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MANAGEMENT SUMMARY

We conduct this research at Shell Chemicals Europe, specifically at the production site Energy
and Chemicals Park Rotterdam. We focus on optimizing the production, transportation, and
sales process for a single production unit located at the very end of a value chain.

Problem Definition

Each month, Shell decides the production volumes for that month based on the expected de-
mand and a larger global optimization. The supply team is then responsible for meeting the
production volume. Production is a heavily constrained process due to factors such as lim-
ited tank storage, barge transportation, and product quality control. Mistakes in the planning
process that lead to demurrage, production downtime or missing orders are extremely costly.
Inventory management is key in avoiding these costs; high inventory reduces the risk of on-site
demurrage or missing orders, but increases the risk of production downtime or off-site demur-
rage as well as increasing inventory costs. In this research, we aim to develop a method for
the optimization of the entire month’s production schedule, including transportation and order
fulfillment with the goal of minimizing inventory and transportation costs.

Solution Methodology

We explore options for the optimization approach. Shell must be able to implement the op-
timization within their current ways of working, meaning that it must be possible to integrate
within the software they use. It also has to be easily maintainable and adaptable to changing
contexts. Ideally, the optimization method should also allow for extension to other production
units. As this is the first time a scientific optimization of the scheduling process takes place, we
would also like to use a methodology that can guarantee optimality. We decide on using mathe-
matical programming in the form of a mixed integer linear program (MIP). MIP allows us to fully
express the system behavior, is easily maintainable and implementable within Shell’s software,
and depending on the modelling can be extended to other production units. The downside of
a MIP approach is the risk of extremely long runtimes and general difficulty of scaling to larger
problem instances.

Modelling

The petrochemical context leads to modelling in the field of process systems engineering, al-
lowing us to more easily deal with continuous production of a liquid chemical in a system where
jobs are not explicitly defined. As is done in the wider petrochemical industry, we use the
Resource-Task Network model, which allows us to model all constraints in the system at a high
level of detail. As there is still a risk of high runtimes, we also explore three simplifications of
the fully detailed model. One where we remove waste product from the model, one where we
remove the option of moving product around on-site, and one where we rewrite constraints to
remove auxiliary variables from the model. In the experimentation, we determine the impact on
performance of these simplification.



Results

The full model does indeed run into issues on scalability, and given a runtime of 2 hours, is only
able to generate solutions for a 7 day schedule as opposed to the desired 31 days. Extending
the runtime does allow for larger schedules, but the runtime increases exponentially. We have
the full model performance for a 14 day schedule, taking around 68 hours to generate, and
compare this to the schedule made by a human supply planner. We take historic data as input,
and find that the model on average has an objective value around 4.2% lower than that of the
supple planner. This would correspond to yearly savings of around €60,000. However, we note
that the model does not take into account all factors that a supply planner does, mostly to do
with interactions in limited resources shared with other production units. For example, a supply
planner may adjust production based on maintenance preferences from the operators or the
barge scheduling based on limited jetty availability.

When it comes to the simplifications, we find that they scale better than the full model. As
a result, they are able to find solutions with lower objective values given a limited runtime. The
model including all three simplifications has an average integrality gap of 3% when generating
a schedule for 6 days, whereas the full model has an average integrality gap of 6%. Interesting
to note is that although the simplifications allow for less flexible scheduling, they still perform
well in terms of objective value. This implies that the level of detail in the models may not be
required. For example, the model that does not incorporate the waste product instead uses a
minimum batch size constraint. This is a heuristic commonly used by supply planners to gen-
erate schedules, and does not seem to negatively impact performance on objective function.
Although these simplifications improve performance, they do not achieve the desired level of
scalability to allow for 31 day schedules to be generated within a reasonable amount of time.

Conclusions and Recommendations

The general conclusion is that the level of detail within the models is too high and negatively
impacts scalability. The system appears to be largely feasibility driven, and making simplifica-
tions through the use of planning heuristics appears to be a beneficial tool. We recommend
reconstructing the model through the use of these heuristics to greatly reduce the number of
decision variables and overall complexity. This should allow for the generation of near optimal
schedules within reasonable runtimes.

Overall, the full model does construct feasible solutions and accurately reflects the system. Al-
though its use in generating schedules on a regular basis is limited by its runtime, it can be used
to evaluate the impact of changes in the system. It should effectively allow us to simulate the
impact of increasing tank sizes, adding or removing products and other changes that may be of
interest to Shell. By analyzing the impact on the values of the objective function given different
parameters, we should be able to conclude if certain investments would pay off in the long term.

We find that a Resource-Task Network allows us to express the behavior of a petrochemical
production process, but is unable to be scaled to the desired level. The formulation leads to
redundant auxiliary variables that increase the runtime, and we advise a critical approach in the
necessity of each variable as well as the overall necessity for Resource-Task Network formula-
tions.
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1 INTRODUCTION

We conduct this research at Shell Chemicals Europe as part of the master graduation assign-
ment of the Industrial Engineering and Management educational master’s degree program at
the University of Twente. We start this chapter by introducing Shell Chemicals Europe in Sec-
tion 1.1, then describe the research motivation in Section 1.2, elaborate on the research design
in Section 1.3 and finally present the research questions in Section 1.4.

1.1 About Shell Chemicals Europe b.v.

1.1.1  Shell Chemicals Europe b.v.

Shell Chemicals Europe b.v. (SCE) has been supplying business and industry with petrochem-
icals for over 90 years. They manufacture and supply a wide portfolio of bulk chemicals in the
European, Middle Eastern, and African region, where they are then used for a wide range of ap-
plications such as making healthcare products, textiles, furniture, cleaning supplies, and much
more. SCE is positioned at the end of a long integrated value chain managed by the larger
Shell plc, in which crude oil is supplied to refineries such as the Energy and Chemicals Park
Rotterdam in Pernis. Here, refinery and cracking operations transform the crude oil into a wide
range of products, including petrochemicals. Conversion to the chemical products is one of the
very last steps in the entire chain and makes up a relatively small volume of product flowing
through the refinery. However, it is vital for SCE to keep their production units running, as dif-
ferent links further up in the chain rely on SCE to use the product they produce. If SCE does
not use these products, storage tanks in the chain fill up and cause production to be halted as
a result. Depending on the units affected, these costs can go up to millions of Euros per day.

The SCE portfolio consists of 19 different product families, each with unique supply chain chal-
lenges and production processes. We conduct this research within one of these product fami-
lies, which has a total production quantity in the order of magnitude of 100 metric kilotons per
year. Within this product family there are a multitude of different liquid products, referred to as
‘grades’, that are be made from the same general set of raw materials, referred to as ‘feed-
stock’. The product family has several production units, each capable of producing a unique
set of grades. Decisions about production quantities and scheduling for these units and their
respective grades are made on a monthly basis. Figure 1.1 gives an impression of what a pro-
duction unit looks like, as well as the tanks that are used to store the finished products.

1.1.2 Production Process

Each month, production quantities are decided while both the exact demand and price of these
products is uncertain. An agreement, called the handshake, is made on how much of each
grade is to be produced and sold. This handshake is proposed by an optimization based on
expected demand, profit margins, as well as inventory levels and production capacity. The sup-
ply team then decides how to schedule the production of these products within that month; this



Figure 1.1: Example of petrochemical production unit and storage tanks

entails the day-to-day scheduling. Here, there are many complicating factors that influence the
feasibility of the production schedule, which include transportation and customer pick-ups. This
project is carried out within the supply team and focuses on this day-to-day scheduling based
on the handshake production figures.

The single most crucial aspect of scheduling is the management of inventory. Product is liquid
and stored in dedicated tanks. The empty space in a tank, referred to as ‘ullage’, indicates how
much volume can still be deposited into the tank before it is full. If there is not enough ullage
in a tank, production must be halted. Stopping production leads to significant costs and prob-
lems further upstream in the production process. This stimulates keeping inventory low. On the
other hand, inventory must also be kept high enough to have product available to meet an un-
certain amount of demand, stipulated by minimum service levels. Not holding enough inventory
may cause lost sales, penalties, and loss of market share. A feasible production schedule that
maintains optimal inventory levels throughout the month is thus important to Shell Chemicals
Europe. They currently rely on historical data and the experience of supply planners to make a
schedule that meets demand while minimizing inventory.

Scheduling is complicated by the fact that some of the storage tanks are located at an off-site
location, and transporting product there requires a barge. This barge has to be scheduled along
with the production, as the supply planner must make sure there is enough product on-site for
the barge to pick up, and enough ullage in the off-site tanks so that the barge can deposit all
the product upon arrival. So, alongside production scheduling, the transport must be scheduled
as well. Having off-site storage also impacts the sales of the products. It means that some or-
ders must be loaded from off-site tanks whereas others from on-site tanks, depending on where
product is available. This means that the supply planner must also take into account the orders
and forecast demand when making the schedule.



1.2 Research Motivation

Production, transportation, and sales need to be scheduled in line with each other in order for
the system to run smoothly. When things do not go to plan, significant costs can be incurred
as a result. With regards to production the largest risk is that it needs to be halted due to a
lack of ullage in on-site tanks, costing around €100,000 per day. For transportation, the most
significant costs are costs of barges and waiting costs. Barges are expensive to use and should
be used as effectively as possible. Besides this, if a barge has to wait to (off-)load product due
to ullage or product constraints, a penalty cost of around €10,000 per day is incurred. On the
sales side, if trucks from a customer come to pick up product, but cannot do so due to low
stocks, a penalty cost of around €2,000 is incurred. If it happens often, market share might also
be lost, and cost tens of thousands of Euros to gain back. This means there is a large incentive
to ensure a schedule that does not cause additional costs to be incurred, while guaranteeing
supply to customers as well as an uninterrupted production. All these costs can be managed
by keeping the right levels of inventory throughout the month; high enough to be able to meet
demand, but low enough to ensure enough ullage for production and off-loading.

There is also the final relevant cost in the form of cost of capital. The grades produced are
done so in very large volumes and have a high price per kilogram; requiring significant capital
investments to produce. Until the product has been sold, shipped, and paid for, this capital
is frozen and cannot be leveraged elsewhere. Shell uses a cost of capital of around 1% per
month, which can be seen as the holding cost of inventory. With millions of Euros of product in
inventory, this cost runs into the tens of thousands of Euros per month. If the schedule can be
made in such a way that the inventory can be brought down even by a few percent, this would
provide significant economical savings.

1.2.1 Core Problem

Shell believes the costs associated with production, transportation and sales can be reduced
through optimized scheduling. To create a well-functioning schedule, the highest priority lies
on creating a schedule that is feasible and meets service levels. A majority of time is spent on
finding a schedule that meets these constraints, adapting it to changing situations, and man-
aging the supply chain. This leaves little space and time to explore better schedules that may
reduce costs. Overall, there is an excess of complications for the supply planner to take into ac-
count, meaning that there is no optimization of the production and transportation schedule with
regards to cost. This leads us to our core problem: there is a lack of an integrated scheduling
method capable of including production, transportation, and sales. Shell Chemicals Europe is
facing an optimization problem where they want to schedule production operations to minimize
associated costs while maintaining service levels.

1.3 Research Design

1.3.1 Research Goal

The goal of the research is to find and develop an optimization method that allows Shell Chem-
icals Europe to minimize the costs between production and customer pick-up while maintaining
service levels. Costs consist of inventory costs, in the form of cost of capital, as well as trans-
portation costs for barges, and penalty costs. Shell’s focus lies on a reduction of inventory costs,
but transportation costs may increase as a result and are thus also part of the optimization. The
method must be able to decide what grade to produce at what time, when to move product to
off-site tanks, as well as when and from which tank to fulfill customer demand. It should be



able to effectively incorporate the complexities in production, transportation, and sales to meet
service levels at minimum costs.

1.3.2 Scope

We limit the scope of this research to a single production unit, which we do not specify due to
confidentiality reasons. We choose a single production unit due to the fact that there are sig-
nificant differences between the production units employed by Shell. These differences make
it difficult to develop a method that would be able to optimize multiple units within the product
family. Factors include continuous vs batch production, batch size constraints, strict sequenc-
ing constraints and also unit inter-dependencies. We choose a unit with continuous production
that is responsible for one of the major products sold within the family, as it is not dependent on
other production units. This means that there is quite a bit of flexibility regarding the scheduling
of this unit, and as a result, large estimated potential room for optimization.

Every month, SCE runs a wider optimization to decide on overall production quantities for every
month called the handshake. We limit our scope to the in-month scheduling to meet the hand-
shake, and not the handshake itself. This is because the decisions made on a monthly basis
are made through an optimization that also takes into account the complete value chain and
economic context. Producing significantly more, or less, than is planned will lead to issues for
the wider value chain and is generally not considered acceptable.

1.3.3 Approach

With the goal of finding and further developing an optimization method that minimizes logistical
costs, a concrete approach can be defined. In Chapter 2, we analyze the current situation. We
set up a program of requirements to assess what requirements are relevant for the optimization
method, both in terms of output and ability to apply the method in practice. These requirements
form a basis to enable decision making during research and development. We also research
the production, transportation, and sales processes to create a complete overview of the sys-
tem. This is required for us to create a conceptual model that is capable of representing the
system.

Next, the conceptual model needs to be translated into a mathematical model which can be
optimized. This model can be formulated in various ways, and this will also influence what so-
lution method can be used to optimize the model. For this, we conduct literature research in
Chapter 3 and select the most appropriate method in Chapter 4. Based on this we construct
the mathematical model and implement it into a solving tool to attempt to find an optimal solu-
tion. We then validate the results of the tool based on historical production data and assess the
performance of the tool in Chapter 5. After that, we identify areas for improvement and further
research, as well as make recommendations to Shell with regards to the current process in
Chapter 6.

1.4 Research Questions

Based on the goal and approach, the main research question to be answered is;

“How can Shell Chemicals Europe optimize the daily production, transportation, and sales
scheduling of a single production unit to minimize inventory and transportation costs while
maintaining service levels?”
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In order to fully solve this main research question, we structure our investigation into 4 smaller
research questions:

RQ 1: "What does the current situation of the Shell process look like?”
RQ 2: "What techniques can we use to optimize the Shell process?”

RQ 3: "How can we apply these modelling techniques to the Shell case and adapt it to improve
performance?”

RQ 4: "How does the model perform and how do the adaptations influence performance?”

We answer research question 1 in the context analysis in Chapter 2. For the second research
question, we conduct a literature review in Chapter 3. We then answer the third research ques-
tion in Chapter 4, and investigate the performance for the fourth research question in Chapter
5. Finally, we present our conclusions and recommendations in Chapter 6.

11



2 CONTEXT ANALYSIS

This chapter focuses on giving a description of the relevant elements for the Shell system to
answer the first research question "What does the current situation of the Shell process look
like?”. In Section 2.1 we start with a broad overview of the complete process and separate it
into 3 main stages: production, transportation, and sales. We then dive deeper with a com-
plete technical description of the process in Section 2.2, again following the 3 main stages of
the process: production, transportation, and sales. In Section 2.3 we elaborate on the costs
involved in the system, after which we stipulate the requirements for the optimization approach
in Section 2.4. We then outline the characteristics of Shell's optimization problem in Section 2.5
and finish by fitting a theoretical demand distribution to Shell’s demand data in Section 2.6.

2.1 Current Situation

All activities within this process are integrated and impact each other. The SCE supply team
views the entire system as a single production scheduling problem, where other aspects are
simply necessary actions to make production feasible and fulfill demand. Based on information
from supply planners and process experts, we create a schematic overview in Figure 2.1. The
process takes place in 2 different locations, which are referred to as on-site and off-site activities.
On-site means all processes occurring on the Shell production site. Off-site indicates external
locations, which contain extra tanks for intermediate storage. Once product has been loaded
for shipping to a customer, it is considered out of scope for this project.

On-Site Off-Site Customer
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Figure 2.1: Schematic overview of the full process

We split the process into 3 separate stages: production, transportation, and sales. Production
entails the manufacturing of the grades and on-site storage, transportation covers transporting
product to the off-site storage location via a barge, and sales is the process of loading trucks or
barges to ship product to customers.

