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Abstract. We consider a recently introduced multi-period facility location problem with
multiple commodities and multiple capacity levels, motivated by an application in the
forestry sector. The problem allows for the relocation of facilities, as well as for the
temporary closing of parts of the facilities, while other parts remain open. In addition, it
uses particular capacity constraints that involve integer rounding of the allocated
demands. In this paper, we propose a strong formulation for the problem, as well as a
hybrid heuristic that first applies Lagrangian relaxation and then constructs a restricted
mixed-integer programming model based on the previously obtained Lagrangian solutions.
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Solving a Dynamic Facility Location Problem with an Application in Forestry

1 Introduction

Classical facility location aims at striking a balance between facility construction costs and transportation
costs to satisfy customer demands. Operations research practitioners therefore contributed a considerable
variety of extensions to classical models to represent real world applications in a more realistic manner,
involving the location of hospitals (Vahidnia et al., 2009), telecommunication hubs (Chardaire et al., 1996),
schools (Antunes and Peeters, 2001), manufacturing and distributing systems (Min and Melachrinoudis,
1999), and many others. The dynamic adjustment of the capacities over a planning horizon has often been
a central issue. Problem extensions have been proposed to allow for the expansion and the reduction of
capacity along time (Luss, 1982; Antunes and Peeters, 2001), temporary facility closing (Chardaire et al.,
1996; Dias et al., 2006) and the relocation of capacities from one location to another. Other important
extensions acknowledged uncertainty in the customer demands (Schiitz et al., 2008) or the production ca-
pacities themselves (for references, see, e.g., Snyder, 2006). Given the difficulty to solve those problems
for real world sized instances, many solution algorithms have been suggested. Exact methods have been
proposed for classical variants (Wentges, 1996; Gortz and Klose, 2012), whereas heuristics have proved to
be effective for more complex problem variants. Due to the complicated structure of the latter, only a few
works have applied methods that provide a bound on the solution quality, such as Benders decomposition
and Lagrangian relaxation (Dias et al., 2006; Kim and Kim, 2013). More complex problem variants have
therefore been solved by methods such as sophisticated local search (Lee and Dong, 2008; Melo et al., 2011),
which, by themselves, do not allow for an assessment of the solution quality.

In this paper, we consider a multi-period facility location problem with multiple commodities and multiple
capacity levels that has recently been introduced and applied in the forestry sector by Jena et al. (2012). In
the application considered by the authors, a logging company must locate camps to host its workers. The
problem involves several different ways to adjust capacity, namely, the expansion of capacity, the temporary
closing of parts of the facility and the relocation of facilities from one location to another. Many of these
features have already been discussed in early literature. The first multi-period models include those by
Ballou (1968) and Wesolowsky (1973). Multiple commodities have also been considered by authors such as
Geoffrion (1974) and Warszawski (1973). Modular capacity levels have often been treated by offering a choice
of facility size (Lee, 1991; Shulman, 1991; Correia and Captivo, 2003; Gouveia and Saldanha da Gama, 2006),
whereas capacity expansion has been discussed in detail by Luss (1982) and has been found to be a crucial
feature in many applications (Antunes and Peeters, 2001; Canel et al., 2001; Melo et al., 2006). Wesolowsky
and Truscott (1975) have been among the first to consider simple relocation of facilities, followed by several
others (Min and Melachrinoudis, 1999; Brotcorne et al., 2003; Melo et al., 2006). While the temporary closing
of entire facilities has been modeled in several studies (Van Roy and Erlenkotter, 1982; Chardaire et al., 1996;
Canel et al., 2001; Dias et al., 2006), the problem introduced by Jena et al. (2012) was the first to consider
the partial closing and reopening of facilities along time. The authors propose a flow based formulation
that uses a network structure for each facility location to manage the size of available capacity and the
size of temporarily closed capacity of the facility. An integer flow, representing the number of open and
closed capacity levels, allows for the closing of open capacity and the reopening of closed capacity. Another
feature of the problem is the use of the so-called round-up capacity (RUC) constraints, which imply integer
rounding of the total demand for each commodity allocated to the same facility. While this characteristic
may correspond to the practice in many industries, to the best of our knowledge, the authors were the first
to explicitly model this type of capacity constraints. In the following, we will refer to this problem as the
Dynamic Facility Location Problem with Relocation and Partial Facility Closing (DFLP-RPC) with RUC
constraints.

The contribution of this paper is twofold. We first propose a new formulation for the DFLP_RPC with
RUC constraints that is based on a recently introduced modeling technique (Jena et al., 2014a) and yields
integrality gaps more than ten times smaller than those of the formulation proposed by Jena et al. (2012). The
use of this modeling technique also enables the formulation to make use of a more detailed cost structure. We
then develop an efficient heuristic based on Lagrangian relaxation. The heuristic extends the one presented
by Jena et al. (2014b) and adapts it to the new problem features, in particular to the partial closing of
facilities, the relocation of facilities, and the RUC constraints. The heuristic consists of two optimization
stages. In the first stage, Lagrangian relaxation is applied to provide lower and upper bounds for the
problem. Then, a restricted mixed-integer programming (MIP) model, based on the Lagrangian solutions,
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is solved to improve the final solution quality. Computational results show that the proposed heuristics are
capable of finding high quality solutions in short computing times, even for large-scale instances for which
general-purpose MIP solvers do not find feasible solutions. Furthermore, given the strength of the proposed
formulation, the heuristics provide significant bounds on the quality of the obtained solution.

The remainder of the paper is organized as follows. Section 2 defines the problem and its application
in forestry. Then, Section 3 introduces a new formulation for the DFLP_RPC with RUC constraints. The
two-stage Lagrangian heuristic is presented in Section 4. Computational experiments for the problem, as
well as for simplified problem variants without relocation and without RUC constraints, are presented in
Section 5. The integrality gaps of the problems are analyzed. Furthermore, the quality of the solutions for
the industrial problem provided by a general-purpose MIP solver and the proposed heuristics are compared.
Finally, conclusions are drawn in Section 6.

