to be normally distributed and repair costs can be
assumed to be proportional to the part unit costs. Such added conditions can
add complexities to the model but they would certainly enrich the study.

The above mentioned limitations and scope can form a basis for future work. It would
be interesting to see how spare parts management evolves especially in light of
Industry 4.0.

112



References

Bibliography

Adan 1JBF, Sleptchenko A, van Houtum GJ (2006). Reducing Costs of Spare Parts
Supply Systems via Static Priorities, Asia Pacific Journal Operations Research, Vol
260(4), 559-585

Adhitya A, Srinivasan R (2010). Dynamic Simulation and Decision Support for
Multisite Specialty Chemicals Supply Chain, Industrial and Engineering Chemistry
Research Vol 49(20), 9917-9931

Aisyati A, Jauhari WA, Rosyidi CN (2013). Determination Inventory Level for
Aircraft Spare Parts Using Continuous Review Model, International Journal of

Business Researcg and Management, Vol 4(1), 1-12

Agrawal V, Seshadri S (2000). Distribution Free Bounds for Service Constrained
(Q,R) Inventory Systems. Naval Research Logistics Vol 47(8), 635656

Amaran S, Sahinidis NV, Sharda B, Bury SJ (2016). Simulation optimization: a
review of algorithms and applications, Annals of Operations Research, Vol 240(1),
351-380

Andersson H, Axsaeter S, Joensson H (1981). Hierarchical Material Requirements

Planning, International Journal of Production Research, Vol 19(1), 45-57

Anthony RN (1965). Planning and Control Systems: A framework for Analysis,

Boston, Division of Research, Graduate School of Business Administration

Arts JJ (2013). Spare Parts Planning and Control for Maintenance Operations,
Eindhoven: Technische Universiteit Eindhoven DOI: 10.6100/IR760116

Arts JJ, Basten R, van Houtum GJ (2014). Optimal and Heuristic Repairable Stocking
and Expediting in a Fluctuating Demand Environment, Beta Working Paper Series
446 NUR 806 Eindhoven: Technische Universiteit Eindhoven, 1-40

Xl



References

Axsaeter S, Joensson H (1984). Aggregation and Disaggregation in Hierarchical
Production Planning, European Journal of Operational Research, Vol 17(3), 338-350

Axsaeter S, Marklund J (2010). Decision Sciences, Encyclopedia of Library and

Information Sciences, Edition 3, 1450

Bacchetti A (2010). Spare Pare Parts Planning in Durable Goods Industry : Bridging
the Gap between Theory and Practice, Ph.D thesis University Brescia Italy, 1-162

Bacchetti A, Plebani F, Saccani N, Syntetos AA (2013). Empirically-driven
Hierarchical Classification of Stock Keeping Units, International Journal of
Production Economics, Vol 143(2), 263-274

Bacchetti A, Saccani N (2010). Challenges in Managing Spare Parts for Durable
Goods: An Empirical Study, Conference Paper, International Annual EurOMA

Conference, Porto, 1-26

Bacchetti A, Saccani N (2012). Spare Parts Classification and Demand Forecasting
for Stock Control: Investigating the Gap between Research and Practice, Omega, Vol
40(6), 722-737

Badillo I, Tejeida R, Morales O, Flores M (2011). Supply Chain Management from a
Systems Science Perspective, Supply Chain Management - New Perspectives, Prof.
Sanda Renko (Ed.), ISBN:978-953-307-633-1, 1-27

Banks J, Buckley S, Jain S, Lendermann P (2002). Panel Session: Opportunities for
Simulation in Supply Chain Management, Proceedings of the 2002 Winter Simulation
Conference, 1652-1658

Bartezzaghi E, Verganti R, Zotteri G (1999). Simulation Framework for Forecasting
Uncertain Lumpy Demand, International Journal of Production Economics, Vol
59(1), 499-510

Basten, RJI, Arts JJ (2017). Fleet readiness: Stocking spare parts and high-tech
assets, I1ISE Transactions, 49:4, 429-441, DOI: 10.1080/0740817X.2016.1243281

Xl



References

Behfard SMC, Van Der Heijden A, Hanbali A, Zijm WHM (2015). Last Time Buy
and Repair Decisions for Spare Parts, European Journal of Operational Research,
Vol 244(2), 498-510

Bitran GR, Hax AC (1977). On the Design of Hierarchical Production Planning
Systems, Decision Sciences, Vol 8(1), 28-55

Bitran GR, Tirupati D (1993). Hierarchical Production Planning, Handbooks in

Operations Research and Management Science, Vol 4, 523-568

Boone AC, Craighhead CW, Hanna JB (2008). Critical challenges of inventory
management in service parts supply: A Delphi Study, Operations Management
Research, Vol 1, 31-39

Botter R, Fortuin L (2000). Stocking Strategy for Service Parts — a Case Study,
International Journal of Operations & Production Management, Vol 20(6), 656674

Boylan J, Syntetos AA (2008). Forecasting and Inventory Management of Service
Parts, In: Complex System Maintenance Handbook. Springer Series in Reliability