2.1.1 Production

The process starts on-site at the production unit (PU), which produces 1 of 4 grades; A, B, C
or D. In some cases, waste product Z is also generated. The production unit is connected to
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the storage tanks via pipelines, and operators can switch to which tank the product flows before
production. Production is a continuous process, meaning that the product flows directly into the
tank and there is no intermediate storage within the production unit itself. As a consequence,
if the tanks are full, production must be stopped. On-site storage is thus considered as part of
the production process. Each grade is stored in dedicated tanks, where it is possible to move
product between tanks of the same grade on-site. Tank grades are generally not changed as it
requires costly and time consuming cleaning activities. As can be seen in Figure 2.1, there are
3 tanks for product A and a single tank for each B, C, D, and waste product Z.

2.1.2 Transportation

Due to limited on-site tank capacity, there are also off-site tanks. These are used, in part, to
ensure that there is always enough space in the on-site tanks to ensure that production does
not need to be halted. Transportation to off-site storage is always done via barges, which need
to be arranged via haulers at least a week in advance. Jetties are used for barges to moor while
loading product on or off the barge. There are multiple on-site jetties, all of which are heavily
used. This means there are limited slots available per month for barges for our product family.
If the product is headed for off-site storage, it travels there and unloads the product via another
jetty into the dedicated tank. The product then remains in that tank until it is sold. The off-site
loading gantry can be considered to have unlimited slots for loading. Once product has been
loaded for a sale, the process is considered finished. Product is moved to off-site tanks in case
of on-site capacity constraints, meaning that product is also sold directly from on-site tanks and
never goes through transportation as described here.

2.1.3 Sales

Shell Chemicals Europe operates within a commodity based industry, where the demand and
sales process behaves differently than to specialized goods or fast moving consumer goods.
The key difference is that the pricing of products is determined on a monthly basis in negotia-
tion with customers. Demand is heavily influenced by market conditions as well as competitor
pricing, where a competitor undercutting will cause a drop in demand for SCE. Similarly, SCE
is able to somewhat steer demand through their own pricing strategy. This makes it possible
for the sales department to provide a demand forecast each month. Although these can vary
significantly between months, the forecast error is thought to be relatively low for the in-month
demand.

With regard to the actual demand coming in, customers can place orders for a specific product
1 to 4 weeks in advance, specifying a pick-up date in agreement with Shell. The customer then
sends a truck or barge to come pick-up the product and take the agreed upon volume directly
from the tank in which it is stored. Shell must then have enough product available at that time
and place to be able to fulfill that order. Shell refers to the percentage of orders that are fulfilled
on time in a month as the service level. We use the same terminology and definition in this
report. It is imperative for Shell that it can maintain its service levels to customers. Important to
note is that the 4 grades produced are referred to as reactor grades, meaning that they are the
pure product that flows from the production unit. Customers may also require blended grades,
which are reactor grades mixed with additional chemicals to meet specific requirements. This
blending is done while the product is loaded onto a truck or vessel, and can only be done on-site.
So if a customer orders a blended grade, this order will always be fulfilled from on-site tanks. If
it is a pure variant, Shell specifies if pick-up is from on-site or off-site tanks. Trucks picking up
product do this via the loading gantry, which has limited slots available per day.

13



2.2 Technical Description

To give a better understanding of the complexities within the scheduling, we present an overview
here. This will give an idea of the constraints that are in place within the system and how they
influence the feasibility of a production schedule.

2.2.1 Production

Production complexities form constraints that determine the feasibility of the production process.
If these complexities are not addressed, it simply is not possible to continue operating and
production must be halted.

Sequencing

Only 1 product can be produced at a time, and it is not possible to switch between all products
immediately after each other. Whenever switching from grade A to another grade, or vice versa,
cross-contamination of product occurs due to residual product in the pipeline. This means that
the first fixed volume of product pumped through it will be contaminated, and this is stored as
grade Z in a dedicated tank. Z can be blended away into product A afterwards, where the grade
A may consist of at most 5% product Z. Products B, C, and D belong to the same group; switch-
ing between them creates no waste product. However, due to their chemical composition, if
these grades are produced without producing A in between, they must be produced in alpha-
betical order. So BDA would be a valid production sequence, but DBA would not be a valid
production sequence.

Ullage

Before starting production, the on-site tanks connected to the PU have to have enough ullage.
Production is not possible if there is no space to deposit the grades as they are being produced.
Ullage is created when product moves out of the tank, either in an on-site transfer, for a sale,
or when transported to off-site storage. An off-site movement, known as a Stock Transfer Or-
der (STO), is a single large volume shipment, whereas sales are much more frequent smaller
volume shipments. The benefit of an STO is that it can be planned and controlled by the supply
planner, but requires scheduling ahead of time. Due to STOs being large volume to keep freight
prices down, the tank needs to contain this large volume and is nearing maximum capacity. This
leaves little ullage in the tank the barge arrives. A delayed barge may cause the tank to be filled
completely and a lack of ullage as a result, which poses a production risk as a result.

Downtime

There may be unexpected downtime during production or transportation, which can last from a
few hours to a few days. In general, a downtime of 1 day per month is used as a rule of thumb
within Shell. This is important as enough product needs to be available during downtime to still
meet demand. This also means we need to minimize other sources of downtime to be able to
maximize production throughout the month.

2.2.2 Transportation

Just because an amount of product is on the balance sheets, this does not mean the product
can actually be sold. For example, an amount of product may be in transit from on-site tanks
to off-site tanks. This volume of this product is part of the inventory, but cannot be sold as a
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customer cannot come and pick it up. This is what is referred to as product availability: it entails
whether the inventory in a tank is truly able to be picked up by a vehicle.

Testing

Each grade must meet certain specifications with regards to chemical composition. Product that
meets requirements is referred to as on-spec, product that does not is called off-spec. Meeting
the specifications is a contractual obligation, and Shell tests the product extensively to ensure
customers receive on-spec product. After the production run of a grade is completed, a sample
is taken from the tank into which it was produced. This sample is tested on-site. Until testing
confirms that the product is on-spec, no product may be loaded onto vehicles. The tank is
essentially closed once production starts, and the product stored within it is not available to be
lifted until production is finished and the grade has been tested. When product is moved off-
site in an STO, there is a risk of cross-contamination if the vehicles or pipes were not properly
cleaned. As such, testing is also done when a product has been deposited into an off-site tank.
This requires sending the sample back to the production site, meaning that testing an off-site
tank takes 1-2 days, whereas for on-site tanks it is a matter of a few hours.

Gantry & Jetty Restrictions

Just because a tank’s product is tested and on-spec, this does necessarily mean it can be
loaded onto a vehicle. Loading occurs via the gantry or jetty, and the ones on-site have a
limited capacity available. So even if an immense inventory is present on-site, the gantry and
jetty induce a hard cap on the amount of product that is available.

Barge Travelling Time

Barges are slow moving vehicles that take significant amounts of time to travel between the
on-site and off-site location. This means that product that is loaded onto a barge will not be
available for fulfilling orders for some time, and that there needs to be product either on-site
or off-site to cover for this period. This poses a challenge as barges transport large volumes,
meaning they leave the tanks on-site quite low after picking up product, and require tanks off-site
to be mostly empty such that the product can be deposited on arrival.

2.2.3 Sales
Blends

The unit produces 4 unique grades, also known as reactor grades, which can be sold directly
to customers in their pure form. However, some customers require slightly different chemical
properties. To achieve this, Shell also offers products known as blends. These grades are made
by blending the reactor grade with other products in a specific ratio. This blending is done in
the pipelines when the grade is being loaded; blends are never stored in tanks. However, the
blending is only possible on-site. Any product stored off-site must thus be sold in its pure form,
and demand for blends can only be satisfied from the on-site tanks. For this research, we
translate demand for blends back into demand for reactor grades. For example, 1 unit of a
blended grade X7 contains 0.3 units of grade A. So if a customer orders 1 unit of X7, this is
reflected as an on-site demand of 0.3 units of A. As blending occurs in the pipelines during the
loading process, we do not need to address it explicitly as part of the schedule.

15



Monthly Demand Volume

In most cases, customers place their orders 2-3 weeks before the desired pick-up date. How-
ever, some may be placed as little as a week ahead. As the planning is made for an entire
month, not all demand is known yet at the time of making the schedule. Shell forecasts based
on historical data and information from the sales team but, due to a very competitive market,
the exact monthly volume sold can vary 10-20% from the forecast. The supply planners needs
to take this flexibility into account, as it may become desirable to increase or decrease produc-
tion for certain grades during the month based on how sales progress. Of special importance
is being able to fulfil sales in case of higher demand, as otherwise these extra sales will go to
competitors and Shell misses out on profits. This is why service levels are in place and must
be maintained.

Lifting Pattern

For the orders that have been placed, it is known when the customer is coming to pick-up the
product. This means the supply planner knows what volume of each grade needs to be available
during each day to meet this demand. However, this is not known for the uncertain quantity of
orders that still need to be placed. There is some room to move pick-up dates around, 1-2 days
earlier or later is generally possible if the date stays within the same work week. The product
availability required is thus not known exactly, making the trade-off between production and
product availability difficult.

2.3 System Costs

There are significant costs associated with executing the system, and we give an overview of
these costs below.

2.3.1 Holding Costs

Holding costs are the costs associated with holding product in inventory over a certain period
of time. For Shell, the main source of these costs are reflected by the capital that is effectively
frozen in the value of the inventory. Until the product is sold, that value cannot be used for other
investments or to generate profits. This is known as the cost of capital, and for Shell this is
around 1% per month. There are also fixed costs for the tanks used to store the product, but
these are not taken as part of the optimization due to not being a variable that can be changed.
There are technically also some variable costs associated with volume stored in off-site tanks,
but these are relatively low compared to the cost of capital and we consider them out of scope.
So, the holding costs are taken as 1% of the product value per month.

Demurrage

When a barge is scheduled, it is given a timeslot in which it can load/unload its product. It
may happen that when the barge arrives for its timeslot, there is not enough product or ullage
available to load or unload. As a result, the barge would have to wait until the product or ullage
becomes available. In general, the barge then has to wait a day or more. In this case, Shell has
to pay a penalty to the barge owner per day the barge has to wait. This cost is about €10,000
per day.
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Transportation Costs

Using barges is not free: Shell pays a fixed cost to the owner per trip, as well as a variable cost
depending on the volume of product shipped. These prices vary depending on the barge and
time, but are indicated by a fixed cost of €1,000 and variable cost of €10 per metric tons (mt) of
product.

Lost Sales

There may be more demand than Shell can supply, in which case customers will not be able
to order all the product they want. In this case, Shell loses out on the profits of those sales.
These figures are confidential and in this report we use an indication based on publicly available
information. If we use the average petrochemical price of April 2023 according to the Platts
Global Petrochemical Index (€1201/mt), and a return on investment of 5%, we can estimate a
profit of €60/mt. So the cost of losing a sale is estimated at €60/mt.

2.4 Program of Requirements

For the optimization to add value and be applicable in practice, there are certain elements that
we must incorporate. This section aims to define the requirements Shell has for an optimization
to be of value.

2.4.1 Model Output Feasibility

The most important requirement for the optimization is the feasibility of the output; it must pro-
duce a schedule that is feasible and can be carried out in reality. This means that none of the
production, storage or transportation constraints can be violated. Besides this, it must meet
predetermined service levels, be in line with the agreed upon production level (handshake) and
result in month-end inventory levels that ensures stability for the scheduling of following months.
The output itself must be a daily production schedule that is generated based on the information
available at the start of the production month.

2.4.2 Model Validity

To be able to construct a working model, simplifications need to be made due to reasons such
as time constraints or data availability. Some areas, however, cannot be ignored and must
be a part of the model. Primarily, the uncertainties in demand and the lifting pattern must be
included. This is the most challenging part of the scheduling and answering this is the main value
driver for Shell. The model should also address the other complexities described in Section 2.2.
Besides this area of validity, the general method of implementation should also allow for it to be
extendable to other production units in Shell. This means that modelling choices made should
not excessively limit extendability; for example the model should also be extendable to batch-
production units without having to construct a fundamentally different model.

2.4.3 Usability

As Shell is looking to use the optimization on a regular basis, the ease of generating the output
is also very important. This has to do with the usability of the method; allowing supply planners
to effectively create schedules. Primarily, it is important that users are able to adapt parameters
to allow optimization when circumstances change. For example, planners may want to indicate
planned downtime, changes in storage tanks, or changes in costs. Besides this, generating the
schedule should not take a significant portion of time; it should enable supply planners to run
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multiple scenarios to see how tactical decisions may influence the scheduling or service levels.
For example to find out when to best put a tank in maintenance. We maintain a target of around
15 minutes to generate a single production schedule.

Another aspect of usability is the technical knowledge required to use the optimization method
and its implementation. Running the optimization should take minimal technical knowledge, and
it should allow anyone with a basic understanding of programming and optimization to maintain
the implementation. This translates into the implementation having to fit within software cur-
rently used by Shell Chemicals Europe, which include solvers capable of tackling mathematical
programs, data analysis and visualisation software, as well as enterprise resource planning
systems.

To conclude, the optimization must result in a feasible production schedule that takes into ac-
count demand uncertainty and lifting patterns. It should allow supply planners to easily run
the optimization to create schedules, with the optimization taking less than 15 minutes. Main-
tenance of the optimization implementation should require minimal technical knowledge, and
ideally, the underlying model should be extendable to other Shell production units.

2.5 Optimization Problem Characteristics

When solving an optimization problem, there are several aspects that we need to understand
to be able to find an appropriate approach for the problem. We need to know the objective of
the optimization, decisions that the optimization needs to make, and finally key characteristics
of the system that is optimized.

Objective

With regards to the objective function, it is a cost reduction goal. The goal is to minimize inven-
tory while maintaining service levels. The most significant contributor of costs are the holding
costs, followed by penalty costs for leaving barges waiting at docks, transportation costs and
finally costs associated with not being able to meet demand. Holding costs serve to minimize
inventory, while penalty costs are in place to maintain the service levels. Production costs are
not included within the optimization; these costs are not influenced by the daily scheduling of
the units and remain constant between completely different schedules.

Decisions

Outcomes of the optimization should yield a combined schedule for production, transportation
and sales. This means:

* When to produce a specific product and into which tank
* When to move product between on-site and off-site tanks

* When to meet each order and from what tank

Key Characteristics

There are certain elements in the process that have to be taken into account for the optimization
to translate into valid and usable results. According to supply planners, the 2 most significant
elements that have to included are maximum inventory constraints and the uncertainty in de-
mand. These are the largest challenges they run into when scheduling, as tanks must never
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become too full and constrain production. Uncertainty in total sales is the element that makes
this scheduling much more challenging; there must be enough product available to meet de-
mand in case it turns out higher than expected, but not so high that tanks are full if demand is
lower than expected. As such, uncertainty and inventory capacity constraints are the 2 elements
to keep in mind during the literature research.

2.6 Demand Modelling

An important aspect of the optimization in the uncertainty of demand. To properly incorporate
this within the optimization, we need to be able to mathematically express the demand and its
corresponding uncertainty. Shell forecasts demand on a monthly basis. What is important for
us is the uncertainty surrounding this forecast, mostly in the difference between the forecast
and the realized demand itself. In this section, we attempt to find a model for demand based
on statistical analysis of historical data.

2.6.1 Forecast Error

For the demand of the upcoming month, the exact volume for each grade is unknown. We know
that demand changes from month to month and depends on market conditions, making it hard
to forecast and no general distribution fitting all demands. However, for our modelling, we are
interested in how demand for a specific month is distributed with respect to its forecast. If we
can fit a distribution to the forecast error, we have a distribution we can use for demand. His-
torical forecasts are not saved within Shell, making the data limited. We do have daily historical
data from the ERP system containing every sale since 2010. This data stipulated when the
order was placed, the pick-up date, as well as the grade and volume. Based on the pick-up
date, we can find the total demand per month for each year and grade. We can then find what
percentage volume of that demand was ordered before the initial schedule was made. We refer
to this to as the percentage of firm demand: the percentage of volume that was ordered before
the schedule was made. If a consistent pattern can be found here, we can use this to predict
total demand and fit a distribution to it.

First, we plot the firm demand percentage for each month since 2010 in Figure ?? to see if
there are any significant changes occurring and select an appropriate date range.
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Figure 2.2: Hard demand at the start of each month as a percentage of total demand

Looking at this graph, we see stable behavior until the start of 2019, at which point we see
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a stable increase. From 2020 on wards this stabilizes again, and volatility also seems much
lower. As we see that ordering behavior before 2020 is different from after 2020, we discard all
the data from before 2020.