2 Problem Description

We consider the problem introduced by Jena et al. (2012), which extends the Capacitated Facility Location
Problem in several respects: multiple time periods, multiple (modular) capacity levels and multiple com-
modity types. Given a set of customers with independent demands for each commodity and time period, the
objective is to find the optimal locations and opening schedules for facilities that provide sufficient capacity
to satisfy the customer demands at minimal costs. New facilities may be constructed and existing facilities
may expand their capacity at any time period. Since a facility may not always require its entire capacity,
parts of the facility may be temporarily closed, while other parts remain open. Given that the temporary
closing and reopening of capacity is usually much cheaper than the complete shut-down and construction
of a facility, this feature may result in a very dynamic opening schedule of the facilities. Facilities may also
be relocated from one location to another, assuming: 1) a facility can only be relocated as a whole, not
partially; 2) before it is relocated, the entire capacity of a facility has to be closed; 3) facilities cannot be
merged at the same location.

In contrast to classical facility location models, the problem considered here involves particular capacity
constraints, the above mentioned round-up capacity (RUC) constraints. These constraints require that, even
though facilities may be able to provide the exact level of capacity required, they need to reserve production
capacity in multiples of a certain size. This involves rounding the demands for each commodity according to
the lot sizes to compute the total capacity necessary at the facility. The following example illustrates these
constraints. In a given time period, a set of customers have been allocated to obtain a total of 287 units of
commodity A and 113 units of commodity B from a certain facility. Let us assume that this facility needs to
reserve blocks of size 100 for the production of commodity A and blocks of size 150 for the production of a
commodity B. Even though the facility may produce the exact amount required by the customers, it needs
to ensure a total capacity of 300 units, i.e., three blocks, for commodity A and 150 units, i.e., one block, for
commodity B.

Application in Forestry. The DFLP_RPC with RUC constraints was motivated by an industrial ap-
plication in the forestry sector introduced by Jena et al. (2012), where a logging company needs to locate
camps to host its workers. Facilities represent logging camps, while customers represent logging regions that
specify a total demand for two different commodities: the workforce for wood logging and the workforce for
the construction and maintenance of access roads. Demands are specified over a time horizon of five years,
each year divided into a summer and a winter season. Logging camps are composed by trailers and therefore
have a very flexible structure. The capacity level of a facility thus represents the number of trailers at the
camp. The hosting capacity of a logging camp can easily be expanded by adding new trailers. Some trailers
may be closed, while others remain open. Trailers are only available for use when they are open. The total
number of trailers of a camp, i.e., the sum of open and closed trailers, is also referred to as the number
of existing trailers. Demands are specified as the average number of crews working throughout the entire
season. It is likely that a crew will only work part of the season in a given region, which leads to a fractional
demand. Given that crews always work together, the logging camp must ensure sufficient hosting capacity
for the entire crew. The RUC constraints therefore ensure that capacity is modeled in a realistic manner.
As an example, let us assume that one crew will work the entire season, while another one will work only
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40% of the season at a given site. The total demand for the two crews is thus 1.4 and a logging camp would
need to ensure a total capacity for at least [1.4] = 2 crews in order to host the workers of both crews in the
same time period.

3 Mathematical Formulations

In this section, we propose a new formulation based on a modeling technique that has shown to yield very
strong LP relaxation bounds. We first review the input data used to model the problem. We denote by J the
set of potential facility locations and by L = {0,1,2,..., ¢} the set of possible capacity levels for each facility.
We also denote by I the set of customer demand points and by T' = {1,2,...,|T|} the set of time periods in
the planning horizon. We assume throughout that the beginning of period t 4+ 1 corresponds to the end of
period t. The set of different commodities is denoted by P. The demand of customer ¢ for commodity p € P
in period ¢ is denoted by d“, while the cost to serve one unit of commodity p to customer ¢ from facility j
operating at capacity level £ during period ¢ is denoted by g” ', We denote by sp the block size (in commodity
units) that has to be reserved at a facility to provide commodity type p. A facility may temporarily close
parts of its capacity. The capacity of a facility with ¢ open capacity levels at location j is given by u;
(with u% = 0). Furthermore, we let J° be the set of locations that already possess existing facilities at the
beginning of the planning horizon and ¢/ be the capacity level of the existing facility at location j. The
construction cost of a facility of size ¢ € L at location j € J is denoted by cgj[. The costs to reopen and

close ¢ capacity levels of the same facility are given by CTO and c C respectively. The maintenance costs
for ¢ open capacity levels at a facility during period t is given by cM Finally, c? represents the costs for
relocating a camp with £ closed trailers.

We now present a new formulation for the DFLP_RPC with RUC constraints, based on a modeling
technique referred to as the Generalized Modular Capa(ntles (GMCQ) formulation (Jena et al., 2014a). This
formulation uses binary facility location variables yé ¢, o explicitly represent a capacity change from level
{1 to {5 at the beginning of time period ¢ at location j. Even though the use of such variables results in
larger models than classical flow based modeling techniques, it has been shown that GMC based formulations
provide significantly stronger LP relaxation bounds, and therefore facilitate the solution of the problem when
using general-purpose MIP solvers.

In the DFLP_RPC, one needs to simultaneously manage capacity on two levels: the ex1st1ng capacity
and the open capacity. We therefore extend this modeling technique and use binary variables yp Lymyn, thAt
take value 1 if a facility at location j changes its existing capacity from level n; to ne and its open capacity
from level £; to £3 at the beginning of time period t. Clearly, variables are defined only for £; < n; and
{5 < ny. Integer variables zzt € Z* represent the total number of blocks of commodity type p reserved at

a facility with ¢ open capacity levels, located at j € J. Binary variables wgn indicate whether a facility of
size m, open at capacity level £, is closed and relocated from location j to another location before period
t. Binary variables wJ indicate whether a facility of size n is relocated to location j before period ¢. The
continuous variables sz € [0,1] denote the fraction of the demand dif satisfied by a facility at location j
open at facility level ¢.

The objective function coefficients associated to the capacity change decisions yﬁemm are given by

le ymin, 21d describe the aggregated costs to change the open capacity of a facility at location j from level
{1 to £ and the existing capacity from level n; to ns at the beginning of period ¢, as well as the costs to
operate the facility at levels /5 and ny throughout time period ¢. Clearly, this cost structure is much more
general than the one of the flow formulation used by Jena et al. (2012) and could therefore represent the
capacity transitions in a more realistic manner. However, to obtain a formulation equivalent to that of Jena
et al. (2012), we set the cost matrix fglthmn? as follows.