Engineering, Springer London, 479-506

Boylan J, Syntetos AA, Karakostas GC (2006). Classification for forecasting and
stock-control: A case study, Journal of the Operations Research Society, Vol 59, 473
— 481

Boysen N, Emde S, Hoeck M, Kauderer M (2015). Part Logistics in the Automotive
Industry: Decision Problems, Literature Review and Research Agenda, European
Journal of Operational Research, Vol 242(1), 107-120

Braglia M, Grassi A, Montanari R (2004). Multi-Attribute Classification Method for
Spare Parts Inventory Management, Journal of Quality in Maintenance Engineering,
Vol 10(1), 55-65

Bundchuh RG, Dezvane TM (2003). How to make after sale services pay off,
McKinsey Quaterly 4(4), 116-128

XV



References

Cachon GP, Lariviere MA (1999). Capacity Choice and Allocation: Strategic
Behavior and Supply Chain Performance, Management Science, Vol 45(8), 1091—
1108

Cachon GP, Netessine S (2003). Game Theory in Supply Chain Analysis, In D
Simchi-Levi, SD Wu, ZM Shen , eds. Suppl Supply Chain Analysis in the eBusiness

Era, Kluwer Academic Publishers, Amsterdam, The Netherlands, 1-46

Candas MF, Kutanoglu E (2007). Benefits of Considering Inventory in Service Parts
Logistics Network Design Problems with Time-Based Service Constraints, IIE
Transactions, Vol 39(2), 159-176

Cavalieri S, Garetti M, Macchi M, Pinto R (2008). A Decision-Making Framework
for Managing Maintenance Spare Parts, Production Planning & Control, Vol 19(4),
379-396

Celebi D, Bayraktar D, Aykac DSO (2008). Multi Criteria Classification for Spare
Parts Inventory, Proceedings of the 38th International Conference on Computers and
Industrial Engineering, Vol 1(3), 1780-1787

Chen FY, Krass D (2001). Inventory Models with Minimal Service Level
Constraints, European Journal of Operations Research, Vol 134(1), 120-140

Cobbaert K, Van Oudheusden D (1996). Inventory Models for Fast Moving Spare
Parts Subject to Sudden Death Obsolescence, International Journal of Production
Economics, Vol 44(3), 239-248

Cohen MA, Agrawal N, Agrawal V (2006). Winning in the Aftermarket, Harvard
Business Review (May), 129-138

Cohen MA, Zheng YS, Agrawal V (1997). Service Parts Logistics: A Benchmark
Analysis, 11E Transactions, Vol 29(8), 627-639

Croston, JD (1972). Forecasting and Stock Control for Intermittent Demands, Journal
of the Operational Research Society, Vol 23(3), 289-303

XV



References

Dabia S, Talbi EG, Van Woensel T, De Kok T (2011). Approximating Multi-
Objective Time-Dependent Optimization Problems, Beta Working Paper Series 362
NUR 982 Eindhoven: Technische Universiteit Eindhoven, 1-15

Dekker R, Kleijn MJ, de Rooij PJ (1996). A Spare Parts Stocking Policy Based on
Equipment Criticality, International Journal of Production Economics, Vol 56-57,
69-77

Diallo C, Ait-Kadi D, Chelbi A (2009). Integrated Spare Parts Management, In: Ben-
Daya M, Duffuaa S, Raouf A, Knezevic J, Ait-Kadi D (eds) Handbook of Maintenance
Management and Engineering, Springer, London, 191-222

Dickie HF (1951). ABC inventory analysis shoots for dollars not pennies, Factory
Management and Maintenance, Vol 109(7), 92-94

Digiesi S, Mossa G, Rubino S (2014). A Sustainable EOQ Model for Repairable
Spare Parts under Uncertain Demand, IMA Journal of Management Mathematics, Vol
26(2), 185-203

Driessen MA, Arts JJ, Van Houtum GJ, Rustenburg WD, Huisman B (2014).
Maintenance Spare Parts Planning and Control: A Framework for Control and
Agenda for Future Research, The Management of Operations, Vol 5(26), 407426

Driessen MA, Rustenburg WD, Van Houtum GJ, Wiers VCS (2014). Connecting
Inventory Control and Repair Shop Control : A Differentiated Control Structure for
Repairable Spare Parts, Beta Working Paper Series 445 NUR 804 Eindhoven:

Technische Universiteit Eindhoven, 1-11

Driesseen MA, Wiers VCW, Van Houtum GJ, Rustenburg WD (2013). Typology of
Repair Shops for Maintenance Spare Parts, Beta Working Paper Series 427 NUR 804
Eindhoven: Technische Universiteit Eindhoven, 1-16

XVI



References

Duchessi P, Tayi GK, Levy JB (1988). A Conceptual Approach for Managing of
Spare Parts, International Journal of Physical Distribution & Materials Management,
Vol 18(5), 8-15

Dupacova J (1990). Stability and sensitivity analysis for stochastic programming,
Annals of Operations Research, Vol (27), 21-38