The next step is to see if the firm demand followed any distribution using hypothesis testing.
We start of by testing whether the data is normally distributed. We use the Shapiro-Wilk test
for this, as Mohd Razali and Bee Wah (2011) find using empirical testing that this is the most
powerful test for determining whether a data set is normally distributed. Our null hypothesis for
each sample is that they are generated from a normal distribution. For grades A, B, and C we
find that, at 95% significance, we can not reject the null hypothesis and thus assume a normal
distribution. For grade D, at 90% significance, we cannot reject the null hypothesis and thus
assume a normal distribution. For grade D a lower level of significance is used as we cannot
come to the same conclusion at the commonly used 95%. As grade D is by far the grade with
the smallest sales volume, the added value of extra distribution fitting is limited and Shell is
happy enough with 90%. Having all grades fit the same type of distribution also simplifies the
modelling in Chapter 4.

With the types of distributions known for each grade’s firm demand, we fit parameters to the
distribution. We do this via the method of moments, finding the mean and variance equal to the
sample mean and variance for each grade. We then use chi-square tests to confirm the fitness of
these parameters, with the null hypothesis being that the firm demands are normally distributed
with their population sample mean and variance. At 95% significance, we cannot reject the null
hypothesis for A, B or C. At 90% significance, we cannot reject the null hypothesis for D. We will
thus model them as normal distributions with their sample mean and variance as parameters.
We can thus use our hard demand at the start of the month as a forecast for total demand, and
know that the realizations of total demand will be normally distributed.

2.6.2 Lifting Pattern

Another important aspect of demand is how it is distributed within the month. This is because
fulfilling orders is a crucial aspect with regards to feasibility and thus determines the schedule
itself. Knowing how demand is distributed throughout the month will allow us to estimate how
much product needs to be available at any given time. We do this analysis using time buckets
of 1 week, meaning we are looking at the total demand per week. This size was chosen as
generally, when a customer places the order, they specify the week in which they want to load
and then decide on an exact day in collaboration with Shell to ensure product is available.

So, we look at the percentage of each month’s total sales that were loaded during each week
of the month, where the first 7 days of the month make up the first week, the second 7 days the
second week, etc. Figure 2.3 shows the mean per week for each grade.

From Figure 2.3, we notice that week 5 has a significantly lower demand. This is in line with
expectations, as week 5 concerns the 281-315t day of the month and is only half a week. For
the other 4 weeks, their values are quite close to each other and resemble a uniform distribu-
tion. We can use the Chi-Square test to check for uniformity in the first 4 weeks of the month
for each grade. Using the Chi-Square test, we obtain x? values ranging between 0.01 and 0.03
depending on the grade. At a confidence level of 95%, we obtain a P-value of 0.35. As such, we
fail to reject our null hypothesis that the liftings are uniformly distributed, and assume a uniform
distribution for the weekly demand distribution.

Overall, we have answered the first research question: "What does the current situation of
the Shell process look like?”. We have a broad and technical understanding of the complete
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Figure 2.3: Lifting patterns per grade

process, understand the costs involved as well as the requirements Shell has for an optimiza-
tion approach. We also have modelled the monthly total demand and lifting pattern, allowing us
to incorporate that into the optimization as per the requirements from Shell.
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3 LITERATURE REVIEW

In this chapter, we aim to answer the second research question: "What techniques can we use
to optimize the Shell process?”. We start by gaining an overview of optimization problem in
Section 3.1. We then look at the methods for solving these problems in Section 3.2. Finally,
in Section 3.3, we present an overview of choices that we need to make during the modelling
itself.

3.1 Types of Optimization Problems

In this section, we give an overview of commonly found types of optimization problems.

3.1.1 Integrated Production & Distribution Systems

Sarmiento and Nagi (1999) provide an overview of papers using an integrated approach for
production and distribution systems, finding evidence that an integrated approach yields signif-
icant benefits over a sequential approach. However, most papers discussed had a more com-
plex distribution network, where distribution focused on the routing between multiple nodes. In
our research, transportation only includes the shipment of stock to the off-site storage loca-
tions with a set constant route; routing is not a variable within the optimization, nor is routing
part of our objective function. Gupta and Maranas (2003) focus on distribution networks in the
form of multi-site supply chains, more closely resembling the stock transfers in Shell. However,
it is found that generally speaking integrated approaches require simplifications that limit the
practical applicability of the results. So we instead focus the search strategy on inventory costs.

3.1.2 Inventory Routing

Combining elements from inventory management and the distribution part of the optimization,
another modelling approach found in literature is inventory routing. It tackles both the inven-
tory management problem on the supplier side as well as the distribution towards customers.
(Cordeau and Laporte, 2014). Unlike integrated production and distribution systems it does not
focus on the production side of decision making, only the management of inventory. However,
it runs into a similar issue in the context of the Shell case: the delivery of product is out of scope.
The optimization stops as soon as product is picked up by the customer. As a result, we exclude
inventory routing from further research.

3.1.3 Inventory Management

As inventory costs are a main driver for the need of this project, we also investigate inventory
optimization approaches. These fall under the umbrella of inventory management approaches
such as the lot sizing problem. Jans and Degraeve (2008) give a review of how the base problem
has been successfully solved and extended in other works. An extension that is not found is
one that sets the total production level for a time period that must be achieved, which is a
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requirement for this research. The paper also identifies continuous processes and stochasticity
as limitations generally found in lot sizing approaches. Bourland and Yano (1997) state that
stochasticity may harm the long term feasibility of production in lot sizing problems. For this
research, it is vital that production continues in the months after the schedule is made and so
stochasticity must be properly addressed. Besides this, lot sizing approaches have the primary
purpose of making the trade-off between production costs and inventory costs (Hezewijk et al.
2022) , whereas production costs are not considered as relevant to this research. Lot sizing
and other traditional inventory management techniques are thus excluded as an option for this
research.

3.1.4 Scheduling Problem

Another problem commonly found in literature is the production scheduling problem. Ehm and
Freitag (2016) integrate production and transport scheduling, demonstrating that the scheduling
problem can be applied to both production and transportation as is desired in our research. Lee
et al. (1996) successfully use the scheduling problem to address inventory management in a
petrochemical context with some similarities to the case of Shell. One challenge of the paper
was dealing with computational complexity; the scheduling problem is NP-hard (Lee, 1995). In
another petrochemical context Menezes et al. (2018) are able to address this complexity in a
way that allows for larger scale problems to be solved. Verderame et al. (2010) give an ex-
tensive review of how the scheduling problem has been used to address stochastic demand in
production systems, indicating that stochasticity can be incorporated. As a result, the optimiza-
tion problem is treated as a scheduling problem, whereby transportation is considered one of
the activities that needs to be scheduled. This should allow us to address the characteristics
of the problem while keeping the complexity (and hence runtime) low. We can now focus our
research on different forms of scheduling problems.

Tank Scheduling

A large part of the scheduling activities pertain to the management of inventory in tanks, as
the storage in tanks also are what cause many of the constraints in the system to be in place.
Tank scheduling is a subset of literature focusing on the use of tanks to store product, either
as a buffer in between production stages or as use of inventory to sell from (Broch, 2010). A
key decision here is which tanks to use for what storage; this differs from the Shell case as this
has dedicated tanks per product that are rarely changed. As a result, we do not consider tank
scheduling a suitable modelling approach for our scheduling problem.

Job Shop Scheduling

When inspecting the technical process description, one can see that product undergoes sev-
eral steps before being picked-up by the customer. This bears resemblance to the job-shop
scheduling problem, where jobs undergo multiple processing steps through machines and each
processing step requires a machine (Pezzella et al., 2008). In the Shell case, jobs would be the
orders from customers coming in, which means that there is significant uncertainty with regards
to the jobs that need to be scheduled. Machines conducting the processing steps would be the
PU, the jetty, gantry and the testing station.

With regards to the jetty and gantry, these steps are only important in the process as they
are resources constraining the flow of product; we are only able to send a limited amount of
product through them per day/month. There is no scheduling aspect to this; they function as
constraints and not separate decision variables. Similar, the testing station is included in the
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process description because it determines when a tank becomes available for selling product af-
ter production has finished. Testing time is fairly constant, generally taking between 8-12 hours
depending on when the sample was sent. It can be assumed to have infinite capacity, as the
testing time is rarely influenced by how many other samples are being tested. So again there
is no need to include a decision variable for testing, as the scheduling of testing does not have
much impact on the entire process. Instead, it is a constraint that determines when a product
becomes available. Looking back at the machines we had initially identified, this leaves only
the production unit as a machine that jobs need to be scheduled onto.

Job shop scheduling is commonly used in discrete manufacturing contexts, but the Shell case
contains liquid chemicals produced in bulk. This bears much more resemblance to the field
of process systems engineering, which focuses on modelling the behavior physicochemical
systems. (Pistikopoulos et al., 2021). The most significant difference from the manufacturing
context for the Shell case is that there are no discrete jobs defined; a continuous production
process is in place, which can be scheduled as a single large production job, or as multiple
smaller jobs.

For job shop scheduling, decision variables and optimization goal generally focus on the se-
quencing of the jobs, especially adding value by incorporating set-up times or costs (Allahverdi
et al., 2008). Set-up times is not relevant for our case, and sequencing only for the feasibility of
the solution. Considering that our system contains only a single machine, has ill-defined jobs,
and does not aim to minimize set-up or production costs, we look beyond job shop scheduling
for an appropriate modelling approach. An area that is better able to address our system is
process systems engineering.

3.1.5 Task Networks

Harjunkoski et al. (2014) provide a broad overview of existing scheduling methodologies ap-
plied in the chemical industry based on process systems engineering. They make a distinction
between sequential processes and network processes. Sequential processes make discrete
products or batches, and these are treated as separate units throughout the entire system. In
network processes, products or batches can be combined or separated. This is like the Shell
system, where multiple batches of products can be stored in a single tank, and sales orders may
be fulfilled from multiple batches so long as the grade is the same. As such, we are dealing with
a network problem. According to their overview, these are often represented as a state task
network (STN) or a resource task network (RTN).

Both STN and RTN formulate the problem into bipartite graphs with two entities. STN uses
states and tasks as the two entities, whereas RTN uses resources and tasks. STN was initially
proposed by Kondili et al. (1993), using states to indicate process materials, such as inventory,
and using tasks to indicate the processing steps, such as production. Schilling and Pantelides
(1996) iterate on this by introducing RTN, changing states to resources. Resources are physical
materials required for processing steps which, unlike states, includes equipment units such as
production units or tanks. By explicitly incorporating equipment units we can incorporate their
constraining effects on scheduling with lower computational effort. This is relevant for our case,
as resources such as tank sizes or gantry heavily influence the feasibility of scheduling; we thus
base our modelling on the resource-task network formulation to model the Shell process.
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3.2 Solution Methods

In this section, we investigate the different methods available to find solutions to optimization
problems.

Knowing that we will be using the resource-task network formulation, we can now research the
best methods of solving such a formulation to arrive at a (near) optimal solution. A prevalent
approach in the RTN formulation is the use of mathematical programs such as a mixed-integer
linear program (Castro et al., 2004). Advantages of using mathematical programming is that
many inventory management systems include this as a core functionality, meaning that it can
be implemented and maintained relatively easily. Dealing with stochasticity and keeping the
problem size tractable can be a challenge, especially when dealing with non-linear programs,
but options to address this exist (Grossmann, 2014).

MIP models allow us to express many types of constraints, but risk high runtimes. Even lin-
ear systems with few constraints but large solution spaces can quickly run into runtimes of
multiple days. Predicting the runtime of MIP models is quite difficult and can vary wildly even
for the same model with different inputs (Hutter et al., 2014). A significant challenge of using
MILP with large scale instances is dealing with long runtimes, or even being able to find a fea-
sible solution (James and Almada-Lobo, 2011). This is in part due to the number of decision
variables, and thus the solution space, growing at ever increasing rates as the problem size
increases. Logical implications, which will be required in the Shell case, are another factor that
increase the difficulty of arriving at solutions (Codato and Fischetti, 2006).

Another, more modern, approach is reinforcement learning, such as used by Hubbs et al.,
(2020). The benefits of reinforcement learning are its generality and ability to adapt to new
changes in the system, allowing one to incorporate a large amount of complexities while keep-
ing the solution tractable (Wang and Usher, 2005). Its formulation naturally models areas such
as beliefs, advanced demand information and learn from new data appearing. It is generally
used for complex cases where expressing all behaviors as constraints may be difficult. The
downside of reinforcement learning is that it is a very specialized area of optimization, meaning
that it will be costly to find and retain people willing/able to maintain the model once developed
and implemented for Shell. Besides this, integrating and interfacing a reinforcement learning
model with the software currently used by Shell is another large challenge.

Besides mathematical modelling or reinforcement learning, heuristics can also be used to solve
the problem to optimality (Avadiappan and Maravelias, 2021). The benefit of a heuristic is that
they can be developed specifically for a problem case, potentially leveraging some of its charac-
teristics to reduce runtime or improve the optimality gap. They can be applied in most scenarios,
and with a wide body of research present on different heuristics, a strong performing heuristic
can generally be found. However, a downside is that the strength of performance is not always
guaranteed. Another drawback of these heuristics is that, if they are tailor-made for the prob-
lem, they are difficult to extend to other situations. As Shell has many more production units
which could be optimized, a generalized and extendable approach is desired.

3.3 Required Choices

Finally, we research what choices we need to make during the modelling and how they influence
performance.
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3.3.1 Uncertainty

With regards to the requirements, proper integration of uncertainty is a must; it is the factor that
currently makes the optimization most difficult. Verderame et al. (2010) provide an extensive
overview of methods that have been applied to address uncertainty in the scheduling problem.
They identify stochastic programming, chance constraint programming, robust programming
and fuzzy programming as approaches that have been used with positive results.

Robust programming guarantees a certain result even in the worst-case realization of the uncer-
tain parameters. This result depends on the optimization, but can be targets such as achieving
feasibility, distance to optimality or a threshold objective value (Gabrel et al., 2014). A benefit of
robust programming is that it does not require a specific distribution for the uncertainty, while still
allowing the adjustments in performance against risk mitigation (Bertsimas and Thiele, 2006).
A downside of not requiring a specific distribution is that, instead, the model is made to fit the
information at hand (Gorissen et al, 2015). This would mean that extending to model to other
units may provide to be more difficult, as the information available could change. Besides this,
Shell’s focus is truly on optimizing the costs; the model should make the trade-off between costs
and risks. With robust programming, this adjustment is done manually.

Chance constraint, or probabilistic, programming differs from robust programming, as this ap-
proach allows infeasibilities or constraint violations with pre-specified probabilities (Bertsimas
and Sim, 2004). This translates very well into areas such as service levels, for example if Shell
wants to meet all demand in 95% of cases. The caveat of this approach is that distributions need
to be known or assumed for the uncertain variables and integrated within the constraints. These
distributions are often non-linear in nature, making the entire system non-linear and much more
complex to solve. Sahinidis (2004) finds that this extra complexity can be addressed via approx-
imation techniques to still arrive at near-optimal solutions. Besides this, hybrid approaches may
also offer a solution. Liu et al. (2016) show the possibilities and benefits of a hybrid approach
of robust and probabilistic programming for high complexity problems. Zhang (2019) shows
how known normal distributions can be converted to deterministic counterparts. Although the
relationship between a service level and demand is non-linear, if we keep a fixed service level,
then the chance constraint becomes a linear deterministic constraint properly able to capture
uncertainty. Using this approach, the model can be kept linear.

Fuzzy sets provide an alternative to using probability distributions when the required information
is lacking. It uses partial truths instead of Boolean variables, turning binary variables into con-
tinuous variables and allowing deviations with respect to constraints and the objective function,
while remaining both tractable and usable (Balasubramanian and Grossman, 2002). However,
the nature of our case is crisply defined and the need for fuzzy sets is thus limited.

3.3.2 Planning Horizon

Besides how to model stochasticity, we must also decide on the horizon of the planning to
specify for what time period we are optimizing. Finite horizon means the end of the schedule is
set and we optimize the schedule until that horizon, but ignoring everything beyond it. Infinite
horizon means that the optimization schedules into infinity, using all known information. This
increases the complexity of the problem and makes it much more expensive to solve, but in-
creases stability and long-term feasibility of the system (Rawlings and Muske, 1993). A rolling
horizon can also be used, in which the schedule is reoptimized with an extended planning hori-
zon. This has lower complexity than infinite horizon and is more stable with regards to long-term
feasibility (Zhang et al., 2003) . The long-term feasibility is taken into account because a part
of the old schedule is reoptimized within the new planning horizon; this re-optimization should
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then allow for achieving better results. (Sethi and Sorger, 1991).