The number of capacity levels constructed (nFC), the number of capacity levels reopened (nRE) and the
number of capacity levels closed (nCL) that are represented by a decision variable ye tymin, CAN be computed
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by:

nFC = max {0, (ny —n1)}
nRE = max {0, ({s — ¢1) —nFC}
nCL = max {0, ({1 — ¢2) + nFC}.

The cost coefficients are then defined as:

M |, C TO TC
feleznm Coot T Cinroyt T CnrRE) T C(nCL)t:

We define the GMC based formulation for the DFLP_RPC with RUC constraints (RPCr-GMC) as follows:

HHHZ Z Z Z Z Z élégnlnzyéfégnlnz

jEJ €L lseLni€Lno €L teT

20000, Zfdif i

i€l jEJ LEL peP teT

53) 35 ) ST SIS 35 9) m

jeJbeLneL teT jeJ neL teT
sty > wpii=1Viel, VpeP, VteT (2)
jEJ LEL
Y dlxlt <! VjeJ, VieL, VpeP, VteT (3)
i€l
Zspze < Z Z Z ueyelenmz Vied VYleL, VteT (4)
peP l1ELn1ELNngEL
t—1 ~jt
Z Z zl(lm?)l Z Z yﬁznnz wén
lie€Lni€L la€L no€L
VjiedJ, V¢e IL\{0}, Vne L\{0}, VteT\{1} (5)
j(t—1 - ~qt
DD homn F =D D Yoty + G
¢ieLni€Ll el no€L
VjedJ, Vne L\{0}, VteT\{1} (6)
Z Z yZ}(2(n1:gj)n2 =1 VJ = JO (7)
el no€L

Z Z Z Z y/1/2n1n2 <lvjed vteT (8)

l1EL €L n1€Lno€L

SO g, =) W) vnel, VteT (9)

jeJLel jeJ
w)l >0 Viel, VjelJ, WeL, VpeP, VteT (10)
Yo tonin, €10,1} Viel, VjeJ, V€L, Vi €L,

Vni €L, Yno e L, YteT (11)

Wit €{0,1} VjeJ, Y eL, VvneL, VteT (12)

wit € {0,1} VjeJ, Ynel, VteT (13)

zepe.Z*v]eJ VleL, VpeP, VteT. (14)

The objective function (1) minimizes the total costs for changing the capacity levels and allocating the
demand. Note that the relocation costs cff are equally split on variables w and w. Hereby, we intend to

better use both variables within the Lagrangian relaxation. Constraints (2) are the demand constraints for
the customers. Constraints (3) and (4) are the round-up capacity constraints at the facilities that first round
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up the total demand (specified in number of blocks) and then use the rounded number of blocks to determine
the total capacity necessary at the facility. Constraints (5) and (6) are the flow conservation constraints that
link the capacity change variables in consecutive time periods. These constraints also allow the use of the
relocation variables w;; and w/! to remove flow from one location and add it to another location, respectively.
Constraints (7) are the flow initialization constraints that specify that exactly one capacity level is chosen at
the beginning of the planning horizon. Constraints (8) guarantee that exactly one capacity change variable
is selected at each time period. Finally, constraints (9) are the relocation linking constraints that match the
outgoing and incoming relocations of facilities of the same size. The flow conservation constraints (5) — (7)
represent a network flow structure, which is illustrated in Figure 1 for a small example with four time periods
and two capacity levels. Each node represents the number of open and existing capacity (open capacity level
/ existing capacity level). The binary capacity change variables are represented by arcs, which allow for the
construction of new capacity, as well as the closing and reopening of existing capacity.

periods — t; t) t3 t4
capacity
~7 ,f‘ ~f‘ 2]

levels
.' 4 '
L -41-——- L TS

02 ]",': ‘,': ‘,': 0
!I N )

vl; i 7

--/ o
0/0 . 0/0) —J —J

Figure 1: Network flow structure to manage partial facility closing and reopening. Each node indicates the
level of open and existing capacity.

&&\

\\

Valid Inequalities. We propose the following valid inequalities for our model:

e <Y g, Vi€l VjEJ, VLEL, YpeP, VteT (15)
li€Lni€Lny€l

Z Z Z Z Z u§2ygf52n1n2 2 Z Z d;t vieT. (16)

jeEJUiELlsEL N1 EL noEL i€l peP

The Strong Inequalities (SI) (15), typically used in facility location and network design problems (Van Roy,
1986; Gendron and Crainic, 1994), are known to provide a tight upper bound for the demand assignment
variables. The valid inequalities (16) are referred to as the Aggregated Demand Constraints (ADC). Although
they are redundant for the LP relaxation, adding them to the model enables MIP solvers to generate cover
cuts that further strengthen the formulation.

4 Lagrangian Heuristics
When applying Lagrangian relaxation to capacitated facility location problems, it is common to relax either

the capacity constraints (Van Roy and Erlenkotter, 1982; Barcelo et al., 1990) or the demand constraints
(Shulman, 1991; Beasley, 1993; Wu et al., 2006). Jena et al. (2014b) applied the latter Lagrangian relaxation
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to the GMC formulation. By relaxing the demand constraints, the Lagrangian subproblem decomposes into
independent subproblems, one for each candidate facility location. These independent subproblems can then
be efficiently solved by dynamic programming.

When the relocation of facilities is allowed, as it is the case for our problem, the relocation constraints
(9) are an additional link between the candidate facility locations. Therefore, the relaxation of the demand
constraints is not sufficient to decompose the Lagrangian subproblem by location. There are two possibilities
to overcome this issue. One can relax both the demand constraints (2) and the relocation constraints
(9) in order to obtain a subproblem that can be decomposed by location. Alternatively, one can relax
only the demand constraints (2). The remaining Lagrangian subproblem then still includes the relocation
linking constraints (9) and, therefore, cannot be decomposed by location. Instead, the subproblem may
be transformed into a pure integer program and be solved by a generic MIP solver. In our computational
experiments, the latter approach has not been competitive with the former one, given that the MIP solver
may still take considerable time to solve the resulting integer program. We therefore report on the first
approach, relaxing both the demand constraints (2) and the relocation linking constraints (9).