Eaves AHC, Kingsman BG (2004). Forecasting for the Ordering and Stock-Holding
of Spare Parts, Journal of the Operational Research Society, Vol 55(4), 431-437

Ernst R, Cohen MA (1990). Operations Related Groups (ORGs): A Clustering
Procedure for Production/inventory Systems. Journal of Operations Management,
Vol 9(4), 574-598

Farris 11, Theodore M, Wittmann MC, Hasty R (2005). Aftermarket Support and the
Supply Chain: Exemplars and Implications from the Aerospace Industry,
International Journal of Physical Distribution & Logistics Management, Vol 35(1),
6-19

Fazlzadeh A, Bagherzadeh F, Mohamadi P (2011). How after-Sales Service Quality
Dimensions Affect Customer Satisfaction, African Journal of Business Management,
Vol 5(17), 7658-7664

Feeney GJ, Sherbrooke CC (1966). The (s-1, s) Inventory policy under Compound
Poisson Demand, Management Science, Vol 12(5), 391 — 411

Finke GR, Schmitt AJ, Singh M (2010). Modeling and Simulating Supply Chain
Risk, Proceedings of the 2010 Winter Simulation Conference, 3472-3481

Fleischmann B, Meyr H, Wagner M (2010). Advanced Planning, In: Stadtler H,
Kilger C, Meyr H, Supply Chain Management and Advanced Planning, 71-95

Fliedner G (2001). Hierarchical Forecasting: Issues and Use Guidelines, Industrial
Management & Data Systems, Vol 101(1), 5-12

XVII



References

Flores BE, Whybark DC (1987). Implementing Multiple Criteria ABC Analysis,
Journal of Operations Management, Vol 7(1-2), 79-85

Fortuin L, Martin H (1999). Control of Service Parts, International Journal of
Operations & Production Management, Vol 19(9), 950-971

Fuller JB, O’Conor J, Rawlinson R (1993). Tailored logistics: the next advantage,
Harvard Business Review, Vol 71(3), 87-98

Gajpal PP, Ganesh LS, Rajendran C (1994). Criticality Analysis of Spare Parts Using
the Analytic Hierarchy Process, International Journal of Production Economics, Vol
35(1-3), 293-297

Gallagher T, Mitchke MD, Rogers MD (2005). Profiting from Spare Parts, The
McKinsey Quaterly, 1-4

Geertjes F (2014). A First Step towards Fully Automated Spare Parts Planning
Systems: An Empirical Study on Ordering Behaviour, Master Thesis, University of

Twente

Gelders LF, Van Looy PM (2015). An Inventory Policy for Slow and Fast Movers in
a Petrochemical Plant: A Case Study, The Journal of the Operational Research
Society, Vol 29(9), 867-874

Ghobbar AA, Friend CH (2002). Sources of Intermittent Demand for Aircraft Spare
Parts within Airline Operations, Journal of Air Transport Management, Vol 8(4),
221-231

Ghodrati B (2011). Efficient Product Support — Optimum and Realistic Spare Parts
Forecasting, In: Tadj L, Ouali MS, Yacout S, Ait-Kadi D, Replacement Models with
Minimal Repair, 225-269

Goepfert I, Schulz MD (2013). Supply Chain Design during the Product Emergence
Process- The Example of the German Car Industry, International Journal of

Engineering, Science and Technology, Vol 5(2), 110-118

XVl



References

Gordon AD, Henderson JT (1977). An Algorithm for Euclidean Sum of Squares
Classification, Biometrics, Vol 33(2), 355-362

Guvenir HA, Erel R (1998). Multicriteria Inventory Classification Using a Genetic
Algorithm, European Journal of Operational Research, Vol 105(1), 29-37

Harrison J, West M (1987). Practical Bayesian Forecasting, The Statistician, Vol 36,
115-125

Hax AC, Golovin JJ (1978). Hierarchical Production Planning Systems, In Studies in

Operations Management, Hax AC (ed.). North Holland-American Elsevier, New York

Hax AC, Meal HC (1973). Hierarchical Integration of Production Planning and
Scheduling, Decision Sciences, Vol 8(1), 28-55

Heinecke G, Syntetos AA, Wang W (2013). Forecasting-Based SKU Classification,
International Journal of Production Economics, Vol 143(2), 455-462

Hennet JC, Arda Y (2008). Supply Chain Coordination : A Game-Theory Approach,
Engineering Applications of Artificial Intelligence, Vol 21, 399-405

Holmqvist M, Pessi K (2004). Process Integration and Web Services: A Case of
Evolutional Development in a Supply Chain, Scandinavian Journal of Information
Systems, Vol 16(1), 117-144

Hopp WJ, Zhang RQ, Spearman ML (1999). An Easily Implementable Hierarchical
Heuristic for a Two-Echelon Spare Parts Distribution System, IIE Transactions, Vol
31,977-988

Howard C, Reijnen I, Marklund J, Tan T (2010). Using Pipeline Information in a
Multi-Echelon Spare Parts Inventory System, Beta Working Paper Series 330 NUR
804 Eindhoven: Technische Universiteit Eindhoven, 1-31