Rolling horizon requires a more complex formulation, costing time and resources to implement
and maintain than a finite horizon. For Shell, the critical aspect between each month’s schedule
is the ending inventory to ensure long term stability; we must end the month with enough in-
ventory to construct a schedule capable of supplying the next month’s demand. Dong and Mar-
avelias (2021) show that one can develop terminal inventory level constraints in single-stage
finite horizon optimization to create a near-optimal and stable long-term schedule.

3.3.3 Optimization Stages

There is also the question of how often during the month the optimization is run. As the produc-
tion schedule can be adapted during the month, it would be possible to reoptimize the schedule
on a weekly basis. Single-stage optimization means optimizing once at the start and not again,
whereas multi-stage optimization is an approach which reoptimizes based on the realization of
uncertain parameters. Multi-stage optimization is much more expensive to solve due to added
complexity, although techniques such as decompositions and algorithms are available to ad-
dress this and reduce computation time (Ning and You, 2019).

3.3.4 Representation of Time

Another modelling decision to be made is representation of time; chemical scheduling pro-
cesses can be modelled either using either discrete or continuous representations (Floudas
and Lin, 2004). Using discrete time for continous production processes may hurt the validity of
the results.(Jia et al., 2003). Pinto et al. (2000) find that the resource constraints in discrete
systems are easier to handle, as continuous representations tend to be non-linear, and that
the discretized solutions have low integrality gaps. They also find that although the model size
does increase due to the discretization, the order of magnitude for execution time stays the
same, and that tight formulations with relatively low integrality gaps are another benefit of dis-
crete time models. Continuous time representations do have the benefit of extendability: Karimi
and McDonald (1997) show that discrete time events can be accommodated in continuous time
representations.

Overall, we have presented the techniques we can use to optimize the Shell process, having
gained an overview of techniques, an overview of solution methods as well as modelling choices
we need to make. Based on the advantages and disadvantages, we choose for a resource-task
network model that we solve using MIP techniques. In Chapter 4, we implement this model.
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4 MODEL DESIGN

This chapter aims to answer our third research question: "How can we apply these modelling
techniques to the Shell case and adapt it to improve performance?”. We start the model design
by making some general basic modelling decisions in Section 4.1, based on the findings from the
literature research. These are decisions that need to be made for any model that is built, and can
be generalized to other cases. We follow this by specifying the case specific decisions in Section
4.2, which are made to properly model the Shell system. We know from Chapter 3 that we are
using a resource-task network problem formulation. In Section 4.3 we identify the resources
and tasks for our resource-task network, which we use to build the network representation in
Section 4.4. We then translate this network into a mathematical formulation in Section 4.5. We
adapt this model to our specific case in Section 4.6 to include all indices, decision variables and
constraints for an accurate reflection of the Shell system. In Section 4.7 we propose several
simplifications that can be made with the goal of reducing the complexity of the model and
improve runtime.

4.1 General Modelling Decisions

As stipulated in the requirements in Section 2.4, the usability of the solution is imperative. This
includes being able to integrate it with software Shell already uses, and having the solution
be easy to maintain by people with limited optimization knowledge. We discard reinforcement
learning as a result; it is difficult to integrate in the software, and requires strong expertise to
maintain or update. Mathematical models are already used within the Shell software and can
be implemented by an already existing team; the software contains generic solvers capable
of handling complex problems. There is also enough knowledge on this mathematical mod-
elling to make maintenance and updating viable. Heuristics are technically also possible, but
require more domain knowledge on the code itself than a mathematical program. As a result,
we choose to implement a mathematical model that can be optimized via generic solvers.

The maijority of Resource-Task Networks in literature are solved as mixed-integer linear pro-
grams (MILP), where the most common downside is the ability to solve larger sized problems
within acceptable runtimes. Understanding how we can reduce the complexity of the produced
model to decrease runtime, and how these changes influence the quality of the results, are the
main focus of the experimentation stage in Chapter 5. In the following subsections we discuss
our particular modelling choices.

4.1.1 Uncertainty

From the overview in the literature, it seems that probabilistic programming is most suitable
for our research; its allows for incorporation of service levels and Shell has data available that
should enable us to model the uncertainty as probability distributions. We can translate chance
constraints into their deterministic counterparts to limit the additional complexity, and so long
as we are using constant required service levels, the constraints will also remain linear. As a
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service level, Shell maintains a minimum probability of being able to meet total monthly demand
at 95%.

4.1.2 Planning Horizon

The schedule is made at the start of the month and for the entire month. At this stage, Shell
has used an LP to determine optimal production quantities for that month as well as expected
sales. This optimization also takes into account expected stocks at the end of the month and
demand for the next month, ensuring that there will be enough inventory present. As a result,
we need not worry about the end-of-horizon effect if we stay within the limits of the planned total
production per grade. This means we should be able to utilize a simpler formulation in the form
of a finite horizon approach without sacrificing long term stability and feasibility. A finite horizon
approach also naturally suits the problem, where each month is treated separately and there is
no overlap in the made production schedules. As a result we choose a finite horizon approach.

4.1.3 Optimization Stages

Currently, supply planners do change the production schedule on a weekly basis to account
for new information, such as shipping delays, the planner foreseeing specific issues for loading
product, or perhaps a larger risk of breakdown in production. This would naturally suit a multi-
stage optimization, where we re-optimize the model after a certain time period to account for
new information. This would also allow for a rolling horizon approach instead of a finite horizon
approach. Inherent within a multi-stage optimization is the use of recourse variables, which
allow us to change decision variables based on the outcomes of uncertain parameters. For ex-
ample, this could be the realization of the demand forecast. However, the most prevalent forms
of recourse in the Shell case are fuzzy in nature and thus hard to express mathematically in sce-
narios. For example, production breakdown risks or expected barge delays are hard to quantify
accurately and incorporate into the optimization. This is because this information received ver-
bally or through email, and are often based on qualitative analysis rather than quantitative. This
makes it extremely difficult to incorporate within the optimization as a recourse variable in a
multi-stage model. Besides this, adaptations in the schedule are also made based on expected
issues, meaning the uncertain parameters have not realized yet and we can thus not set our
recourse variables.

Changing the schedule also requires significant work for a supply planner, having to contact
and check with a multitude of stakeholders who are then also affected by these changes. So,
significant changes are only made when new information appears that is expected to endanger
the feasibility of the schedule. A multi-stage model with recourse variables would require large
amounts of communication and increase the risk of errors, while only being able to incorporate
a very limited amount of information required for proper recourse decisions. As a result, we
choose to implement a single-stage optimization.

4.1.4 Representation of Time

In our case, the unit to be optimized is a continuous production unit, and all process steps
following it also occur on a continuous basis. This means using a discrete time representation
would lead to inaccuracies within the model and may threaten the validity of the results if done
incorrectly. Time discretization also introduces additional decision variables for each time step,
which may negatively impact the runtime. On the other hand, continuous time representation
often resultin non-linear formulations that negatively impact the runtime and scalability. Discrete
time approaches also lead to tight formulations with low integrality gaps, which means strong
results are very likely when choosing this approach. A discrete time approach also fits within the
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desired extendability off the model, as batch-processing units are closer to a discrete production
unit. In order to preserve the linearity of the model, we decide to use a discrete time approach.

4.2 Case Specific Modelling Choices

Besides general modelling choices, we also make choice on how we model certain aspects of
the Shell case.

4.2.1 Production
Production Rate

We model the production rate as a constant, where it is specified per grade what volume is
produced per hour of production. In reality, this is a variable where the production rate can be
changed from anywhere between 60-130%. Going above 100% puts mechanical stress on the
unit and can only be done temporarily. A lower run rate puts less stress on the unit and is thus
used whenever there is space for lower rates in the production schedule. We require a binary
decision variable that indicates if we are producing a grade at any given time to ensure we are
not producing multiple grades at the same time. Ideally, production rate would be a part of the
optimzation. However, it would introduce many more decision variables (one for each time in-
terval), as well as a linearization of constraints to determine production quantities. This would
significantly increase the complexity and runtime of the model.

If there is space in the schedule to run at a lower rate, the supply planner can manually ad-
just this after the optimization. Demand scenarios may occur that require higher production
rates than 100% to be feasible. Checking this can be done quite easily by looking at the total
required production and total production capacity at the constant run rate. The supply planner
can then ensure feasibility by manually increasing the volume produced per hour per grade in
the model. Ideally, the supply planner does not need to fine tune parameters in the model. How-
ever, doing this for a single parameter (production rate) is possible, and given the significant
impact of run rate, it is also desirable to have this be adjustable within the model.

Constant Testing Time

As mentioned in Section 2.2, product needs to be tested after production or transportation. This
could be approached as a separate processing step, with a service time based on a theoretical
distribution, adding more uncertainty and complexity in the model. Currently, supply planners
use 12 hours as a rule of thumb and find this to be a very reliable measure. We thus assume
a constant time period of 12 hours required for testing. We can then model this through a
constraint on transportation/sales after production or transportation activities.

Waste Product Z

Shell considers product Z a waste product and stores it in its own dedicated tank. We model
this as a decision to produce waste product Z and force it between production of A and any
other grade. Primarily, this is done to properly track the production quantities of each grade.
For example, when switching from A to C, the first few metric tons of product coming out of
the production unit are contaminated with residue from A and stored as waste product Z in its
dedicated tank. So we are not actually getting the planned quantity of C; although we are tech-
nically producing C, the product coming out of the production unit is Z. This mismatch needs to
be accounted for during every grade change, complicating the inventory constraints. Instead,

30



we decide to explicitly model producing Z; where we switch from producing A to producing Z
and then to producing C.

This way the production decisions for each grade contribute directly to the inventory into the
tank in which they produce. It also makes it easier to track what quantity of each grade has
been produced in total, as it is just the sum of the production decisions for that grade. If we did
not explicitly model this, we would instead have to offset for B/C/D depending on grade changes.
Finally, it means the grade-tank relationship is maintained, where we know what grade is being
produced based on which tank it is being produced into.

The downside of this choice is that it introduces extra decision variables into the model (pro-
duction of Z), and thus increases the solution space. As producing Z has no benefit and only
negatively impacts the objective function, most solution algorithms should quickly recognize Z
is only required for feasibility. So, although the modelling complexity is increased, we expect it
to not significantly increase runtime or the integrality gap.

4.2.2 Transportation
Barge Travel Time

In reality, the arrival times of a barge are uncertain; they may arrive a day earlier or later than
planned. This poses a significant challenge in the planning process, but also in the modelling
process, as it means that there is also uncertainty in the inventory positions throughout the
chain. Including this inventory uncertainty would overly complicate the model, and instead we
decide to model a constant barge travel time of 24 hours.

Containers

Trucks transport the product using intermodal containers known as ISO containers, which are
standardized containers that can easily be stored or shipped via trucks, trains or ships. Trucks
arrive with an empty ISO tank container which is filled at the loading gantry. Technically, it would
also be possible for Shell to pre-load an ISO tank container by filling a tank long before a truck
arrives and storing that container at a nearby third party storage site. The costs associated with
this are generally too high and Shell has stopped doing this for this project’s product line. As a
result, we consider this option out of scope.

Heel

Moving products in and out of tanks is done via pumps. These pumps are capable of pumping
almost all product out of a tank, but generally leave a little bit of product at the very bottom of
the tank that they cannot get out; this is known as tank heel. This product is effectively stuck in
the tank and cannot only be extracted using a special pump and some manual operations. This
is rarely done due to the extra work and expenses required, and as such a constant amount of
product is stuck in heel. Although this product is technically in inventory, it cannot be used to
meet demand. This is addressed by tracking inventory including and excluding heel. For this
project, we use inventory excluding heel and consider the option of using the heel as out of
scope.
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4.2.3 Sales
Demand Uncertainty

Besides the orders that have already been placed, referred to as hard demand, there are also
orders that are expected to come in, known as soft demand. At the start of the month, Shell
has a forecast of total demand expected to be sold during that month, which is the sum of hard
and soft demand. Soft demand only has a total volume, and it is unknown when exactly it will
come in. We know from the data analysis in Chapter 2 that total demand is uniformly distributed
throughout the weeks of the month. So we can take our forecast demand and divide it uniformly
over the weeks of the month to create a weekly demand forecast. We can then subtract the
hard orders from this weekly forecast to arrive at a weekly soft demand to still be fulfilled.

Demand Shaping

The demand that has to be fulfilled within the system is not as straightforward as one may
be expect. The products are specialized products that are sold on a monthly basis to regular
customers, who can also buy the product at competitors. Every month, negotiations are done
on price; if Shell demands too high a price, customers will order less volume. If the Shell price
is lower than competitors, demand will be significantly higher. Shell can adjust its negotiating
strategy during the month based on what volumes have already been ordered; prices can be
increased in case high volumes are ordered, and decreased if low volumes are ordered. So,
although demand has a random element to it, Shell can help shape it through their negotiation
strategy. This essentially guarantees a minimum and maximum total monthly demand. This
is relevant for the soft demand described in the previous section; the model requires orders to
be fulfilled. As such, we also need to create synthetic orders to allow the model to fulfil the
soft demand and see its impact on feasibility. The model thus receives a set of hard orders,
consisting of orders already in the system, and also a set of soft orders which are made based
on the maximum possible from the forecast.

Lifting Pattern

Since the price is negotiated, contact with the customer already exists and means that the time
of pick-up can also be discussed. This allows the customer to indicate roughly when they need
the product, and Shell can then choose when exactly the order is to be fulfilled. We use the
rule of thumb that an order has to be fulfilled within the workweek for which it was originally
requested to be fulfilled. This is incorporated by creating a time window for each order during
which the order has to be fulfilled, which is then used as input for the model. This is automatically
initialized as a specific week within the month and can be changed as required. So, we model
orders as each having a time interval in between which they must be fulfilled. The time interval
is determined by each order’s release and due dates, with those dates being input for the model.

4.3 Constructing the Resource-Task Network

We refer back to Figure 2.1 for a schematic overview of the full process. As the name implies,
resource-task networks contain two main elements: resources and tasks. Resources are physi-
cal materials required for processing steps, which are tracked as they impact the constraints and
feasibility of solutions. These can be things such as equipment, materials or machine states.
Note that resources within the RTN context has a wider meaning than the traditional word used
in English. Resources in RTN are used to represent physical resources, but also more abstract
concepts such as states or utilities. For example, material locations could also be considered a
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resource. Tasks are the processing steps themselves, which consume and/or produce the re-
sources, and are closely related to the activities that need to be scheduled. If material locations
were a resource, a transportation task could transform the material location to another material
location. In this section, we identify the resources and tasks in the Shell case, and then relate
the two in a network diagram.

4.3.1 Resources

We identify resources corresponding to the production unit, tanks, jetty, barges, and the loading
gantry.

Production Unit

The first resource we identify from the schematic overview is the production unit; it can only be
used to produce a single grade at a time. Itis a resource that is consumed by a production task
and produced when a production task is finished.

Tanks

The second, and most important, resource we see are the storage tanks; these reflect both the
inventory we have on hand for fulfilling orders as well as the ullage for production decisions.
Ullage and inventory are the complement of each other; given the tank capacity and inventory,
we know the ullage; given the tank capacity and ullage, we know the inventory. We only need to
use 1 of these 2 as a tank resource, as using both would introduce redundancy and unnecessary
resources into the model. Besides this, there is another aspect to tanks: availability. This is due
to required testing of the grade in a tank after production, which effectively means that inventory
in that tank cannot be sold or transported. We may have inventory in a tank, but this will not be
available until production and testing have been completed for that tank . So, tanks have two
separate resources: tank level and tank availability.

Jetty

The next resource is the jetty, which can only have a single barge docked at the same time and
has a maximum number of slots available per month. This translates to two resources: jetty
availability and monthly jetty slots.

Barge Storage

Barges have a maximum capacity of product they can move, and in that sense behave similar
to a tank. Testing is not relevant for products moved onto a barge, but the inventory on a barge
is a resource that has to be taking into account to ensure we do not exceed its capacity. Barges
also need to be scheduled, meaning that barge availability is also a resource that needs to be
incorporated.