Let « be the vector of Lagrange multipliers associated to the relaxed demand constraints and S the one
associated to the relaxed relocation linking constraints. Let ch = géﬂ td” — apt denote the modified variable
coefficients for the z variables. The Lagrangian subproblem can be stated as follows:

L(O{, = mlnz Z Z Z Z Z Zlfznlnzyfffznﬂw

jeJlieLlseLni€lna€L teT

CR
+ZZZZ(C;7FC+%_§"” w€n+zzz 7+ﬁnt

jeJleLneL teT jeJneL teT
~17t 13t )
+E E E E E cépx[p—kg E g Qipt
i€l jeJ LeL peP teT i€l pePteT

s.t. (3) — (8), (10) — (14).

4.1 Solution of the Lagrangian Subproblem

We separate the Lagrangian subproblem into |J| independent subproblems, one for each potential facility
location for a fixed set of Lagrange multipliers a@ and 5. The Lagrangian subproblem is then defined as

Lo, B) = > jes Li(e, B) + 2 5c 2 opep 2oter ipt: Where Lj(a, 8) corresponds to the problem of finding

the optimal opening schedule for the capacities of facility j with modified demand allocation costs czif To

solve this problem, we extend the dynamic programming algorithm presented by Jena et al. (2014b). Let
O?”B (¢,n,t) denote the value of the optimal opening schedule from time period 1 to ¢, including the costs
to satisfy the customer demand during these time periods and assuming that a facility of size n, open at
capacity level / is available at the end of time period t. To compute these values, we need to evaluate the

following four combinations of incoming and outgoing relocations:

1. No incoming relocation, no outgoing relocation. The cheapest capacity level is chosen, including the
costs to satisfy demand until period ¢ — 1 and the costs for the capacity transition:

Ol(évnﬂt) = { [1Fn1n ﬁ(£17n17t - 1)}

min
0<n;<n,0<4:<n

2. Incoming relocation, no outgoing relocation. A facility of size n; has been relocated to location j and
possibly expanded by additional capacity, resulting in a final level of existing capacity n. Furthermore,
some unused capacity may have been closed, resulting in a final level of open capacity ¢:

cR

CRelocIN (67 n,t) = 1<I£ﬂgn{7 + C(nRE‘)t + C(nCL + Byt + CJ(” nl)l

nRE = max {0,/ —n+n1},nCL =max{0,n —n; — {}}
é2(£7n7t) = CA(RelocIN(g, n,t) + C% + O?’B(O, O,t — 1)
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3. No incoming relocation, outgoing relocation. A facility has been relocated to another location and a
facility of size < £,n > has been constructed afterwards:

R

CAVRelocOUT = { 511‘ + - - ﬂnlt + O (Elanlat - 1)}

min
1<n1<q,0<01<n;

Cs(¢,n,t) = Cretocovt + fjotont-

4. Incoming relocation, outgoing relocation. A facility has been relocated to another location, while a
facility has been relocated to the current location, eventually followed by a capacity expansion, resulting
in a final capacity level n:

CA14(€a n, t) = CAvRelocIN (67 n, t) + CA(RelocOUT + C%-
Based on these four cases, the optimal value for Of(¢,n,t) is computed as:
O?’ﬁ(é, n,t) = L5 (¢,t) + min{Cy (¢, n,t), Co(l,n,t), Cs(l,n,t), Ca(l,n,t)}, (17)

where L (£,t) is the cost of the optimal demand allocation at facility j with £ open capacity levels at period
t, which is computed as shown below.
We solve the subproblem for location j by selecting the minimum among all possible facility sizes:

— a,B
Lj(a,B) = Mgguégnq{()j (4,m, IT\)}-

Note that, using the RUC constraints, the Lagrangian subproblem does not have the integrality property.
The lower bound provided by the Lagrangian subproblem may thus be better than the bound provided by
the LP relaxation of the original problem.

Computation of the Optimal Demand Allocation. When using common capacity constraints, as used
in the Capacitated Facility Location Problem, the optimal demand allocation L% (£,t), taking into account
the adjusted demand allocation costs ¢ Z) for a given «, 7, £ and t, can be obtalned by solving a continuous
knapsack problem (Shulman, 1991). However, when using the RUC constraints, finding the optimal demand
allocation is identical to solving the following MIP:

~ijt _ijt
min Z Z Cep Tep

i€l peP
it zyt jt
s.t. g d » Tip —Zep Vpe P
iel
E szep < “z
peP

zlf <1Viel, VpeP
WGR* Viel, VpeP
Zzp € Z+ Vp € P.
This problem contains two embedded knapsack problems. The overall knapsack problem consists in
selecting, for each p, an integer value for z[p such that the total capacity is respected and the costs are
minimized. The cost for each of these integer values depends on the choice of z and is computed by a

continuous knapsack that selects z variables such that the total costs are minimized. The steps to solve this

problem are therefore as follows:
1. First, all feasible integer values for z% are identified. For each p, the feasible integer values that z%

may take are given by set {2, = {0’ 1,2, ..., {%J }
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2. The costs for each of the integer values of zzzt) are computed by solving a continuous knapsack problem
for each p € P, by rearranging the demand nodes d;,; in increasing order of their ratio of adjusted trans-
~ijt

portation costs and demand quantity, i.e., Z%, and by serving demands until either the entire capacity,
P

given by the integer value of zg;, is filled or a demand node with a positive adjusted transportation
cost is met.

3. A Multiple-Choice Knapsack Problem (Martello and Toth, 1990) is solved by using dynamic program-
ming, in which each integer value for a z% variable represents an object with a cost coefficient given by

the solution of the previously solved continuous knapsack. The weight of object z,?; is given by spz%
and the total knapsack capacity is given by ui. Exactly one object for each p € P is selected.
Note that solving the series of continuous knapsacks for a given p in step 2 can be performed efficiently,

as the optimal solution for the continuous knapsack of a capacity 2’ is necessarily part of an optimal solution
for any capacity z” with 2" > 2'.

4.2 Solution of the Lagrangian Dual

The Lagrangian dual problem is maximized to obtain the optimal Lagrange multipliers:

IE%XL(a,ﬁ).