XIX



References

Huiskonen J (2001). Maintenance Spare Parts Logistics: Special Characteristics and
Strategic Choices, International Journal of Production Economics, Vol 71(1-3), 125-
133

Jain S, Workman RW, Collins LM, Ervin EC, Lathrop AP (2001). Development of a
High-Level Supply Chain Simulation Model, Proceedings of the 2001 Winter
Simulation Conference, 1129-1137

Jingjiang G, Zhendong H (2012). A Classification Model for Inventory Management
of Spare Parts and Its Application, Proceedings of the 2012 International Conference
on Industrial Control and Electronics Engineering, 592-595

Julka N, Thirunavukkarasu A, Lendermann P, Gan BP, Schirrmann A, Fromm H,
Wong E (2011). Making Use of Prognostics Health Management Information for
Aerospace Spare Components Logistics Network Optimisation, Computers in
Industry, Vol 62(6), 613-622

Karste F, Basten R (2012). Spare Parts Inventory Pooling: How to Share the
Benefits, Beta Working Paper Series 372 NUR 804 Eindhoven: Technische
Universiteit Eindhoven, 1-43

Kenne JP, Gharbi A, Beit M (2007). Age-Dependent Production Planning and
Maintenance Strategies in Unreliable Manufacturing Systems with Lost Sale,

European Journal of Operational Research, Vol 178, 408-420

Kennedy WJ, Patterson JW, Fredendall LD (2002). An Overview of Recent
Literature on Spare Parts Inventories, International Journal of Production
Economics, Vol 76, 201-215

Khajavi SH, Partanen J, Holmstroem J (2014). Additive Manufacturing in the Spare
Parts Supply Chain, Computers in Industry, Vol 65(1), 50-63

XX



References

Kleber R, Schulz T, Voigt G (2012). Dynamic Buy-Back for Product Recovery in
End-of-Life Spare Parts Procurement, International Journal of Production Research,
Vol 50, 1476-1488

Kostenko AV, Hyndman RJ (2006). A note on the Categorization of Demand
Patterns, Journal of the Operational Research Society, Vol (57), 1256-1257

Kranenburg AA, Van Houtum GJ (2007). Effect of Commonality on Spare Parts
Provisioning Costs for Capital Goods, International Journal of Production
Economics, Vol 108(1-2), 221-227

Krikke H, Pappis CP, Tsoulfas GT, Bloemhof-Ruwaards J (2001). Design Principles
for Closed Loop Supply Chains: Optimizing Economic, Logistic and Environmental
Performance, ERIM Report Series Research in Management, ERS-2001-62-LIS, 1-14

Kujacic M, Bojovic NJ (2004). Organizational Design of Post Corporation Structure
Using Fuzzy Multicriteria Decision Making, Computational & Mathematical

Organization Theory, Vol 9, 5-18

Lee HL, Whang S (1998). Information Sharing in a Supply Chain, Working Paper,
Research Paper Series, Graduate School of Business, Stanford University, 1-16

Lolli F, Ishizaka A, Gamberini Y (2014). New AHP-Based Approaches for Multi-
Criteria Inventory Classification, International Journal of Production Economics, Vol
156, 62-74

Maria A (1007). Introduction to Modeling and Simulation, Proceedings of the 1997
Winter Simulation Conference ed. S. Andradottir, KJ Healy, and BL Nelson, 7-13

Martin H, Syntetos AA, Parodi A, Polychronakis Y, Pintelon L (2010). Integrating
the Spare Parts Supply Chain: An Inter-Disciplinary Account, Journal of
Manufacturing Technology Management, Vol 21(2), 226-245

Matta KF (1985). A Simulation Model for Repairable items/Spare parts Inventory
Systems, Computer & Operations Research, Vol 12(4), 395-409

XXI



References

Meca A, Timmer J (2008). Supply Chain Collaboration, In: Kordic V (ed) Supply
Chain Theory and Applications, I-Tech Education and Publishing, Vienna, Austria,
1-18

Melchiors P, Dekker R, Kleijn M (2000). Inventory Rationing in an (s, Q) inventory
model with two demand classes and lost sales, Journal of the Operational Research
Society, Vol 51(1), 111-122

Meng S(2014). Supply Chain Modeling and Simulation Using Agents, Ph.D Thesis
National University of Singapore, 1-177

Min H, Zhou G (2002). Supply Chain Modeling: Past, Present and Future,
Computers and Industrial Engineering, Vol 43, 231-249

Mirzahosseinian H, Piplani R (2011). A study of Repairable Parts Inventory System
operating under performance-based contract, European Journal of Operational
Research, Vol 214(2), 256-261

Moghaddam KS (2010). Preventive Maintenance and Replacement Scheduling :
Models and Algorithms, Ph.D Thesis University of Louisville, 1-171

Molenaers A, Baets H, Pintelon L, Waeyenbergh G (2012). Criticality Classification
of Spare Parts: A Case Study, International Journal of Production Economics, Vol
140(2), 570-578

Moon S, Simpson A, Hicks C (2013). The development of a classification model for
predicting the performance of forecasting methods for naval spare parts demand,