Loading Gantry

The final resource is the loading gantry, which is similar to the jetty. It can handle 4 trucks
simultaneously, and has a maximum number of trucks per day it can handle. So here there are
again two resources: gantry availability and daily truck slots.
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4.3.2 Tasks

Tasks consume or produce resources and correspond to the main activities to schedule. We
know our main scheduling activities from Section 2.4: production, transportation, and sales.

Production Tasks

When it comes to production the task is quite straightforward; simply producing a grade into a
tank. As mentioned in the technical description (Section 2.2), each grade has dedicated tanks.
This means that only a single grade is stored in each tank, and that this grade does not change.
So, if we know the tank about which a decision is made, we also know what grade is being
decided upon. As a result, the task only pertains into which tank is being produced.

Transportation Tasks

There are two options for transportation: moving product between on-site tanks containing the
same grade, or moving producing from an on-site tank to an off-site tank. Moving product
between on-site tanks is a simple operation and is considered a singular task. Moving product
off-site contains a few more steps, where it must first be loaded onto a barge, where it is stored
during transport, and then off-loaded into an off-site tank. This means that there are two tasks
for off-site transport: loading product from an on-site tank onto a barge, and loading product
from a barge to an off-site tank.

Sales Tasks

Sales tasks are again quite straightforward; they entail loading product from a tank onto a truck
or barge to be shipped to a customer. When done from on-site tanks this uses the loading gantry
resources, while off-site tanks are not restricted by any resources. The core task remains the
same however, and we thus use a single task for fulfilling sales orders.

4.4 Resource-Task Network Representation

In Section 4.3 we defined the tasks and resources in a a general manner. Recall that these are
generalized tasks and resources. When it comes to the formulation, each different variant of
a task is modeled separately; producing into tank 1 is considered a different task to producing
into tank 2. As such, we will have multiple separate tasks for each production, transportation,
and sales. We create a network diagram to indicate dependencies and interactions between
resources and tasks. This also helps us identify additional tasks and resources needed to prop-
erly model the behaviour of the system.

In the network diagram, we follow the industry standard and represent resources as circles and
tasks as rectangles. The diagram acts as a disjunctive graph; resources can only be connected
to tasks and vice versa. Tasks cannot connect to other tasks, and resources cannot connect
to other resources. In the diagram, we have color coded the tasks and resources to help dif-
ferentiate between the grades. We use two types of arrows: closed arrowheads to represent
a one-way interactions and open arrowheads to represent two-way interactions. A one-way in-
teraction means that the resource or task impacts the resource or task it points to; for example
tank availability resource and sales task. The tank does need to be available for the sales task
to occur, but carrying out a sale does not affect the tank availability. A two-way interaction would
be the tank level resource and sales task; the tank level needs to be high enough to carry out
the sales task, and the tank level is then decreased due to the sale being carried out as volume
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is sold.

We present the network diagram in 4 figures. Combining it all in a single diagram results in
too many crossing paths and effectively makes the diagram unreadable. We start with the
basic production process as the base. Each of the following figures also contains this basis,
indicated by the dotted line, but differ from there on. These figures do not build on each-other.
We have a diagram for the on-site sales tasks, the off-site shipment and sales tasks, and on-site
movements. Having separate diagrams means that not all dependencies will be represented in
the figures, for example scheduling a barge will influence tank levels, which in turn influences
whether we can sell directly from an on-site tank. This is an indirect dependency, caused by
tasks being connected to the same resource. All direct dependencies, which are direct connec-
tions between tasks and resources, are represented in one of the figures.

We start with the base process in Figure 4.1. We introduce the production tasks, tank level
resource, and tank availability resource. We also introduce the previous grade resource, which
indicates the grade produced previously. This is needed to be able to track sequencing con-
straints between B, C, and D, as well as to track when waste product is being produced. We
also see that we model producing waste product Z as its own resource. Part of the reason for
doing this is maintaining the product-to-tank relationship, which allows us to know what grade
is being produced based on which tank is being produced into. This significantly reduces the
number of decision variables for the production task. This will also allow us to track if enough
product Z has been produced to prevent cross-contamination after a grade change. We also
note the relationship between tank level resource for tank 7, containing Z, and production tasks
for tanks 1, 2, and 3, containing A. This is due to Z being added to A during production if avail-
able. This reduces the tank level for 7 and increases it for 1,2, or 3 depending on which tank is
being produced into.

Legend

<> = General <> =Grade C
<> = Grade A O = Grade D
’ ’ Q - Grade B =Grade Z

6000000000

Figure 4.1: Network diagram for the basic production process.

Next we present the on-site sales process in Figure 4.2. This part is relatively straightforward;
sales tasks require the tank to be available and contain enough product to be possible. They
then also change the tank volume, as it decreases by the amount sold. Sales also require using
the gantry to load the trucks, which is limited to 4 trucks simultaneously and has a maximum
number of slots per day.
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Figure 4.2: Network diagram for the on-site sales process.

We have the off-site shipments and sales in Figure 4.3. We see that moving product onto a
barge bears similarities to on-site sales tasks, where they depend on tank availability and levels.
They do require a barge to be available and scheduled, which again is limited by jetty availability
(only 1 barge available simultaneously), as well as total jetty slots per month that can be used.
Moving product onto a barge influences the levels of product on that barge for both grades A
and C, and this also influences how much more product can be loaded as the barge has limited
capacity. Off-loading product bears similarities to the on-site production process, where product
deposited in tanks needs to be tested and causes the tank to become unavailable.

Figure 4.3: Network diagram for the process of barge movements and off-site sales.

Finally, we present the internal on-site movement process in Figure 4.4. This is a relatively
simple part of the network. We have mapped tasks off moving product between the same set
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of two tanks together to keep the overview readable. It requires both tanks to be available, the
tank we are moving product from to have enough product for the movement, and the tank into
which we are moving the product to have enough ullage.

Prev
grade

Prod_t4 | | Prod_ts | | Prod_té |

tank tank tank tank tank

level i level i level

[ t5 6

Legend
Move t1_2 Move ©2_t3

| Move ot | | Fae B2 | O = General O =Grade C
> =cradeA > =GradeD
> =cradeB ) =Gradez

Figure 4.4: Network diagram for the process of moving product around on-site.

The network diagrams show how all tasks are directly or indirectly dependent on the tank levels
and tank availability. This indicates how critical the management of tanks is to the performance
of the supply chain, and reaffirms our core problem as presented in Figure ??. We also note
how the waste product Z influences the possibility of producing other grades. Throughout all
four network diagrams, we see that the only method of reducing our waste tank levels is through
production of A.

4.5 Resource-Task Network Model

In this section, we translate the resource-task network into its corresponding mathematical
model. This is a formulation based only on the network’s tasks and resources, not yet taking
into account all the process details of the Shell system. We adapt and extend this formulation
in Section 4.6 to incorporate all these elements, including cost parameters.

451 Sets and Indices

Hourly time t € T'= {0, 1,2, ..., T }.
Gradeic I ={A,B,C,D,Z}.

Tank k€ K ={0, 1, 2, 3, 4, 5, 6, 7, 8, 9, 10}.
Barge b€ B=1{0,1,2,..., NrBarges}.

Ordero € O ={0,1,2,..., NrOrders}.
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4 5.2 Decision Variables - Tasks

_ )1 if we produce into onsite tank £ at time ¢
e 0 otherwise

1 if we fulfill order o from tank & at time ¢
okt = .
0 otherwise

Yoo =

)

1 if we use barge b at time ¢
0 otherwise

on )1 ifwe pump product from on-site tank k£ onto barge b at time ¢
ROt 0 otherwise

yolf _ 1 if we pump product from barge b into off-site tank & at time ¢
0 otherwise

W _J 1 if we move product from onsite tank k to onsite tank £’ at time ¢
R 0 otherwise

4.5.3 Auxiliary Variables - Resources

Tracking resources also requires variables to be introduced into the model. We refer to these
as auxiliary variables instead of decision variables. Technically speaking, they are the same
as decision variables when solving a model. We make a semantic separation of the two in the
model here. This is because it allows us to easily track the need for certain variables; auxiliary
variables are theoretically speaking not necessary to arrive at a solution. Auxiliary variables are
determined completely by decision variables and parameters. Knowing the values of parame-
ters and decision variables, we can also deduce the values of all auxiliary variables. Their use
is to allow us to model complex behaviour, for example by linearizing a non-linear formulation.
We introduce the following auxiliary variables:
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v 1 if the production unit is available at time ¢
"7 o otherwise

- 1 if the jetty is available at time ¢
710 otherwise

1 if barge b is available at time ¢
Syt = .
0 otherwise
Ly = {

1 if grade i is the grade produced previously at time ¢
0 otherwise

G € {0, ...,GantrySlots} = Daily gantry slots left at time ¢.

H; € {0, ..., CAPganiry } = Gantry capacity left for simultaneous trucks at time t.
Jr € {0, ..., JettySlots} = Monthly jetty slots left at time ¢.

Ry €{0,...,CAP,} = Volume of product in tank £ at time ¢.

Upt €10,...,CAP,} = Total volume of product on barge b at time ¢.

4.5.4 Obijective Function

The objective function consists of the inventory costs for products in tanks and on barges, mea-
sured via auxiliary variables Ry ; and U, . Transport costs for barges are also incurred, which
are both a fixed charge if the barge is used (Y}), as well as a variable cost depending on the
volume transported on the barge (Yk",’z},ﬁ- We incur these costs at the end of the day, so every
24 hours.

NrDays
min Z (Z Ry 235 + Z Ub,245> + Z (Yb + Z Z Yif,?,t) 4.1)

6=1 keK beB beB teT ke Kon

455 Constraints

The only constraints formulated by the resource-task network formulation are the actual re-
source balance constraints for each auxiliary variable. We introduce additional required con-
straints in the full model in Section 4.6.

The production unit is available if no production is scheduled on it, an unavailable in case pro-
duction is scheduled on it:

Vit > Xpe=1 VteT (4.2)
keKon
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For the daily gantry slots, we can deduce its value from the total slots available during a day
and how many sales are scheduled during that day so far.

23
Gy = GantrySlots — Z Z Z Zo kt+s vt € {0,24,48, ..., T™*} (4.3)
keKopn 0€0 6=0

For the gantry capacity, we subtract the number of on-site orders fulfilled at time ¢ from the total
capacity.

H; = GantryCap — Z Z Lokt VteT (4.4)
k€Kon 0

For the monthly jetty slots, we base the constraint on the number of barges scheduled.

t
Jp = JettySlots — > > Sy VteT (4.5)
beB 6=0

For the jetty availability, we have a capacity of 1.

Ky=1-) S VteT (4.6)
beB

For the barge availability, we know if it is available at time t based on whether it has been
scheduled. Each barge has a set parameter for arrival and departure,

Sps =Yy, vVt € {ARR,,...,DEDP,},¥b € B 4.7)

Sy =0 vt € {0,..., ARRy — 1, DEP, + 1,T™*} Wb € B (4.8)

For the last grade produced, we require three separate equations to properly capture all possible
scenarios.
First, we define that there must always be a grade that was produced previously:

> Liy=1 VteT (4.9)
iel\{Z}
Second, if a grade was produced into a tank at ¢ — 1, it must be the grade produced previously
at time ¢:

Lig > Y Xppq VieIN{Z},VteT (4.10)
ke K"
Third, and finally, we constrain the previous grade in case no grade was produced at ¢ —1. If this
is the case, and no other grade was defined as the previous grade produced at t — 1, then this
grade was the previous grade produced at t — 1 and must still be the previous grade produced
at time ¢.

Lig+ > (Lml + > X;ml) >1 Viel, VteT, I'=1\{i, 2} (4.11)

el kEK S

For the barge inventories, we again require multiple constraints. We start with a constraint for
the product while product is loaded onto the barge. We use sets LC" to indicate the time
indices for which the barge is available for loading, and LCgff to indicate the time indices for
which the barge is available for depositing product.
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Byy=Boaa+fr >, Y0, Vb e B,Vt € LC{™ (4.12)
ke K"
When off-loading, barge inventory decreases by the product being offloaded:

Byy=Bya+f Y. Y b€ B,Vt € LCY!/ (4.13)
kekolf
When not loading/unloading, barge inventory stays constant:
Byt = Byyi Vb e B,vt € T \{LC", LCYTY (4.14)

For the final set of constraints we have the tank level constraints. We can only define this for
off-site tanks and the on-site tanks containing grades B/C/D. For the on-site tanks containing A
and Z, we extend the RTN model in Section 4.6.

First we set the initial inventory (I N1;) levels for each tank which are an input into the model:

Rk,(]:IN]k Vk € K, (415)

We also set the maximum and minimum inventory levels per tank, based on the tank capacity
CAP.

Rpy >0 VteT, Vke K (4.16)

Ry, < CAP, VteT, Vke K (4.17)

For on-site tanks of grades B,C,D, the inventory is determined by the previous inventory level
plus inputs and minus outputs. Inputs are production and product being pumped into it from
another tank. Outputs are pumping product into another tank, sales, and stock transfers to off-
site tanks. We use parameter p; as the production rate per hour, f;. as the internal pumping
rate per hour, and f;, as the barge loading rate per hour. We do not model flow for sales as they
each sale is a small volume and the time taken thus not impactful for the inventory.

Ry =Ry 1+ ppXpi—1+ Z Se Wik i—1 — Wi ei—1)

ke K"k
- Z Zokt—1— [ Z Yibt
o€k beB
vt € T\{0}, Vk € K{"*, Vi e {B,C, D} (4.18)

For the off-site tanks, the only inputs are stock transfers from on-site tanks, and the only output
is sales:

Rt =Ri1— Y Zoge—1+ 15D Vil VteT, ie{A,C}, Vke KX (4.19)
0cOF beB

4.6 Full Model

In this section we adapt and extend the RTN formulation to arrive at the complete model. We do
so in two stages. First, we extend the formulation to incorporate stochasticity and properly model
waste product Z. This introduces extra auxiliary variables into the model. We also introduce
many new constraints into the model to properly capture system behaviour in the model and
ensure feasible output. We do not present these here, and instead the full model can be found
in Appendix A.

41



4.6.1 Chance Constraints

With regards to the uncertain sales, we use a chance constraint to indicate the max allowed
probability of not meeting all demand. This means that the probability of demand for grade i
exceeding the planned sales of grade i must be lower than that grade’s service level \,.

P (Z Z Z Zokt < DEMi) <\, Viel (4.20)

keK; teT ocO

As we know that total demand is normally distributed, we can transform this chance constraint
into its deterministic counterpart based on the probability density function of the standard normal
distribution in similar fashion to Zhang et al. (2019) [33]. So, we replace constraint (4.20) with
constraint (4.21).

EkEKi ZteT Zoeo (Z0J<r7t) —FE [DEMZ]
var [DEM,;]

<O H1-N), Viel (4.21)

4.6.2 Waste Product Z

Dealing with waste product Z requires quite a bit of extra modelling. This is due to the highly
specific set of circumstances that need to be taken into account for both the production and
blending of it. In this section we first constrain the model such that production of Z occurs when
needed, then we constrain its blending into A. We then finish the constraints for the tank levels
for on-site tanks containing A and Z.

For production of Z are two cases: We have just produced B/C/D and now want to produce
A, for which we use the variable P!, and we have just produced A and now want to produce
B/C/D, for which we use the variable PE. If we did not produce B/C/D, we do not need to produce
Z before producing A. This is expressed by P! being forced to 0:

> Liu>=P VteT (4.22)
1€{B,C,D}

Similarly for P2, only with having produced A:

Lag > P} VteT (4.23)
It may also be that we are not producing A, and we do not need to produce Z. In this case, P}
should be forced to 0.