The Lagrangian function L(c, 3) is non-differentiable. However, a subgradient direction can easily be
computed. The subgradient direction is composed of the two vectors v;,; and fine, which represent the
subgradients for the relaxed demand and relocation linking constraints, respectively. At the k —th iteration,
they are computed as the derivative of the relaxed constraints in o and 3, respectively, with variables x, w
and w fixed to the values found in the Lagrangian subproblem:

prtzl_ZZfo Viel, VpeP, YteT

jeJLel
phy =Y _wl =Y @l Yne L\{0}, VteT.
jeJ jeJLeL

Due to its strong convergence properties, we chose to use a bundle method to solve the Lagrangian dual.
The implementation based on Frangioni (2005) uses a subset of the tuples < L(a®),~v® > with s € B, where
B is referred to as the bundle of subgradients v°. From the primal view point, the following quadratic
problem has to be solved at each iteration (Frangioni and Gallo, 1999):

r%in {é I 27595 I? + % Epb; s.t. ZGS =1,0> O},

seEB seB

where R is the so-called trust region for the tentative ascent direction, and E; = L(a) + v(& — a) — L(&) is
the linearization error from the current point &. The solution values for 6°, given for each bundle member,
hold valuable information and can be used to construct feasible integer solutions (see Section 4.4). The
tentative ascent direction is then computed by the convex combination of the subgradients, using the convex
multipliers #. Alternatively, the dual problem can be solved to compute the ascent direction, or directly the
new point. Frangioni and Gallo (1999) elaborate on this relationship in detail.

4.3 Generation of Upper Bounds

At each iteration, a feasible solution is generated based on the current Lagrangian primal solution. This
feasible solution serves as an upper bound for the optimal integer solution and directly impacts the conver-
gence of the bundle methods. Even though high quality upper bounds are desirable, it is important that
they are generated in an efficient manner, as the solution of the Lagrangian dual typically involves hundreds
of iterations.
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To generate feasible solutions, we extend the approach followed by Jena et al. (2014b) by also considering
partial closing and reopening of facilities, relocation of facilities and the RUC constraints. The Lagrangian
solution provides a facility opening schedule for the entire planning horizon, defined by a capacity level pair
(¢5;/n;) for each j and ¢, as well as the corresponding demand allocation. As the demand constraints (2)
have been relaxed, the set of demands d;,; can be separated into three subsets: ¥;, 32 and X3 denote the
demands defined by triplets < 4, p,t >, which are exactly met, over-served and under-served, respectively:

_ ijt _ _ ijt
21— <Zp,t> Z]z(e,t)p 722_ <7’pat> Zx(g/t)p
VIS

and X3 = ¢ <1,p,t >: Zmz%t)p<1
jed

To obtain an integer feasible solution, we perform the following steps:

1.

Identify feasible relocatlon pairs: Feasible pairs of relocation decisions are identified by matching
the outgoing relocations wen and incoming relocations ! from the Lagrangian solution. For each pair
of facility size n and time period ¢, we choose the maximum number of facility matches j and ;" (with
j' # j) among the Wjrent and Wjry,; decisions made in the Lagrangian solution. The procedure to
find these pairs considers facilities without a specific order and excludes infeasible configurations, i.e.,
no outgoing relocation of a facility is smaller than a previously incoming relocation and subsequent
incoming relocations at the same location are separated by outgoing relocation. For locations for which
no relocation pairs have been selected, we generate the optimal opening schedule without relocations.
Reduce demand allocation: For each < i,p,t >€ X, all facility/size pairs (3, (¢,
decreasing order of their allocation costs ng. The allocated flow is removed until the total allocated
demand for < i,p,t > equals 1.

)) are sorted in

Increase capacities: If the total remaining capacity is smaller than the total remaining demand,
we increase the capacity sequentially for each time period according to the following steps until the
total demand can be met. Facilities are considered without a specific order. We consider two simple
possibilities to increase capacity: if f; < njt, we incrementally increase ﬁg-t until the missing capacity
is covered or £}, = n’,; if no facility exists, we incrementally increase both £}, an n/, until the missing
capacity is covered or the maximum capacity level for this facility is reached. For any time period

t' > t, the existing capacity level nJ;, is increased to the new level nj, if nf,, < nj;.

. Increase the demand allocation: For each < i,p,t >€ X3, all facility/size pairs (j, (¢};)) with

remaining capacity are sorted in increasing order of their allocation costs g” '* Demand is allocated to

these pairs until the total allocated demand for < i, p,t > equals 1. Note that, due to the rounding in
the capacity constraints, certain demand may be allocated to a facility without consuming additional
capacity, if the facility has a commodity p block that is not yet completely filled. Furthermore,
allocating a new commodity p block is subject to capacity availability at the facility for the entire
lot.

Reduce unused capacities of open facilities: For each facility, a dynamic programming algorithm,
similar to the one used to solve the Lagrangian subproblem, computes the optimal opening schedule
that guarantees sufficient capacity to satisfy the demand allocated to that facility. The algorithm
takes into account the total lot size for each commodity reserved at the facility, not only the allocated
customer demands.

Even though the resulting solution is integer feasible, its demand allocation may still be improved.
Therefore, a final step consists in computing the optimal demand allocation for the current opening schedule
using the CPLEX network algorithm.
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4.4 Restricted MIP model

To improve the final solution quality, we may use a restricted MIP based on the convexified solutions provided
by the bundle method (see Section 4.2). The restricted MIP model for the DFLP_RPC needs to decide for
the level of open and existing capacity levels for each location and time period. We therefore define the
restricted MIP in terms of capacity level pairs (¢,n).

As explained in Section 4.2, the bundle method provides a multiplier 8° for each Lagrangian solution s
such that )~ 6° = 1. The value §° can be seen as a probability that solution s provides a good opening
schedule. We may therefore derive probabilities for each of the opening decisions yﬁm = > 0°Ypn, Where
Yjene 18 1 if solution s selects capacity level pair (¢,n) for location j at period ¢. Furthermore, let Lﬁ be
the set of (¢,n) pairs for location j and period t available in the restricted MIP. The restricted MIP is then
defined as follows:

e Selection of capacity levels. If the decision for location j and period t is not fixed, Lﬁ is composed
by the n® capacity level pairs (£,n) that have the highest yjplnt values, with yjpént > 0.001.

e Defining the set of capacity transitions. Decision variables yzlt tynin, are defined for all combina-
tions between (¢1,n1) and (¢, n2), with (¢1,n1) € Lﬁ and (¢2,n9) € Lﬁ
RPCr-GMC formulation.