International Journal of Production Economics, Vol 143(2), 449-454

Morris JR (1975). An Application of the Decomposition Principle To Financial
Decision Models, Journal of Financial & Quantitative Analysis, Vol 10(1), 37-65

Muckstadt JA (1973). A Model for a Multi-ltem, Multi-Echelon, Multi-Indenture
Inventory System, Management Science, Vol 20(4), 472-481

XXI



References

Muckstadt JA (1980). Comparitive Adequacy of Steady-State Versus Dynamic
Models for Calculatng Stockage Requirements, The Rand Corporation, R-2636-AF

Murthy DNP, Solem O, Roren T (2004). Product Warranty Logistics: Issues and
Challenges, European Journal of Operational Research, Vol 156, 110-126

Nagarajan M (2006). Game-Theoretic Analysis of Cooperation among Supply Chain
Agents : Review and Extensions, Working Paper IOM 04-06, Marshall Research

Paper Series, University of Southern California, 1-37

Nenes G, Panagiotidou S, Tagaras G (2010). Inventory Management of Multiple
Items with Irregular Demand: A Case Study, European Journal of Operational
Research, Vol 205(2), 313-324

Ng ICL, Maull R, Yip N (2009). Outcome-based contracts as a driver for a system
thinking and service-dominant logic in service science: evidence from the defence

industry, European Management Journal, Vol 27(6), 377-387

Nguyen TPK, Yeung TG, Castanier B (2013). Optimal Maintenance and
Replacement Decisions under Technological Change with Consideration of Spare

Parts Inventories, International Journal of Production Economics, Vol 143, 472477

Olhager J (2012). The Role of Decoupling Points in Value Chain Management, In:
Jodlbauer H, ed. First International Conference on Value Chain Management,
Springer, 37-47

Oracle (2006). The Bayesian Approach to Forecasting, Manual, Oracle White Paper,

http://www.oraclewhitepapers.com, November 13, 2008, 1-6

Oracle Value Chain Planning, Service Parts Planning (2014), Oracle Data Sheet,
http://www.oracle.com/us/products/applications/056857.pdf

Partovi FY, Burton J (1993). Using the Analytic Hierarchy Process for ABC
Analysis, International Journal of Operations and Production Management, Vol
13(9), 29-44

XX



References

Pawellek G  (2013). Integrierte Instandhaltung und Ersatzteillogistik-
Vorgehensweisen, Methoden, Tools, Berlin, Springer-Verlag

Persson F, Saccani N (2007). Managing the after Sales Logistic Network - A
Simulation Study of a Spare Parts Supply Chain, IFIP International Federation for
Information Processing, Vol 246, 313-320

Persson F, Saccani N (2009). Managing the After-Sales Logistic Network — a
Simulation Study, Production Planning & Control, Vol 20(2), 125-134

Petrovic D, Petrovic R (1992). SPARTA II: Further Development in an Expert
System for Advising on Stocks of Spare Parts, International Journal of Production
Economics, Vol 24, 291-300

Pfohl HC, Ester B (1999). Benchmarking for Spare Parts Logistics, Benchmarking:
An International Journal, Vol 6(1), 22-45

Pinder A, Dutta S (2011). Service Parts Logistics 2011, Aberdeen Group, 1-26

Porras E, Dekker R (2008). An Inventory Control System for Spare Parts at a
Refinery: An Empirical Comparison of Different Re-Order Point Methods, European
Journal of Operational Research, Vol 184, 101-132

Rego JR, Mesquita MA (2015). Demand Forecasting and Inventory Control: A
Simulation Study on Automotive Spare Parts, International Journal of Production
Economics, Vol 161, 1-16

Roda I, Macchi M, Fumagalli L, Viveros P (2014). A Review of Multi-Criteria
Classification of Spare Parts, Journal of Manufacturing Technology Management,
Vol 25(4), 528-549

Roeloffzen MWH (2007). Trade-off between Service and Inventory Costs:
Rationalizing Safety Stock Settings within NXP Semiconductors, Philips and
University of Twente , http://essay.utwente.nl/58169/, 1-97

XXIV


http://essay.utwente.nl/58169/

References

Rossetti M, Achlerkar A (2004). A Constrained Clustering Algorithm for Spare Parts
Segmentation, Proceedings of the 2004 Industrial Engineering Research Conference,
R King, B Normal (eds.), Houston, TX, 1-6

Ruehl F, Freudenreich T, Berbner U, Ottemoeller O, Freidrich H, Boltze M (2013).
Production, Logistics and Traffic: A Systematic Approach To Understand
Interactions, 13" WCTR July 15-18, 2013, Brazil, 1-19

Rustenburg WD, Van Houtum GJ, Zijm WHM (2001). Spare Parts Management at
Complex Technology-Based Organizations: An Agenda for Research, International
Journal of Production Economics, Vol 71(1-3), 177-193