Z Xy > P} VteT (4.24)

Similarly for P2, only with producing B/C/D:
Z Z Xy > P? VteT (4.25)
i€{B,C,D} ke K"
Now we still need to force P} to 1 in case we produced B/C/D previously and want to produce
A:
> Lis+ Y Xep—Pl<1 VteT (4.26)
1€{B,C,D} keK9"

Similarly for P2, only with producing B/C/D and having produced A previously:
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Lag+ >, > Xp+P<1 VieT (4.27)
1€{B,C,D} ke K"

With this set of constraints, we can now recognize when to force production of Z before starting
to produce a different grade. We force production of Z for the required amount of timesteps (¢.)
to ensure enough volume has been produced before starting production after a grade change:
Force production of Z in case we want to produce A after having produced B/C/D:

ty
> Xk, 140 > P} VteT (4.28)
6=1

Force production of Z in case we want to produce B/C/D after having produced A:

ts
> Xk, tes 2 P} VteT (4.29)
5=1
Having constrained the production of Z, we now need to also ensure that it is blended away into
A afterwards. We introduce an additional variable ), t. This variable becomes 1 if we have Z
in inventory and are producing A into tank k. This variable is required in the resource balance
constraints to track inventory levels in each tank. We specify the tank into which it is being
blended as this allows us to keep proper track of it in the inventory balance constraints later.
First, we constrain it such that we cannot blend Z into A if there is not enough Z (Q: = 0):

rQut < Ryt VteT, Vk e K" (4.30)

Next, we constrain it such that we cannot blend Z into A if no A is being produced into that tank

(Qrt = 0):

Qrt < Xy VteT, Vk e K (4.31)

Last, we must blend Z into A if it is being produced and enough Z is available (Q;; = 1). We
can check if there is enough Z by taking Ry, ; —rk, if this is positive then there is enough product
available; else there is not. By dividing the resulting value by the tank capacity, we scale it to a
value between -1 and 1. If this value is positive (ergo there is enough Z in the tank) and we are
producing A (X ; = 1), then we force @), ; to 1:

Rk t — Tk
2 z _ < on .
“ap t Xk Qe Vt € T, Vk € K9 (4.32)

With the behaviour of Z properly constrained, we can now also introduce the tank level con-
straints for on-site tanks containing A and Z.For on-site tanks of grade A, the inventory is de-
termined by the previous inventory level plus inputs and minus outputs. Inputs are production,
Z being blended in, and product being pumped into it from another tank. Outputs are pumping
product into another tank, sales, and stock transfers to off-site tanks:

Rt = Rpy1+peXpi—1+ [2Qri—1— Z Zokt—1

o€k
+ Y e Wnimr = Wige1) — fo D Y5,
Ke Kok beB
Vit e T\{0}, Vk € K" (4.33)

For the tank containing Z, the only input is production, and the only output is blending away into
A:
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Ry, = Ri,t—1+ peXp,t—1 — Z f2Qk -1, vt € T\{0} (4.34)
ke KA

on

We note the large number of additional constraints and variables required to model waste prod-
uct Z. It is required in the model as it has a large impact on the feasibility of scheduling and is
currently a main driver for scheduling decisions made by supply planners.

4.7 Simplified Model

The full model contains a large number of variables and constraints. Even for small scenar-
ios, we expect the runtime to be very high. As such, we propose several simplifications that
may reduce runtime while still resulting in feasible schedules. We will test the impact of these
simplifications in Chapter 5.

4.7.1 No waste product

The reason for including the waste product Z in the modelling is due to it forming a constraint
on production. Waste product is stored in a separate and very small tank that is almost full
after 2 grade changes. Although technically the waste product could be disposed of, this is
a costly process that is only used in emergencies, and thus considered out of scope for our
research. This means the only way of lowering the waste product inventory is by blending Z
into fresh grade A during its production, with a maximum allowed percentage (5%) of Z in A. By
producing enough A before switching grades again, we can ensure the waste tank is empty. As
a result, the production planners currently use the heuristic of a minimum batch size for grade
A, where if they produce A, they do so for a minimum volume before switching to another grade
again. We model this as follows. We introduce the parameter M BS, specifying the minimum
batch size in terms of time steps that A needs to be produced for after having produced any
other grade. We then build the constraint by looking if any other grade is produced previously
and whether we are currently producing grade A. If both are true, production of A is then forced
for the next M BS timesteps:

MBS
> Xpwo =MBS | > Lig+Xgy—1], Vt € T,Vk € K (4.35)
6=0 iel\{A}

When we include constraint (4.35) into the model, we no longer need to model Z. As a result, we
can remove constraints (4.22)-(4.32). We can also remove the auxiliary variables introduced for
these constraints (P!, P?, Q). It further reduces the number of decision variables as it reduces
the number of grades. This should significantly reduce the complexity and thus runtime of the
model.

4.7.2 No pumping on-site

Another simplification that we can make is removing the decision variable W, ;s ;. We intro-
duced this variable as it is an option to move product between tanks on-site, adding some
flexibility for the scheduler. This flexibility essentially means that it may make an otherwise
infeasible schedule feasible. However, the downside is that it introduces an extra 67™¢* vari-
ables into the model. If we have an entire month of scheduling, this means an additional 4,320
variables. So, another simplification we test is removing this decision variable.
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4.7.3 Reducing Auxiliary Variables

The full model contains a large number of binary variables, which tend to negatively impact
runtime. By removing some of these binary variables, we may be able to improve the runtime.
However, this does require us to change some constraints. If the new constraints change the
problem structure, this may actually make the model more complex and negatively impact run-
time.

Some auxiliary variables can be replaced via simple constraints to reduce the number of vari-
ables in the model. This is because a constraint is needed to properly define the values of
auxiliary variables; if we can instead formulate a constraint of similar structure that is not re-
liant on the auxiliary variable, this should reduce the runtime. This is best shown in the case
of auxiliary variable V; for PU availability as defined by constraint (4.2). The necessity of PU
availability is to ensure that only a single grade is scheduled at a time, which can also be done
via constraint (4.36). This makes constraint (4.2) superfluous and we remove it from the model
as a result, replacing it with (4.36).

> Xpe<1 VieT (4.36)
keKon

We also do this for the daily gantry slots constraint (4.3), replacing it with constraint (4.37).

23
Zonirs < a, vt € Tdays (4.37)
> 2 D Zen

0€0 ke Ko §=0
For the gantry capacity constraint (4.4), we replace it with (4.38).

Z Z Zo ki < GantryCap, VteT (4.38)
keK°om oecO

For the monthly jetty slots (4.5),we replace it with (4.39).

PR (4.39)

beB
For the jetty availability (4.6), we replace it with (4.40)

> v, <1, Vb e B, Vt € LO™ (4.40)
keKon
With these adjustments made to the model, we have removed the variables V;, G, Hy, J:, and
K, while keeping the model behaviour and validity the same.

Overall, in this chapter we constructed the Resource Task Network. As we expect high run-
times, we suggest three simplifications that may aid in reducing runtime. We note that there are
potential simplifications within RTN that should not influence the solution space, such as the
removal of auxiliary variables, as well as simplifications that do fundamentally change model
behaviour and feasibility such as the removal of the waste product. In Chapter 5 we study the
impact of the individual simplifications separately, as well as when all three are combined into
a single simplified model, and compare it to the performance of the full model.
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5 VALIDATION AND PERFORMANCE

In this chapter we answer the fourth research question: "How does the model perform and how
do the adaptations influence performance?”. We first describe the experimental setup in Section
5.1, then validate model output and performance in Section 5.2. Finally, we present the results
in Section 5.3.

5.1 Experimental Setup

In order to arrive at solutions to the mathematical model, the model has to be implemented in
a software with an integrated solver that is capable of handling large scale MIP models. The
two most commonly options used in academic and commercial context are Gurobi and CPLEX,
which can handle complex models with competitive runtimes. In some cases the Gurobi solver
has better results, and in other cases the CPLEX solver has better results, but it is difficult to
determine based on theory which one is best suited (Hutter et al., 2014) [21]. Besides this, both
are implementable in a wide array of programming languages such as C++, Python and Java.
Having previously had successful results implementing Gurobi in a python environment, we use
this to implement and solve our mathematical model.

For each of the different models, we want to compare their performance in a wide array of
scenarios. We are interested in three measures of performance: runtime, objective value, and
optimality gap. The objective value is of importance as it ultimately reflects the quality of the
solution found; lower objective values mean higher quality solutions found. The optimality gap
indicates how close to an optimal solution the solver is able to get, and thus gives us a great
indication on model performance when runtimes become too long. The runtime lets us know
the time the model has taken to arrive at a solution and is capped at 2 hours per model.

5.1.1 Scenarios

We experiment with different scenarios to be able to compare model performance in different
circumstances. The two most important aspects here are the expected demand for a month
and the starting inventory levels. We use high demand, which requires the unit to be producing
95% of the time, medium demand which requires the unit to be producing 85% of the time, and
low demand with production running 65% of the time. We also run each of these scenarios with
three different starting inventory levels, with high tank levels at all being 60% full, medium at
40% full, and low at 20% full. These ranges are determined based on some initial experiments,
where going outside the ranges would lead to Gurobi reporting that the model is infeasible. As
each combination of starting inventory and demand could occur in reality, we experiment with
each possible combination. Ideally, multiple instances with slight variations are run for each
combination to increase the reliability of results. However, we find in Section 5.3 that results
between scenarios and models are consistent enough to base our conclusions on.

With significantly long runtimes and high model complexities, we cannot experiment with full
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month schedules. This means that we will be running our experiments with shorter schedules.
However, a model performing better on short schedules may not perform better on large sched-
ules; the scalability of a model is also important. To gain insight into the scalability of each
model, we run each experiment as several different schedule lengths. The full model, with a
time limit of 2 hours, starts struggling to produce any feasible solutions for schedules for 5 days
when demand and starting inventory are high, and at 6 days for high or medium demand with
high starting inventories. At 7 days, it is not able to find a solution within the work limit of 2 hours
for most scenarios. As such, we limit our performance testing and comparisons starting at 2
days and increasing to at most 6 days. We could increase the time limit for which we let the
model run, but as we are running 4 different models at 9 different scenarios, each time increase
is multiplied by 36. Each hour by which we increase the work limit will increase experimentation
time by 36 hours.

5.1.2 Work as a measure of runtime

When looking at the time taken for a model to arrive at a solution, also known as the runtime,
there are several issues that hamper the comparability of results. Even using the same hard-
ware, there are many external factors influencing the runtime. This is because factors such as
ambient temperature, CPU workloads, cooling performance, and more, will all impact the per-
formance of the hardware and thus the runtime. As a result, the exact same model ran on the
same hardware with the same inputs, parameters, and deterministic solving algorithms will take
different amounts of time to solve. A method of solving this issue is by using a measure present
within the Gurobi ecosystem that is known as 'work’. Work is a unitless measure, roughly re-
flecting the amount of computation a computer is capable of doing roughly in 1 second on a
single thread (although this depends on the hardware). The advantage of work is that, unlike
runtime, it is deterministic; running the same model on the same hardware, with the same inputs
parameters, will always result in the same measure of work. This means we can always com-
pare runtimes of our models. As such, we use the measure of work as an indicator for runtime
instead of directly using the runtime of the model. Work and runtime have a linear relationship.

To give an indication on the necessity of using work instead of runtimes, we run the full model
100 times for a 2-day schedule with the exact same parameters each time. We plot the solution
time for each of these runs in Figure 5.1. We find an average solution time of 28.4 seconds with
standard deviation of 3.0 seconds, whereas the value for work is 40.23 for every single run with
0.0 deviation. This confirms the importance of using work instead of runtime.

5.1.3 Dealing with cases where no solution is found

There are 4 experimental instances where the model is not able to find a feasible solution within
the given work limit. For each case, we have the model report the reason for not being able
to find a solution, as this allows us to check if it is due to infeasibility or simply exceeding the
runtime. We find 0 reports of infeasibility, but do find several cases where no feasible solution
is found within the runtime limit. It is difficult to numerically compare the models when only a
few of them find solutions, so we remove the 4 scenarios where 1 or more of the models cannot
find a solution within the set time limit from the general data analysis in Section 5.3, but look at
these results separately to try and gain insights in Subsection 5.3.4.

5.2 Model Output Validation

For small instances with 3 days to optimize for, runtime is still relatively low and allows us to
run the full model with multiple different settings and scenarios to validate the functionality of
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Solution times for 100 runs of the same model
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Figure 5.1: Runtimes of solving the exact same model 100 times in a row

the model. As the goal is validation of output, scenarios are varied based on input from supply
planners to cover a range of possibilities.

In each of the cases, the solutions provided by the model are checked manually together with
the supply planner to ensure that all constraints are met and the schedules are feasible in reality
at the time the schedule is made. Having ran scenarios with high demand and respectively high,
medium, and low starting inventories, we conclude the model provides feasible results. We do
note that there are several aspects outside of scope that impact the optimality of scheduling. For
example, the jetty is a resource used by many other product families, and the actual scheduling
of the barge must thus also be done in accordance with them. It may happen that another barge
gets priority and the production schedule must thus be changed as a result. Supply planners
anticipate on some of these events and will thus make a slightly different schedule compared
to our optimization.

We then move on to validating the output of the simplified models, which is something we do by
using the solutions they yield and inputting the values for all decision variables as constraints
into the full model. For the model without on-site product movements and reduced auxiliary
variables this presents no problems, as all other aspects of the model match and we find the
solutions to be feasible in the full model. For the models without waste product Z, there are a
few complications. This is mostly due to the fact that in the full model, there is an explicit step
for producing Z, which must take place between production of A and any other grade. In the
model without Z, this step does not exist and instead we switch directly between A and any
other grade. This also means we cannot directly feed the output from this simplification into the
full model.

We know the schedule should still be feasible as there is a minimum batch size in place to
ensure the management of waste product Z in terms of storage capacity. One dynamic this
does not address accurately is the storage and blending of Z. In reality, Z is stored in a sep-
arate tank until it is blended into freshly-produced A. When we remove Z from the model, this
process is also skipped. As a result, Z is not stored in a tank and instead effectively flows
directly into tanks of A. This means the waste product spends less time in the system before
being blended into A and sold. The models without waste product thus have higher volumes
of A available at earlier stages, meaning that these volumes can also be sold earlier and lower
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average inventory. This means that it may be possible to create schedules that are infeasible
in reality by selling A that would otherwise not yet be available. We validate whether this occurs
by manual inspection of the solutions, where we check to see if the total volume of A drops
below the volume of Z produced during a grade change. This is because the volume of extra
grade A available due to the simplification is between 0 and the volume of Z produced during
a grade change. Any time the total volume of A is within this range thus means it is possible,
but not guaranteed, that technically unavailable product is sold. We note that this occurs only
a few times for each scenario tested, and that there is space within the schedule to make the
sale at a slightly later day with a manual correction to arrive at a feasible schedule. So as long
as a supply planner is aware of this, output from this model is close enough to feasibility to still
be used.

5.3 Results

In this section, we analyse the results of the different scenarios. We discuss the performance
of the models regarding objective values, integrality gaps, and runtimes respectively.

5.3.1 Objective Value

When we look at the objective values of the different models in Figure 5.2, we notice the models
achieve almost identical results. The full model, no pumping model and no auxiliary variables
model find the exact same objective values for 2, 3, and 4 day schedules. Similarly, for the no
waste and simplified model, we also observe the exact same objective values for 2, 3, and 4
day schedules, but note that these are lower than the other models. This is expected due to dif-
ferences in the no waste model as discussed in Section 5.2, which also applies to the simplified
model. We see that this difference in performance stays relatively constant and does not vary
depending on the length of the schedule. This implies that the number of infeasibilities due to
not modelling the waste explicitly are also constant and become relatively less impactful as the
schedule is constructed for longer time periods.

When the schedule reaches lengths of 5 and 6 days, we start seeing a minor divergences
in model performance. We note that the no pumping model finds an average solution 0.06%
lower than the full model, and the reduced auxiliary model 0.02% lower than the full model. As
these differences seem extremely small, we take a further look into the integrality gap achieved
to gain more insight.

5.3.2 Integrality Gap

When looking at Figure 5.3, we confirm the identical model behaviour for 2, 3, and 4 day sched-
ules as they all have integrality gaps of 0.0, which means the optimal solution is found in each
instance. This also solidifies the validity of the models with no pumping and reduced auxiliary
variables, as they find the exact same objective values for the optimal solutions as the full model,
implying they have the same feasible region as the full model. It also confirms the infeasibility in
the model without waste product, as it finds a lower objective value solution than the full model
with both reporting an integrality gap of 0. This implies a larger solution space for the no waste
model than that of the full model, where the optimal solution of the no waste model cannot lie
in the solution space of the full model. It must thus be proposing solutions that are infeasible in
reality.

When looking at the 5 and 6 day schedules, we see a linear increase in the integrality gap
moving from 4 days through to 6 days, indicating the difficulty the models have with dealing with
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Figure 5.2: Average objective values found by each model depending on the number of days
the schedule is run for

larger scale problems. We note that the no waste and simplified model have significantly lower
integrality gaps, and that these gaps also increase at a lower rate. The full model and reduced
auxiliary model have the highest integrality gaps, indicating that these two models do not scale
well. The no pumping model performs in line with the simplified model for a 5 day schedule,
but the integrality gap increases rapidly afterwards. This implies the removal of the pumping
variable is a only a partial remedy to help the size of the problems we are able to solve, but
does not structurally affect scalability.