1)) if available in the original

Relocation decisions are added to the restricted MIP by computing the probabilities for outgoing and
incoming relocations 1w, and w},,, respectively. We set wy,,, = > 003, where @, is 1 if solution
s relocates a facility of size n open at level ¢ from location j to another location at period ¢. In the same
way, we set Wl = Y. 0%0%,,, where w3, is 1 if solution s relocates a facility of size n open at level ¢
from location j to another location at period t. All relocation variables with their corresponding wﬁm

and ijm greater than or equal to 0.001 are added to the restricted model. To ensure their feasibility with
respect to the flow conservation constraints, certain capacity levels are added to the sets of available capacity
levels L. To be precise, when adding a relocation decision w’! to the restricted MIP, capacity level pair
(0,n) is added to L, ) and capacity level pairs (0,n) and (n,n) are added to L} to ensure that the flow
conservation constraints contain the capacity transition variables ygfémm
closed or reopen it at its maximum capacity level n.

that either maintain the facility

5 Computational Experiments

In this section, the performance of the Lagrangian heuristic and that of the MIP solver CPLEX are evaluated
and compared by means of computational experiments. All mathematical models and the Lagrangian based
heuristics have been implemented in C/C++ using the IBM CPLEX 12.6.0 Callable Library. The code has
been compiled and executed on openSUSE 11.3. Each problem instance has been run on a single Intel Xeon
X5650 processor (2.67GHz), limited to 24GB of RAM.

In addition to the DFLP_RPC with RUC constraints, we consider two simplified problem variants, which
are defined next. Then, we explain how test instances are generated. The integrality gaps of the different
problem variants and formulations are then analyzed. Finally, computational results are presented to compare
the performance of the Lagrangian heuristics and that of CPLEX.

5.1 Problem Variants

The RUC constraints are a particular characteristic of the industrial application considered here. The
majority of facility location models in the literature uses classical capacity constraints such as the following;:

Sdifzdt <> N> wlyly, ., Vi€, VEL VpeP, VteT. (18)

iel l1€Lni€Lne€L

Computational results are therefore reported for the DFLP_RPC with RUC constraints and two simpli-
fied problem variants, both using classical capacity constraints (18), to illustrate the impact of the RUC
constraints on the difficulty of solving the problem.
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The DFLP_RPC is defined as the DFLP_RPC with RUC constraints, but with classical capacity con-
straints (18). The GMC based formulation for this problem, referred to as the RPC-GMC formulation, is
therefore defined by objective function (1) and constraints (2), (5) — (13) and (18). The Dynamic Facility
Location Problem with Partial Facility Closing (DFLP_PC) is defined in the same way as the DFLP_RPC,
but without the relocation of facilities. Its GMC based formulation is referred to as the PC-GMC formulation
and is defined by objective function (1) and constraints (2), (5) — (8), (10) — (13) and (18), but without the
relocation variables u?jfb and wJ! and the RUC integer variables z%.

We refer to the flow formulation proposed by Jena et al. (2012) as the RPCr-2i formulation. Based on
this formulation, we also define formulations for the DFLP_PC and the DFLP_RPC with classical capacity
constraints. We denote the corresponding formulations as the PC-2i and RPC-2i, respectively.

When applying Lagrangian relaxation to the simplified problem variants with classical capacity con-
straints, the optimal demand allocation in the subproblem becomes significantly easier to compute. Instead
of solving a multiple-choice integer knapsack problem when RUC constraints are used, classical capacity con-
straints involve only the solution of simple continuous knapsack problems. This reduces the computational
complexity to solve the Lagrangian subproblem. Furthermore, for the DFLP_PC, the dynamic program-
ming algorithm to solve the optimal opening schedule does not consider relocation decisions. In the same
way, when generating feasible upper bounds, the first step in Section 4.3, matching incoming and outgoing
relocation decisions, is ignored.

5.2 Test Instances

Test instances have been generated by following a scheme similar to that described in Jena et al. (2014a).
However, the instances used in this previous work included only one commodity, up to 100 candidate facility
locations and up to 1000 customer locations. In this work, we use instances that are significantly larger
with respect to the number of candidate facility locations and the number of commodities. Instances have
been generated with different numbers of candidate facility locations |J| and customers |I|, combining all
pairs of |J| € {50,100,150,200,250} and |I| € {|J|,4-|J|}. The highest capacity level at any facility,
denoted by ¢, has been selected such that ¢ € {3,5,10}. Three different networks have been randomly
generated on squares of the following sizes: 300km, 380km and 450km. We consider two different demand
scenarios. In both scenarios, the demand for each of the customers is randomly generated and randomly
distributed over time. The two scenarios differ in their total demand summed over all customers in each time
period. In the first scenario, the total demand is similar in each time period. The second scenario assumes
that the total demand follows strong variations along time and therefore varies at each time period. The
number of commodities |P| has been selected such that |P| € {1,3,5}. The demands for the second to fifth
commodities are based on the demand for the first commodity. To be precise, the demand d;,; for p > 2
is computed as dz,t = di* - rp - avgDem,/avgDemy, where avgDem; = 10, avgDems = 6, avgDems = 9,
avgDemy = 5, avgDems = 8, and 1, ~ N(1.0,0.2) is a normally distributed random variable with mean
of 1.0 and standard deviation of 0.2. Construction and operational costs follow concave cost functions, i.e.,
they involve economies of scale. The combination of the different properties listed above results in a total of
(5x2x3x3x2x3=) 540 instances. All instances contain ten time periods, which is found to be sufficient
to demonstrate capacity changes along time and small enough to not increase the size of the models too
much. Note that we assume that the problem instances do not contain initially existing facilities. We refer
to A for a detailed description of the parameters used to generate the instances.