Saaty, TL (1990). How to make a decision: The Analytic Hierarchy Process,

European Journal of Operations Research, Vol 48, 9-26

Sarker R, Haque A (2000). Optimization of Maintenance and Spare Provisioning
Policy Using Simulation, Applied Mathematical Modelling, Vol 24(10), 751-760

Sbrana G, Silvestrini A (2013). Forecasting Aggregate Demand: Analytical
Comparison of Top-down and Bottom-up Approaches in a Multivariate Exponential
Smoothing Framework, International Journal of Production Economics, Vol 146,
185-198

Schneeweiss CA (2003). Distributed decision making, Springer-Verlag, Berlin

Schneeweiss CA, Schroeder H (1992). Planning and Scheduling the Repair Shops of
the Deutsche Lufthansa AG: A Hierarchical Approach, Production and Operations
Management, Vol 1(1), 22-33

Schuh G, Wienholdt H (2011). Advances in Sustainable Manufacturing, Proceedings
of the 8th Global Conference on Sustainable Manufacturing, G Seliger et al. (eds.),
Springer-Verlag, 37-42

Schultz CR (1987). Forecasting and Inventory Control for Sporadic Demand Under
Periodic Review, Journal of the Operational Research Society, Vol 38(5), 453-458

XXV



References

Shangguan Z (2013). Spare Parts Management in Bohai Bay, University of
Stavanger, http://hdl.handle.net/11250/183117, 1-45

Sharaf MA, Helmy HA (2001). A Classification Model for Inventory Management of
Spare Parts, Proceedings of the 7th International Conference on Production,
Industrial Engineering, Design and Control PEDAC, Vol 7, 375-382

Sherbrooke CC (1968). Metric : A Multi-Echelon Technique for Recoverable Item
Control, Operations Research, Vol 16(1), 122-141

Sherbrooke CC (1986). Vari-Metric : Improved Approximations for Multi-Indenture ,
Multi-Echelon Availability Models, Operations Research, Vol 34(2), 311-319

Shlifer E, Wolff RW (1979). Aggregation and Proration in forecasting, Management
Science: Journal of the Institute for Operations Research and the Management
Sciences, Vol 25(6), 594-603

Silver EA (1970). Some ideas related to the Inventory Control of items having Erratic
Demand Patterns, Journal of the Canadian Operations Research Society, Vol 8, 87—
100

Silver EA, Pyke DF, Peterson R (1998). Inventory Management and Production
Planning and Scheduling, Third Edition, John Wiley & Sons

Smets LPM, Van Houtum GJ, Langerak F (2010). Design for Availability : Creating
Value for Manufacturers and Customers, Beta Working Paper Series 316 NUR 804
Eindhoven: Technische Universiteit Eindhoven, 1-32

Smith M, Babai MZ (2011). A Review of Bootstrapping for Spare Parts Forecasting,
In N. Altay and L. A. Litteral (eds.), Service Parts Management, Springer-Verlag
London Limited, 125-141

Stadtler H (2005). Supply Chain Management and Advanced Planning - Basics,
Overview and Challenges, European Journal of Operational Research, Vol 163, 575—
588

XXVI



References

Stadtler H, Kilger C (2005). Supply Chain Management and Advanced Planning,
Third Edition, Springer Berlin, http://link.springer.com/content/pdf/10.1007/978-3-
540-74512-9.pdf

Steven M, Richter A (2010). Hierarchical Planning for Industrial Product Service
Systems, Proceedings of the 2nd CIRP IPS2 Conference, Linkdping, Sweden, 151-
157

Stoll J, Kopf R, Schneider J, Lanza G (2015). Criticality Analysis of Spare Parts
Management: A Multi-Criteria Classification Regarding a Cross-Plant Central
Warehouse Strategy, Production Engineering, Vol 9(2), 225-235

Strasheim JJ (1992). Demand Forecasting for Motor Vehicle Spare Parts, A Journal
of Industrial Engineering, Vol 6(2), 18-29

Strijbosch LWG, Heuts RMJ, Van der Schoot EHM (2000). A Combined Forecast-
Inventory Control procedure for Spare Parts, Journal of the Operational Research
Society, Vol 51, 1184-1192

Sureshchandar GS, Leisten R (2006). A Framework for Evaluating the Criticality of
Software Metrics: An Analytic Hierarchy Process (AHP) Approach, Measuring
Business Excellence, Vol 10(4), 22-33

Syntetos AA, Boylan JE (2001). On the Bias of Information Estimates, International
Journal of Production Economics, Vol 71, 457-466

Syntetos AA, Boylan JE (2005). The Accuracy of Intermittent Demand Estimates,

International Journal of Forecasting, Vol 21, 303-314

Syntetos AA, Boylan JE, Croston JD (2005). On the Categorization of Demand
Patterns, The Journal of the Operational Research Society, Vol 56(5), 495-503

Syntetos AA, Nikolopoulos K, Boylan JE, Fildes R, Goodwin P (2009). The Effects
of Integrating Management Judgement into Intermittent Demand Forecasts,

International Journal of Production Economics, Vol 118, 72-81

XXVII



References

Syntetos AA, Keyes M, Babai MZ (2009). Demand Categorisation in a European
Spare Parts Logistics Network, International Journal or Operations & Production
Management, Vol 29(3), 292-316