Mean Integrality Gap Of Found Solutions

Integrality Gap

0.02

o

2 3 4 5
Days schedule is built for (days)

e Full Model No Pump No Waste NO Aux e Simplified

Figure 5.3: Average integrality gaps found by each model depending on the number of days
the schedule is run for

5.3.3 Work

Work is used as an indication for the runtime of the model and we plot the average work required
to arrive at the solution in Figure 5.4. The amount of work increases rapidly when generating
schedules for 5 or 6 days, underscoring the difficulty of the models when dealing with larger
scale problem instances. This is especially the case for the no waste model, which performs
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significantly worse than all other models for the 5 or 6 day schedules. One would expect this
then also to influence the performance of the fully simplified model due to both using the no
waste simplifications, but the fully simplified model performs in line with other models.

Mean Work Required to Arrive at Solution
4500
4000
3500
3000
2500

Work

2000
1500 =

1000 /

500 ’// -

2 3 4 5 6
Days schedule is built for (days)

e Ul Model No Pump No Waste No Aux Simplified

Figure 5.4: Average work required to find its best solution for each model depending on the
number of days the schedule is run for.

To better differentiate the model performances, we plot the same data but without the no waste
model in Figure 5.5. Interesting is that we see a lower average work for the no pumping and
fully simplified models for small schedules of 2, 3, or 4 days. This is something we expect, as
the simplifications are made with the goal of reducing the runtime. However, when the sched-
ules become longer and the problem size increases, we see that the full model has the lowest
average runtime. This would imply better scalability. We do know that the average integrality
gap for the full model is also higher, which contradicts the better scalability. The lower work is
most likely due to how the Gurobi solver terminates its optimizations. It does this by carrying
out 'termination checks’, which are snippets of code that check if any of the termination crite-
ria have been reached. Part of this check is seeing how much work has been done since last
improving the incumbent best solution. The higher integrality gap of the full model implies the
solver struggles to improve on its solutions, which may lead Gurobi to terminate its optimization
at an earlier stage than the other models in which it is still able to find improvements. This would
explain the lower average work due to earlier termination as well as the higher integrality gap.
From the models that include changes compared to the full model, we note that the no pump-
ing model structurally has the lowest average work required to arrive at its final solution. The
model with fewer auxiliary variables and the fully simplified model have higher amounts of work
required. Overall the behaviour and performance is quite similar for all models when it comes
to the work required, with the exception of the no waste model which requires significantly more
work.

5.3.4 Unsolved Scenarios

As mentioned in Section 5.1.3, there are several scenarios for which some of the models can-
not find a feasible solution within the given work limit. We give an overview of this in Table
5.1. In general, models are unable to find a feasible solution in cases with high demand and
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Figure 5.5: Average work required to find its best solution for each model depending on the
number of days the schedule is run for, excluding the no waste model.

low starting inventories. High demand scenarios increase the problem size, as they increase
the number of orders and thus also the number of decision variables corresponding to the ful-
fillment of these orders. As such, it follows that high demand scenarios are more challenging
to solve than lower demand scenarios. Starting inventory does not influence the problem size,
as it does not impact the number of decision variables. It does, however, impact the solution
space due to the limited storage capacity of tanks and enough product needing to be available
to meet demand. It seems that this smaller solution space, combined with a larger problem size,
is what results in the models being unable to find a feasible solution. We note that there are
feasible solutions, which we confirmed by letting the models run for extended periods of time
and Gurobi not reporting out infeasibilities. These reports of infeasibilities do occur when we
run at lower starting inventories, or when increasing the starting inventories above high (60%
of tank capacity).

H Nr Days ‘ Demand ‘ Starting Inventory Models unable to solve scenario H
5 High Low Full model, no auxiliary
6 Medium Low Full model, no pumping, no waste, no auxiliary, simplified
6 High Low No waste, no auxiliary, simplified
6 High Medium Full model

Table 5.1: Overview of models unable to find a feasible solution for a given scenario

From the initial data analysis on integrality gap, it appears that the full model and model with
fewer auxiliary variables are the most difficult to solve. We see this reflected in Figure 5.6, which
clearly shows that these models have the most number of scenarios they are unable to solve.
We also see this reflected in Table 5.1, where these two models appear frequently. Interesting
to note, however, is that the full model is able to solve the high demand and low starting inven-
tory scenario, whereas the no waste, no fewer auxiliary and simplified models are not. In this
scenario the full model and the no pumping model are able to find a single feasible solution.
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Figure 5.6: Number of scenarios in which each model is unable to find a solution.

These solutions are also feasible for the other models, and it is uncertain why the other models
are not able to find this solution. When we increase the work limit, the other models are even-
tually able to find feasible solutions.

Here we also not that when other are unable to solve a scenario, we generally see that the
models that are able to solve that scenario only ever find less than 3 feasible solutions within
the time limit.

5.4 Comparison to current situation

In order to compare the performance of the model to the performance of current supply plan-
ners, we use historical data and schedules. We want to do a comparison for as large a schedule
as possible, but are limited by the runtimes of the models, and choose a 2-week schedule as
a result. This allows us to generate a feasible schedule in around 68 hours. We collect data
for the monthly schedules, starting inventories, and demands from December 2022 through to
May 2023. We cannot access historic schedules with the required levels of details more than
3 months back due to limitations in the software used for supply planning. It should be noted
that petrochemical demand during this period was much lower than usual, which affected the
way in which we choose the historic scenarios to have the model solve for comparison to the
schedules made by human supply planners. We choose the 2-week period from the data range
with the highest demand for this period, 1 with close to average demand for this period, and 1
that is roughly in between these two. This is done to compensate for the already overall lower
demand in all data samples.

We then have the full model solve the selected 2-week scheduling problems given their de-
mands and production quantities. We then manually calculate the objective function of the
human made schedules, as the data contained inventory levels as well as transfers to off-site
storage via barge. Overall, we find that in each of the scenarios, our model yields an objective
value that is on average 4.2% lower. It achieves this by taking a slightly more aggressive ap-
proach on production scheduling, delaying it as much as possible and shipping less product via
barges. Instead, the model tries to fulfill as much demand as possible from the on-site produc-
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tion tanks. This makes sense, as using barges costs money and increases the objective value.
Besides this, it also means that the product is in inventory for a longer period of time and again
increases costs and the objective value. The supply planners tend to avoid such an aggressive
on-site sales strategy, as it can quickly lead to congestion or other logistic issues on-site, and
will thus prefer shipping more product to the off-site tanks at a slightly higher cost. This also
gives them a bit more flexibility in the form of ullage in tanks, which can come in handy in case
of unexpected issues such as machine failure. As a result, supply planners would be hesitant
to use the proposed schedules as is and instead adapt them to be slightly more conservative
and also costly.
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6 CONCLUSIONS AND RECOMMENDATIONS

The original research question we set out to answer is: “How can Shell Chemicals Europe op-
timize the daily production, transportation, and sales scheduling of a single production unit to
minimize inventory and transportation costs while maintaining service levels?”. We draw our
conclusions in Section 6.1 and discuss these in Section 6.2. We then make several recommen-
dations in Section 6.3 and propose areas for further research in Section 6.4.

6.1 Conclusions

6.1.1 Model Performance

A main concern we discuss during the modelling phase in Chapter 4 is the runtime of the model,
and we attempt several simplifications to try and remedy this issue. We see in Chapter 5 that
we are able to generate feasible and optimal schedules only for small sized problems using
the full model based on the Resource-Task Network formulation. Scalability is the main issue
when it comes to performance, as the runtimes become exceedingly high very quickly as we
increase the problem size by creating schedules for longer time periods. We are able to improve
the runtime of the models by making some simplifications, such as removing the variable for
pumping product around on-site as well as by removing the explicit modelling of waste product.
However, we are not able to generate schedules for a full month with a runtime anywhere close
to the desired 15 minutes.

We see that these simplifications do not significantly harm the optimality of the results. The
no pumping model solution space is a subset of the full model’s solution space, but we see that
when both report an integrality gap of 0, their objective values are equal. A proper comparison of
the no waste model and full model is a bit more difficult due to the validity of the no waste model
as described in Section 5.2. Overall, the solution space of the no waste model is smaller than
that of the full model, but contains some solutions that are not part of the full model’s solution
space and technically not feasible. The no waste model solution space is smaller due it con-
taining a minimum batch size constraint the full models doesn't, restricting behaviour. However,
making the no waste schedules feasible is a relatively simple operation that only requires a few
orders of grade A to be fulfilled slightly later. So even when reducing the size of the solution
space through simplifications in the model, we are generally not hurting model performance in
terms of objective function or integrality gap. This indicates we can rely heavily on these sim-
plifications and could potentially reformulate the model around this. Overall, we can conclude
that despite making simplifications that reduce runtime, we are not able to get it anywhere close
to the desired 15 minutes to generate a 30 day schedule. We can see that the simplifications
do not significantly influence the scalability of the model as runtime increases rapidly as the
schedules are built for more days. As such, we conclude that a MIP model formulated as a
Resource-Task Network does not seem to be the desired approach for Shell’'s desired optimiza-
tion.

Our models use a large number of binary variables, which is known to hurt runtime and scala-
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bility. We do this as many of the behaviours we need to model contain a binary element within
them, such as the testing constraint or use of barges. We also use a relatively small time scale
of hourly time steps, which again is chosen such that the system is modeled accurately and we
do not unnecessarily reduce the solution space. However, we generally find that simplifications
and reduced accuracy improve the runtime without hurting the objective value and thus quality
of the solutions. This implies that feasibility drives finding solutions more so than optimality,
which is a conclusion that resonates with the Shell supply planners as they generally describe
the system as being heavily constrained. As such, using a modelling approach that focuses on
finding feasible solutions over optimal solutions is considered a valid approach worth taking.

6.1.2 Auxiliary Variables

One of the simplifications tested is the removal of several auxiliary variables from the full model.
We remove these variables to reduce the number of decision variables without affecting the so-
lution space or problem structure overall. We can see that this slightly improves model perfor-
mance regarding objective value and integrality gap, however the impact is limited when com-
pared to the other simplifications. Removing unnecessary variables from the model is something
that solvers such as Gurobi already do during the pre-solve phase, but the improved perfor-
mance of the reduced auxiliary model shows that this pre-solving phase is not able to achieve
the same results as proper modelling decisions. We show that reformulating constraints with
fewer decision variables will improve runtime, given that we do not change the structure of the
constraints.

6.2 Discussion

6.2.1 Improvement over Current Situation

We see that our model does slightly improve on the scheduling currently done by supply plan-
ners. However, given the current performance of the models regarding their runtime and dif-
ficulty in arriving at solutions for large scale problems, we recommend further development of
the models before using and implementing them within Shell. The models also do not take
into account many aspects that supply planners do, for example regarding the jetty scheduling
or preferences on production from the operators. Combining this with the slight improvement
over human planning of around 4%, it seems the added value of the optimization is limited. As
this improvement is achieved with the full model capable of exploring all feasible schedules,
it would appear that there is simply limited opportunity for improvement within the scheduling.
One explanation for this is the fact that the entire system is heavily-constrained due to Shell
continuously evaluating performance and cutting costs where possible. Over time, this leads
to a system that contains limited room for error or sub-optimal scheduling. For example, tank
space is simply limited, and thus does not allow supply planners to maintain excessive amounts
of inventory. It thus remains questionable whether any optimization approach will be able to find
better solutions and more savings for Shell.

6.2.2 Integration of Production, Transportation, and Sales

In the literature review of Chapter 3, we find that papers indicate stronger results when integrat-
ing multiple stages such as production, transportation, and sales. We also do this integration
for the Shell system as it is required for validity of the schedules. However, it also complicates
the model by increasing many dependencies between variables, as well as introducing many
additional decision variables. We know from the improved performance of the no waste model
that reducing the number of decision variables will help the scalability of our optimization. If
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there is a way to separate the decision variables and solve the scheduling separately, this may
improve the scalability.

6.2.3 Resource-Task Network Formulation

While most literature in Chapter 3 on implementation of RTN claimed applicability in large scale
problems, we do not find this in our research. This could be because we define our model as a
NP-hard combinatorial optimization problem. This is not inherent to RTN formulations, of which
many implementations use continuous variables. If we are able to move from a combinatorial
optimization problem towards a more continuous formulation, we may be able to significantly
reduce the runtime of the model.

By using the Resource-Task Network formulation, we note that we are able to properly capture
all system behaviour and generate feasible schedules. However, it also leads to us defining an
excess of auxiliary variables, and model performance is improved when removing the unnec-
essary variables. We create these auxiliary variables based on the identification of tasks and
resources within the system, which is a general step found in literature. One step that is not
identified is this step of critical inspection on the need for all of these auxiliary variables, and
seeing which ones could be replaced by other simple linear constraints. So long as this does
not introduce non-linearity or create otherwise complex constraints, we do not find a downside
to taking this step. A further benefit of this simplification, over the other simplifications we make
in this research, is that it does not harm the generalizability of the model.

6.2.4 Propagation

Theoretically, it would be possible to use the 5 day schedules and propagate them 6 times
to generate 30 day schedules. We can solve a small 5 part day for the scheduling problem,
then use the results from that solution to give input for the next 5 days in terms of inventory
levels. There are several difficulties when implementing this, which have to do with continuity
across the different partial problems. Primarily, we need to pre-define our production quantities
for each partial problem. This requires us to already make a macro schedule for production,
and the model then only solves the micro aspects of the scheduling itself. However, the macro
scheduling is expected to influence optimality much more than the micro scheduling, and would
thus ideally require another model to generate this. Second to this, feasibility across partial
schedules becomes difficult to guarantee. For example, there are limited monthly slots at the
jetty for barges. Early partial problems may use the barges to generate local optimal solutions
but lead to infeasible production schedules in subsequent partial problems due to the jetty slots
having been used up. This is also why we want to generate 30 day schedules in the first
place, as we need to take into account all actions across a month to ensure feasibility. As such,
propagation of multiple smaller schedules to generate a large schedule is not a suitable solution.

6.3 Recommendations

Although we find limited improvement when compared to the current human scheduling in terms
of direct financial impact, another aspect to consider is the ability to find feasible schedules. Sup-
ply planners spend significant portions of time on creating and changing the schedule through-
out the month, as finding a feasible planning can be a tough challenge. They also need to be
able to communicate how potential changes in demand will impact the schedule, for example
if the sales department finds and additional short term opportunity and wants to know if there
is enough supply to accommodate this. As such, the tool does offer value by being able to check
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As such, developing a model that is able to generate high quality feasible schedules (or re-
port infeasibilities) is still of value if the runtime is relatively low. We already see that the fully
simplified model performs better than the original full model, and does not compromise much
on the quality with regards to objective value. This indicates that we can leverage aspects such
as the heuristic on minimum batch size for grade A without heavily losing out on optimality. We
would recommend investigating to see if the entire model could be reformulated around these
heuristics. For example, we could assume a set production sequence of A, B, C, A, C, D. This
is something the supply planner frequently does. We could then alter the production decision
variables from a binary variable to a continuous variable denoting the quantity of each batch.
This would remove a significant amount of binary variables from the model. It would also mean
that the model is no longer generalizable, and instead needs to be developed per production
unit and require a lot of domain knowledge.

6.4 Future Research

Runtime of our full RTN model can be reduced using simplifications. However, two of the three
simplifications we use are case specific and can not be generalized. Being able to extend the
model for other production units is a desirable property and one of the strengths of RTN for-
mulations. Further research can be focused on finding simplifications that reduce runtime but
do not harm extendability of the model. For example, we could increase the size of the time
steps from 1 hour to 2 hours. This introduces a trade-off; larger time steps reduce the num-
ber of decision variables, but also limit the number of solutions that can be explored. This is
because with 1 hour time steps we can produce for 1 hour and not produce the next. If the
time step is 2 hours, we have to produce the full 2 hours or not at all. We are thus artificially
reducing the solution space, which may mean optimal solutions are not explored. Another pos-
sible simplification that can be explored is aggregating the 3 tanks for grade A into a single tank.