5.3 Analysis of the Integrality Gaps

We now assess the strength of the proposed formulations for each of the three problem variants by means
of their integrality gaps. Table 1 summarizes, for each of the three problem variants, the integrality gaps
provided by the 2i and GMC based formulations. The reported integrality gaps are the average over the
instances of the same size for which all six formulations have solved the LP relaxation within 12 hours of
computing time and for which the optimal integer solution is known within 0.1%. This number is indicated
in column “# inst”. The results demonstrate the same trend for all three problem variants. The GMC based
formulations provide significantly lower integrality gaps, on average 13 to 30 times lower than those provided
by the 2i formulations. Note, however, that the strong bound comes with the price of higher computing
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times when solving the LP relaxation with CPLEX. For example, for the DFLP_RPC with RUC constraints,
solving the LP relaxation (limited to 12hs) of the GMC based formulation takes on average over all 540
instances about 17,085 seconds, while the 2i formulation takes only 4,879 seconds. Furthermore, CPLEX
does not provide any bound for 177 instances when using the GMC formulation, mostly due to memory
limitations, while this problem occurs for only 52 instances when using the 2i formulation.

Even though CPLEX struggles to solve the LP relaxation for many of the instances, the Lagrangian
relaxation may provide bounds at least as good as the LP relaxation in a more efficient manner. In fact, for
the DFLP_RPC with RUC constraints, the Lagrangian subproblem does not have the integrality property
when RUC constraints are used. The lower bound provided by the Lagrangian relaxation may therefore
be better than the LP relaxation bound of the original formulation. An analysis showed that, for the 380
instances for which the LP relaxation has been solved with CPLEX within a total of 12 hours, the Lagrangian
relaxation, limited to 500 iterations and 2 hours of computing time, provided a better bound for all instances.
The bound provided by the Lagrangian relaxation has been on average 1.98% and for some instances up to
23.99% higher than the LP relaxation bound. The last column of Table 1 indicates the deviation of the lower
bound provided by the bundle method of the Lagrangian heuristic from the upper bounds for the same set
of instances. While the average integraliy gap provided by the 2i formulation has been assessed as 2.89%,
the Lagrangian relaxation was able to decrease the integrality of the GMC formulation from 0.22% to an
average deviation of 0.13%. As a result, the Lagrangian heuristic is likely to provide significant bounds on
the quality of the solutions obtained.

Instance # DFLP_PC DFLP_RPC DFLP_RPC w/ RUC
q size inst. 21 GMC 21 GMC 21 GMC LRH
3 50/50 13 3.34 0.57 | 4.96 0.59 | 4.97 0.60  0.62
50/200 18 1.06 0.04 | 1.52 0.05 | 1.52 0.05  0.09
100/100 17 2.50 0.10 | 3.93 0.09 | 3.93 0.09 0.12
100/400 18 0.98 0.01 1.45 0.01 1.45 0.01 0.03
150/150 17 2.08 0.07 | 3.46 0.05 | 3.46 0.05  0.06
150/600 14 0.95 0.01 1.46 0.01 | 1.46 0.01 0.04
200,/200 17 1.89 0.05 3.16 0.03 3.16 0.03 0.06
200/800 9 0.84 0.02 | 1.40 0.02 | 1.40 2.77  0.05
250/250 17 1.69 0.02 2.97 0.02 2.97 0.02 0.05
250/1000 5 0.76 0.02 | 1.26 0.03 | 1.27 0.03  0.05
Avg All 145 1.68 0.09 | 2.67 0.08 | 2.67 0.26 0.11
5 50/50 4 4.98 0.95 | 6.22 0.81 | 6.22 0.81 0.88
50/200 11 1.80 0.11 2.29 0.10 2.30 0.11 0.16
100/100 9 3.47 0.18 | 4.86 0.22 | 4.86 0.22  0.29
100/400 11 1.58 0.01 | 2.07 0.01 | 2.07 0.01 0.04
150/150 6 3.07 0.10 | 4.55 0.07 | 4.55 0.07  0.09
150/600 4 1.49 0.01 2.11 0.01 2.11 0.01 0.03
200/200 7 2.67 0.07 | 3.95 0.02 | 3.95 0.02  0.07
200,/800 1 1.64 0.01 2.34 0.01 2.34 0.01 0.02
250/250 5 2.24 0.02 | 3.60 0.03 | 3.60 0.02  0.07
250/1000 2 1.47 0.02 | 2.16 0.03 | 2.16 0.03  0.04
Avg All 60 2.45 0.13 | 3.41 0.12 | 341 0.12 0.16
10 100/400 1 3.01 0.03 | 3.10 0.00 | 3.14 0.04  0.07
Avg All 1 3.01 0.03 | 3.10 0.00 | 3.14 0.04 0.07
All  Avg All 206 1.91 0.10 | 2.89 0.09 | 2.89 0.22 0.13

Table 1: Comparison of average integrality gaps (in %) for the three problem variants for instances where
the optimal integer solution is known and the LP relaxation of all formulations has been solved.

5.4 CPLEX Optimization

Even though the LP relaxation of the 2i formulations is solved much faster than that of the GMC formu-
lations, the latter provide a substantially better bound. The GMC formulations therefore perform much
better than the 2i formulations when the MIP solver is used to find the optimal integer solutions. We now
compare the performance of the two formulations for the instances for which both formulations found fea-
sible solutions within the given time limit. The time limit has been set to three hours. The results for the
DFLP_RPC with RUC constraints are given in Table 2. Comparing on the same set of instances, the GMC
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formulation clearly outperforms the 2i formulation regarding the average and maximum deviations from the
best known lower bound, as well as the computing times. In addition to the better solution quality, the GMC
based formulation finds feasible solutions for more instances. Feasible solutions were found for 131 instances
when using the RPCr-2i formulation, while the the RPCr-GMC formulation found feasible solutions for 251
instances.

For the simplified problem variants, similar results have been observed. Here, the time limit has been
set to two hours. The PC-2i formulation for the DFLP_PC reports an average optimality gap of 1.09%, a
maximum gap of 90.83% and an average solution time of 2,768 seconds, whereas the the PC-GMC formulation
results in a lower average gap of 0.16%, a maximum gap of 3.78% and an average solution time of 1,613
seconds. For the DFLP_RPC, the RPC-2i formulation resulted in an average gap of 0.44%, a maximum gap
of 4.83% and an average solution time of 1,956 seconds. Again, the RPC-GMC formulation reported superior
performance with an average gap of 0.21% and a maximum gap of 1.39% in an average solution time of only
592 seconds. Feasible solutions were found for 323 instances when using the PC-2i formulation and for 291
instances when using the PC-GMC formulation. For the DFLP_RPC, the RPC-2i formulation led to feasible
solutions for 179 instances, whereas the RPC-GMC formulation found feasible solutions for 285 instances.
This illustrates the increasing difficulty to solve the different problem variants as facility relocation is allowed
and RUC constraints are used.