Tadj L, Ouali MS (2011). Replacement Models with Minimal Repair, New York:
Springer

Tao N, Wen S (2009). Simulation of a Closed Loop Multi-Echelon Repairable
Inventory System, Proceedings of the 16" International Conference on Management

Science and Engineering, 663-668

Teunter RH, Babai MZ, Syntetos AA (2010). ABC Classification: Service Levels and
Inventory Costs, Production and Operations Management, Vol 19(3), 343-352

Teunter RH, Syntetos AA, Babai MZ (2011). Intermittent Demand: Linking
Forecasting to Inventory Obsolescence, European Journal of Operational Research,
Vol 214, 606-615

Thonemann UW, Brown AO, Hausman WH (2002). Easy Quantification of Improved
Spare Parts Inventory Policies, Management Science, Vol 48(9), 1213-1225

Tiemessen HGH, Fleischmann M, Van Houtum GJ, Van Nunen JAEE, Pratsini E
(2013). Dynamic Demand Fulfillment in Spare Parts Networks with Multiple
Customer Classes, European Journal of Operational Research, Vol 228, 367-380

Tiemessen HGH, Van Houtum GJ (2010). Reducing Costs of Repairable Spare Parts
Supply Systems via Dynamic Scheduling, Beta Working Paper Series 329 NUR 804

Eindhoven: Technische Universiteit Eindhoven, 1-22

Topan E, Bayindir ZP, Tan T (2010). Heuristics for Multi-ltem Two-Echelon Spare
Parts Inventory Control Problem with Batch Ordering in the Central Warehouse, Beta
Working Paper Series 321 NUR 804 Eindhoven: Technische Universiteit Eindhoven,
1-44

XXVII



References

Van der Heijden MC, Diks EB, De Kok AG (1997). Stock Allocation in General
Multi-Echelon Distribution Systems with (R, S) Order-up-to-Policies, International
Journal of Production Economics, Vol 49(2), 157-174

Van Haperen TH (2013). Introducing Item Criticality at a Service Company such as
Nederlands Loodswezen BV to Determine Inventory and Warehouse Policies for

Spare Parts, Master Thesis, School of Industrial Engineering TUE

Veinott AN (2001). Lectures in Supply-Chain Optimization, Stanford University,
Stanford CA

Wagner HM (2002). And Then There Were None, Operations Research, Vol 50,
217-226

Wagner AM, Eisingerich AB (2012). A Strategic Framework for Spare Parts
Logistics, California Management Review, Vol 54(4), 69-92

Wang CX, Webster S (2007). Channel Coordination for a Supply Chain with a Risk-
Neutral Manufacturer and a Loss-Averse Retailer, Decision Sciences, Vol 38(3), 361
389

Wang NC, Kang R (2007). Analyzing of Spares Inventory Management Policy Based
on the Analytic Hierarchy Process, In: ESREL2007 (Risk Reliability and Societal
Safety), Stavanger, Vol 2, 2037-2043

Wang W (2012). A Stochastic Model for Joint Spare Parts Inventory and Planned
Maintenance Optimisation, European Journal of Operational Research, Vol 216,
127-139

Wang Y, Wang R, Lu Y (2009). Research on Aircraft Two-Level Maintenance
Process Model and the Simulation Framework, Proceedings of the 8th International
Conference on Reliability, Maintainability and Safety, ICRMS, 658-661

XXIX



References

Wernz C, Deshmukh A (2010). Multiscale Decision-Making: Bridging
Organizational Scales in Systems with Distributed Decision-Makers, Journal of
Operational Research, Vol 202, 828-840

Widiarta H, Viswanathan S, Piplani R (2008). Forecasting item-level demands: an
analytical evaluation of top-down versus bottom-up forecasting in a production-

planning framework, IMA Journal of Management Mathematics, Vol 19(2), 207-218

Willemain TR, Smart CN, Schockor JH, DeSautels PA (1994). Forecasting
intermittent demand in manufacturing: a comparative evaluation of Croston’s

method, International Journal of Forecasting, Vol 10, 529-538

Willemain TR, Smart CN, Schwarz HF (2004). A New Approach to Forecasting
Intermittent Demand for Service Parts Inventories, International Journal of
Forecasting, Vol 20(3), 375-387

Williams TM (1984). Stock Control with Sporadic and Slow-Moving Demand, The
Journal of the Operational Research Society, Vol 35(10), 939-948

Winter RE (1990). A Database Approach to Hierarchical Materials Planning,

International Journal of Operations & Production Management, Vol 10(2), 62—83

Xiaomei L, Zhaofang M, Ershi Q (2009). Study on Global Logistics Integrative
System and Key Technologies of Chinese Automobile Industry, Proceedings of the
International Conference on Management and Service Science, MASS 2009, Wuhan
China, 1-4

Xiong Q (2013). Stochastic Discrete-Time Model and Simulation of Inventory
Management System, Research Journal of Applied Sciences, Engineering and
Technology, Vol 6(21), 3974-3977