Another area for further research would be how to separately model different aspects of an
integrated system. As mentioned in Section 6.2.2, separating the aspects of production, trans-
portation, and sales should reduce the complexity of the model. The challenge for our system
is that these aspects influence the feasibility of the overall schedule and do need to be taken
into account. Finding a method of incorporating aspects of feasibility for each aspect, without
explicitly modelling these aspects, would help in the creation of smaller separate models.

As feasibility appears to be a large challenge within this system, it may also be of interest
for Shell to investigate the benefits of changing their tank footprint. Fixed costs of renting and
maintaining the storage tanks was not taken into account within this research, but do play a sig-
nificant role when it comes to the cost of the system. It may be that slightly increasing the tank
footprint allows for lower cost scheduling. Further developing our model should allow for impact
comparison of tactical decisions such as these, and may allow Shell to find long term savings.
By optimizing schedules under a range of different parameters, we can effectively simulate the
expected impact of changes made to the setup of the entire system. This allows for evaluating
the value of renting additional (or fewer) tanks, adding an extra production grade, or adding the
ability to blend products off-site.

We ultimately conclude that Resource-Task Networks are not the right approach for the Shell
case due to scalability issues. Future research into alternative approaches may lead to stronger
results. As mentioned in Section 6.3, heuristics are definitely an area of interest, both in model
formulation as well as a solution method. Another interesting approach may be reinforcement
learning, which is capable of dealing with large problems in complex environments. Shell has
enough data and structure to train the model, and the clear costs and penalties will allow for
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rewarding and punishing model decisions. A challenge for reinforcement learning is dealing
with a large action space, which means the model has too many possible actions it can take.
Having integer variables such as in our model will play an advantage here, as it limits the size of
the action space. Implementation and maintenance of the model will be much more challenging
and costly, and considering the scheduling improvements achieved by our model, may not be
worth it.
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A FULL MODEL

A.1 Sets/Indices

K = Set of all tanks

K" C K = Set of all onsite tanks

K°ff ¢ K = Set of all of fsite tanks

K" C K = Set of all onsite tanks containing grade i
Kfff C K = Set of all of fsite tanks containing grade 1
T = Set of all time indices from t =0 to t"**

I = Set of all grades

B = Set of barges that can be scheduled

O = Set of orders to ful fill

Osopt C O = Set of orders that are uncertain

Opara C O = Set of orders that are certain

OF C O = set of orders that can be fulfilled from tank k
LCY™ C T = Set of times in period during which a barge can be loaded

LC’gff C T = Set of times in period during which product can be of floaded from barge
Tys C T = Set of times that mark the start of a new day
Tweekends — T — Set of times that mark the start of a weekend

A.2 Parameters

NrDays = number of days to create a schedule for

" = end of time horizon

teo = time required to changeover between two grades

tharge = time it takes for a barge to travel between the sites

tiest = time it takes to test whether grade meets speci fications

t, = time it takes to produce the required volume of Z between grade switches
vy = volume of waste product created from switching grades

fz = fraction of waste product that can be blended back into grade A

pr = volume of a grade produced in an hour into tank k

HSK""* = max HSK volume that may be produced

HSKZ’”” = min HSK volume that must be produced

rf = volume of grade i that can be pumped between onsite tanks in 1 hour
r® = volume of any product that can be pumped onto a barge in 1 hour

a = number of orders that can be loaded via the gantry per day

j = number of barges that can be loaded via the jetty per month

criz = fized cost of scheduling a barge

Coar = variable cost of scheduling a barge per tonne of product

Cdem = demurrage cost of barge per day

Ciny = cost of holding one tonne of product in inventory for one day
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Cord = coSt of missing an order

gr. = grade stored in tank k

k., = tank that holds waste product z

C APy = max capacity of tank k

INI = starting volume product in tank k

up = mazx capacity of barge b

TWgtart = Time at which an order becomes available for completion
TWed = due date of order

so = whether order o can be fulfilled from onsite tanks only or not
My, Ms = Big M values used for constraints

DEM = Realization of soft demand at end of month

hi = daily holding cost of a single unit of inventory stored in tank k

A.3 Decision Variables

Xkt € {0,1} = Whether we produce into onsite tank k at time t.

Y, € 0,1 = Whether we use barge b or not

Y(l::?b,t € {0,1} = Whether we pump product from onsite tank k onto barge b at time t
YZ’];J; € {0, 1} = Whether we pump product from barge b onto of fsitetank k at time t
Zokt € {0,1} = Whether we ful fill order o from tank k at time t

Wi, i+ € {0,1} = Whether we move product from onsite tank k to onsite tank k'at time t

A.4 Auxiliary Variables

Ry, 1 = Volume of product in tank k at time t

Uy = Volume of product on barge b at time t

L;; € {0,1} = Whether grade i was the previous grade produced at time t, i € {A,B,C, D}
P} € {0,1} = Whether we need to have finished producing Z at time t for producing A

P? €{0,1} = Whether we need to have finished producing Z at time t for producing B/C /D
Qrt € {0,1} = Whether we have Z available for blending if we are producing A into tank k

A.5 Objective Function

The objective function includes costs for inventory and transportation. First we include the
holding costs of inventory, which is paid over the inventory remaining in tanks and barges at the
end of the day, the expression for this is:

NrDays
> (Z hiRi a5 + ) hkUb,245> (A1)

0=0 keK beB

Second, we also include the costs of using barges, which has a minimum fixed tariff paid regard-
less of the volume shipped, and an additional variable cost depending on the volume shipped.
It is expressed by:

> (sz‘ryﬁz > coar Zfz,t> (A.2)

beB teT ke Kon
Combining these expressions yields the following objective function:
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NrDays
min " (Z hiRia1s + Y hkUb,246> +) (Cfmyb +>0) Ceri’},,t> (A.3)

6=0 keK beB beB teT ke Kon

A.6 Constraints

Production Constraints

As mentioned in the problem description, at the start of the month a separate optimization takes
place to determine the total volume of each grade that should be produced. Forcing exactly this
volume restricts the feasible solution space to be very small, so we instead use a minimum and
maximum total production volume per grade to allow for some flexibility:

Dk Z ZXk,t <HSK™<* Yiel i#Z (A.4)
ke Ko™ teT

pi Y Y Xpe > HSK™ Viel, i#Z (A.5)
k€K™ teT

A hard constraint that cannot be violated is the fact that only a single grade can be produced at
any given time (no simultaneous production of multiple grades):

Z Xp <1 WteT (A.6)
ke Kon

Next, we formulate a constraint that specifies the changeover time required when changing the
grade that is produced. This is formulated such that if a certain grade is produced, no other
grade may be produced for the next hours until the changeover time has passed. This forms
many partially overlapping constraints, which ensure a strong formulation; if one constraint in
the solution is violated, the solution will still be close to being feasible.

tCO

D Xpt 4+ DY Xw s <1 VeT, Viel, K' = K \{K}"} (A7)
keKo™ kK eK’ 6=0

A more complicated matter is constraining production to force production of waste product when
switching away from, or back to, producing grade A. The difficulty of enforcing this behavior lies
in the fact that it is only required in a very specific set of circumstances to occur. There are
two scenarios: We have produced B/C/D previously, and are now going to produce A, or we
have produced A previously and are now going to produce B/C/D. Simply put, if a grade was
produced at t — 1, it must be the grade produced previously:

Lig > Y Xpgq VieI\{Z}, VteT (A.8)
keKom

However, in case no grade was produced at ¢ — 1 (e.g. during changeover or production of
grade Z) we need another constraint for the previous grade produced. So first, we define that
there must always be a grade that was produced previously:

> Liy=1 VteT (A.9)
iel/Z

We can then use the process of elimination to deduce if a grade was produced previously. If
no other grade was produced at ¢t — 1, and no other grade was defined as the previous grade
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produced at t — 1, then this grade must have been the previous grade produced at ¢ — 1 and is
still the previous grade produced at t.

Li7t + Z (Li’,tl + Z Xk,tl) >1 Viel VteT, I = I\{Z,Z} (A10)

Vel kEK

Now that we have defined the previous grade produced, we can use this to determine whether
grade Z has to have been produced before being able to produce a certain grade. There are
two cases: We have just produced B/C/D and now want to produce A, for which we use the
variable P}, and we have just produced A and now want to produce B/C/D, for which we use
the variable P?. If we did not produce B/C/D, we do not need to produce Z before producing A.
This is expressed by P! being forced to O:

Z Li;>P' vteT (A.11)
i€{B,C,D}

Similarly for P2, only with having produced A:

Las>PF VteT (A.12)

It may also be that we are not producing A, and we do not need to produce Z. In this case, P}
should be forced to 0.

> Xpe 2P VteT (A.13)
keK®

Similarly for P?, only with producing B/C/D:

> Xy =P VteT (A.14)
i€{B,C,D} ke K"

Now we still need to force P} to 1 in case we produced B/C/D previously and want to produce
A:

> Lig+ Y Xey—PB'<1 VteT (A.15)
1€{B,C,D} ke K9

Similarly for P2, only with producing B/C/D and having produced A previously:

Lag+ >, > Xp+PP<1 VteT (A.16)
1€{B,C,D} ke K"

With this set of constraints, we can now recognize when to force production of Z before starting
to produce a different grade. We force production of Z for the required amount of timesteps (t.,)
to ensure enough volume has been produced before starting production after a grade change:
Force production of Z in case we want to produce A after having produced B/C/D:

tz
Y Xk.ups =P VteT (A.17)
6=1

Force production of Z in case we want to produce B/C/D after having produced A:

tz
> Xiaps ZtPP VteT (A.18)
6=1
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Having constrained the production of Z, we now need to also ensure that it is blended away into
A afterwards. We introduce an additional variable @y, t. This variable becomes 1 if we have Z
in inventory and are producing A into tank k. This variable is required in the resource balance
constraints to track inventory levels in each tank. We specify the tank into which it is being
blended as this allows us to keep proper track of it in the inventory balance constraints later.
First, we constrain it such that we cannot blend Z into A if there is not enough Z (Q. = 0):

r*Qui < R4 VteT,Vke K (A.19)

Next, we constraint it such that we cannot blend Z into A if no A is being produced into that tank

(Qr,t = 0):

Qri < Xpy VteT, Vke Kj" (A.20)

Last, we must blend Z into A if it is being produced and enough Z is available (Q,; = 1). We
can check if there is enough Z by taking Ry, + —rk, if this is positive then there is enough product
available; else there is not. By dividing the resulting value by the tank capacity, we scale it to a
value between -1 and 1. If this value is positive (ergo there is enough Z in the tank) and we are
producing A (X} = 1), then we force Q. ; to 1:

sz,t — Tk

CAPkZ 4 Xpi—Que <1 WET, VkeKJ (A.21)

To then finish the last production constraints, there are also some sequencing constraints in
place. We can use the earlier defined previous grade produced variable L; ; to set sequencing
constraints: we cannot produce C directly after D, B directly after D, or C directly after B:

Lpi+ Y Xge<1 VteT (A.22)
kekgr

Lpi+ > Xpe<1 WteT (A.23)
kEKy

Leg + Z Xps <1 VteT (A.24)
kEK

A.6.1 Inventory Constraints

First we set the initial inventory levels for each tank which are an input into the model:

Ryo=INI, VkeK, (A.25)
We also set the maximum and minimum inventory levels per tank, based on the tank capacity
CAP.

Ry >0 WteT, Vke K (A.26)

Rp, <CAP, VteT,VkeK (A.27)

For on-site tanks of grade A, the inventory is determined by the previous inventory level plus
inputs and minus outputs. Inputs are production, Z being blended in, and product being pumped
into it from another tank. Outputs are pumping product into another tank, sales, and stock
transfers to off-site tanks:
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Rt = Rpy1+prXpi—1+ [2Qri—1— Z Zokt—1

o€k
+ Y e Wnim1 = Wivge1) — fo D Y5,
Ke Kok beB
Vit € T\{O}, Vk € K" (A.28)

For tanks containing B/C/D, the inventory level is almost the same, but does not include any Z
being blended into it:

Ry = Rig—1+ ppXpi—1— Z Lok t—1

0€Ok
+ Z S Wieg 1 = Wi ga—1) — fo ¥ Yibs
ke Kok beB
vt € T\{0}, Yk € K, Vi € {B,C, D} (A.29)

For the tank containing Z, the only input is production, and the only output is blending away into
A:

Ri.p = R oot + DrXpooo1 — Y [2Qup—1, vt € T\{0} (A.30)
ke K4,
For the off-site tanks, the only inputs are stock transfers from on-site tanks, and the only output
is sales:

Rup=Rii1— Y Zopeo1+ 55y Vil VteT,ic{AC}, Vke K (A31)
0€OF beB

We have a separate variable for keeping track of inventory in barges. This has to be included
as otherwise the model will maximize barge transportation, as barges would temporarily lower
the tank inventory. First, the inventory is initialized for every barge:

By =0, Vb e B (A.32)
During loading, barge inventory increases by the product being loaded onto it:

Bos=Bos1+fo D, Vb, Vb € B,Vt € LC{™ (A.33)
keK°"

When off-loading, barge inventory decreases by the product being offloaded:

Byy=By1+f Y. YL, Vb e B, vt € LC!Y (A.34)
keKkoff

When not loading/unloading, barge inventory stays constant:

Byy = Byy1, Vb e B,Vt € T \{LCJ", ..., LCPTY (A.35)
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A.6.2 Transportation

For barges, we specify that we may only load product onto a barge if it has been scheduled to
be used:

>N v <My, Vb e B (A.36)
teT ke Koff
In a similar fashion, we constrain the maximum volume of product that can be transported by a
barge:

YD Y S wYs, Vb€ B (A.37)

teT ke Kon

Barge transportation is a zero-sum game: everything that is loaded onto the barge from on-site
tanks must be off-loaded onto off-site tanks at a later stage:

NN v = > v Viel (A.38)
teT ke Ko™ teT pe ol !

Due to the pipeline connections to the jetty (on-site), we can only pump from a single tank onto
a barge at a time:

> Y <1 Vb e B, Vt € LO™ (A.39)
keKon
Due to the pipeline connections from the jetty (off-site), we can only pump from a barge into a
single tank at a time:

Syl <, Vb e B, vt € LCYY (A.40)
kekoff
Due to there being a limited number of slots available on the gantry, we can only load a certain
amount of trucks per day:

23
SN S Zokss <a Vit € Tdavs (A.41)

0€0 ke Ko §=0
In a similar fashion, there are a limited number of slots available on the jetty per month:

PR (A.42)
beB
For on-site tanks, if we have produced into a certain tank, then the tank must first be tested
before anything can be done with the product. So we constrain product movements and orders
from that tank for test time periods after production:

ttest
> (Z Vs + Y Zogprs+ Y. Wi wa + Wik ,a) <My (1-Xpy), VELeT,VkeK™

5=0 \beB 0€0 K eKo™

(A.43)
For off-site tanks, if we have moved product into a tank there, the product may have become
contaminated in the barge or pipelines during transport. As such, we cannot make any sales

from that tank until it has been tested:

ttest
SN Zoars <M (1-5H1). vt e T,vk € K/, Vb e B (A.44)
6=0 0€0
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A.6.3 Sales
First and foremost, all committed sales (hard demand) have to be fulfilled:

o

S>> Zopa=1, Yo € Qhard (A.45)
t=TWstart ke K;

With regards to the uncertain sales, we use a chance constraint to indicate the max allowed
probability of not meeting all demand:

P (Z D) Xops < DEMZ-) <\, Viel (A.46)

keK; teT ocO

As we know that total demand is normally distributed, we can transform this chance constraint
into its deterministic counterpart based on the probability density function of the normal distri-
bution in similar fashion to Zhang et al. (2019) [33]. This yields the following constraint:

ZkeKi ZteT Zon (Xo,k,t) —-F [DEMJ < q)fl
var [DEM;] -

Each order also has a time window, outside of which it cannot be fulfilled:

(1-\) (A.47)

Tthart
S>> Zoge =0, Vo€ O (A.48)
t=0 kekK;
T
S D Zoke =0, Yo e O (A.49)

t=TWend keK;

If an order is on-site only, it cannot be fulfilled from off-site tanks:

> Zogy <1- 50, Yoe O (A.50)
keKoff

On-site, we can only fulfill 2 orders simultaneously due to loading gantry capacity:

SN Zoge <2, VteT (A.51)

keK°n 0O
Orders also cannot be fulfilled during weekends:

48
>3 Zore =0, Vit € Tweckends (A.52)

0=0 k€K 0O
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