Yamashina H (1989). The Service Parts Control Problem, Engineering Costs and
Production Economics, Vol 16, 195-208

XXX



References

Zabawa J, Mielczarek B (2003). Tools of Monte Carlo Simulation in Inventory
Management Problems, Proceedings of the 21st European Conference on Modelling

and Simulation, Prague, Vol 1, 56-61

Zanoni S, Ferretti I, Zavanella L (2005). Multi Echelon Spare Parts Inventory
Optimisation: A Simulative Study, Proceedings of the 19th European Conference on
Modelling and Simulation, 409-414

Zheng YS, Federgruen A (1991). Finding optimal (s,S) policies is about as simple as
evaluating a single policy, Operations Research, Vol 39(4), 654-665

Zotteri G, Kalchschmidt M, Caniato F (2005). The Impact of Aggregation Level on
Forecasting Performance, International Journal of Production Economics, Vol 93-94,
479-491

XXXI



List of Annexures

List of annexures

5I1531IEIEYD
Ja||ddng

X

adesn
[enuuy /
uapdwnsuogy

Aiqeaieday ale) anje

X

apha ay
Jo adels

51507
Suiploy

MBIAY 81N1eIaIT -UoIeIlISSe|) SUed aJeds T ainxauuy

anjen
/51503 3un

X
X X
X
x
X
X
X
x
X
X X
X
X
X X
x
:c_HMM_MM“Euﬂm aney e Aepuass3)
ba:
{ kpupads aauanbasuol Ajjjeuopang

xox® oM ox X X

awp pea  Ay|qeInpsgns AljjEuowway

Aieuad
na ol

waned
puewag

AEan

(BT SWEIIM
-(P10Z) s3luaan
L(ET07) uen§Fueys
(£00T) 4301
(600T) "2 1@ 9|jEg
(0T0Z) "|e 39 Jaunay
(TT0Z)ERIayoy pue 1assoy
(TT0Z) p(oyuaip pue ynyas
(T00T) Awlay pue Jeseys
(FT0Z) 1832 |10
(E66T) uoung pue pwoweg
(Z66T) 21M0J13d PUE JJA0J13g
(BT HIeqhuy ) pue sauo|
(z10Z) "| 12 s1aeuajopy
(£007) Buey pue Suep
(G00Z) IUEIIES PUE UOSSIa
(sT0T) |2 1@ IS
(800Z) |2 13 13| RAED
(eT0Z) vasadey uep
(FTOT) |B 12 epoy
(Z10T) Suopuayz pue Bue|[Bu)r
(gooz) " =18 1gajEn
(t00z) || 12 BYFR4g
(BEGT) "|B 1@ |5534anQ
(E66T) "I 39 Jajng
(#66T) |8 30 |edleg
(T007) uauaysiny
(ET0Z) |8 1@ aypau|ay
(ET0Z) '|e 3@ mayaseg

aimesan
5403E21pUY|

XXXII



List of Annexures

150 Total Cost vs. Service Level

160 o (50Q) (1,Q) (T,5,5)

140 (5-1,5) e (T,5) o (9

120

100

o]
o

D
o

Total Costs (thousand €)

S
o

N
o
©
©

8 ¢
(T, Q)

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Service Level

Annexure 2: Sensitivity analysis graph for lumpy-vital group — an illustrative example

The Verma-Leisten model has been run and results have been evaluated for all the 12
groups. The above graph depicts the results for each model run through varying target
service levels ranging from 10% to 100% for the lumpy-vital group. The resulting
total costs are plotted on the graph and the best fit exponential curve has been
generated using the Microsoft Excel feature for formatting a trendline. Several
options like linear, logarithmic, polynomial etc. were evaluated and subsequently
exponential was chosen due to its best performance with respect to the R? value of the
trendline for all the series. As depicted on the graph, the (T,s,S) model returns the
lowest total costs for all target service levels ranging from 68% to 100%. This implies
that for achieving the same target service level, implementing the (T,Q) inventory
policy will incur higher cost as compared to the other inventory policies whereas the

(T,s,S) can achieve the same target service level at lower costs as compared to the
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other 5 inventory policies. The total cost variance between the two extremes - (T,s,S)
and (T,Q) inventory policies continues to increase as one moves from the 68% target

service level to the 100% mark.

The graph shows that at the 68% target service level mark, there is a cut-off point.
This implies that the (T,s,S) policy is not the ‘best” solution for all the cases. It is now
the (T,Q) inventory policy that returns the lowest costs for target service levels lower
that 68%. This clearly explains why organisations that use (T,Q) policies for
managing spare parts often achieve low service levels, since the lumpy-vital nature of
spare parts (in this example) can be managed effectively with the (T,s,S) policy to

achieve high service levels.

Such a sensitivity analysis is easy to carry out for each group with the Verma-Leisten
model. Not only can the resulting data be plotted easily, but the graph shows in a
single glance which inventory policy to use for the target service level needs. The
graph also clearly depicts how sensitive the best inventory policy is, which means to

which extent in what range does the best solution hold.
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