RPCr-2i RPCr-GMC
q Instance  # inst. | Avg % Max % Time | Avg % Max % Time
size Gap* Gap* (sec) Gap™ Gap* (sec)
3 50/50 16 0.20 1.48 2,561.5 0.17 1.50 2,393.1
50/200 18 0.00 0.01 1,398.4 0.00 0.01 733.3
100/100 16 0.08 1.22 1,795.3 0.02 0.21 854.9
100/400 12 0.16 1.92 2,968.2 0.00 0.01 529.3
150/150 13 0.01 0.02 2,324.5 0.00 0.01 459.8
150/600 6 1.65 4.75 7,200.5 0.01 0.02 2,682.5
200,/200 13 0.04 0.20 3,547.5 0.22 2.79 1,721.2
250/250 7 0.33 1.29 5,403.0 0.00 0.01 1,443.4
Avg All 101 0.19 4.75 2,850.1 0.06 2.79 1,248.2
5 50/50 6 0.52 2.32 3,819.7 0.19 0.61 2,607.5
50/200 8 0.00 0.01 1,762.8 0.00 0.01 347.1
100/100 5 0.01 0.01 1,972.6 0.01 0.01 369.6
100/400 3 0.12 0.35 3,744.3 0.00 0.00 745.0
150/150 4 0.06 0.22 4,819.3 0.04 0.15 2,395.5
200,/200 2 0.00 0.00 3,705.0 0.00 0.01 1,245.5
Avg All 28 0.13 2.32 3,028.7 0.05 0.61 1,234.9
10 50,/200 1 0.28 0.28 7,201.0 0.34 0.34 7,200.0
Avg All 1 0.28 0.28 7,201.0 0.34 0.34 7,200.0
All  Avg All 130 0.18 4.75 2,922.0 0.06 2.79 1,291.1

Table 2: CPLEX results comparing the two formulations for the DFLP_RPC with RUC constraints, consid-
ering instances where both formulations found feasible solutions.

5.5 Peformance of the Lagrangian Heuristic

We now present results for the Lagrangian heuristics and compare their performance to CPLEX. When using
RUC constraints, the solution of the Lagrangian subproblem is more difficult and consumes significantly
more computing time. However, it is likely that the problem variant with RUC constraints selects similar
facility locations in their optimal solutions as the problem variant without RUC constraints. The Lagrangian
heuristics presented in this section therefore initialize the Lagrange multipliers by first solving the problem
variant without RUC constraints and then by solving the problem variant with RUC constraints. The
initialization phase without RUC constraints is terminated after a maximum of 300 iterations of the bundle
method or when the best upper bound lies within 1% of the best known lower bound. Note that, even though
we solve the subproblem for the problem variant without RUC constraints, we generate upper bounds for
the problem variant with RUC constraints. Furthermore, note that the lower bounds from the initialization
phase are also valid for the problem variant with RUC constraints. After the initialization phase, the original
problem is solved by the bundle method, limited to a maximum of 500 iterations (including the iterations
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performed in the initialization phase). In a final optimization phase, we solve the restricted MIP to improve
the solution quality.

The following experiments allow for a total of 3 hours of computing time. For all experiments, a 0.01%
optimality stopping criterion has been used. Table 3 presents the results for the Lagrangian heuristic applied
to the DFLP_RPC with RUC constraints. The results are given for two configurations of the heuristic. The
first configuration uses only the bundle method, whereas the second configuration adds the restricted MIP
model afterwards. The restricted MIP has been used with parameter n® = 10. For the second configuration,
the restricted MIP is started after 2 hours at the latest. The last column for each configuration indicates
the number of instances for which the heuristic proved optimality within 1%. Given the strong lower bounds
provided by the heuristic, the heuristic proves optimality within 1% for 379 of the 540 instances.

Bundle only Bundle + R-MIP
q Instance Avg Max Time # 1% Avg Max Time # 1%
size Gap % Gap % (sec) opt | Gap % Gap % (sec) opt
3 50/50 3.77 11.64 325.4 1 0.31 1.22 4,142.9 9
50/200 0.78 1.54 499.1 15 0.53 0.96 268.3 18
100/100 1.75 6.14 858.7 8 0.40 0.87 273.2 18
100/400 0.85 2.82 914.9 16 0.59 0.92 650.8 18
150/150 1.86 5.13 1,559.9 8 0.29 0.99 610.8 18
150/600 1.02 2.86 1,291.0 14 0.70 0.98 760.5 18
200,/200 1.89 6.40 2,576.7 10 0.42 0.94 1,098.2 18
200/800 1.47 4.70 2,479.1 11 0.51 1.00 1,707.8 18
250/250 1.54 6.44 2,686.9 10 0.40 0.93 1,381.2 18
250,/1000 1.88 4.67 5,942.3 6 0.29 1.00 4,081.3 18
Avg All 1.68 11.64 1,913.4 99 0.44 1.22 1,497.5 171
5 50/50 9.18 20.01 639.5 1 1.70 4.57 6,763.3 2
50/200 1.80 4.31 3,259.6 5 0.49 1.32 1,907.4 16
100/100 6.21 20.14 2,382.9 1 0.73 2.26 3,825.7 10
100/400 1.16 3.30 2,798.1 13 0.50 0.99 1,605.0 18
150/150 5.21 9.84 4,834.0 1 0.60 1.50 1,943.1 15
150/600 1.09 2.98 3,419.6 10 0.43 0.95 2,339.4 18
200,/200 3.99 9.31 6,061.1 2 0.45 1.20 2,948.4 17
200,/800 1.71 4.96 4,154.0 9 0.53 0.98 2,900.0 18
250/250 3.15 8.80 5,849.7 5 0.35 0.98 3,313.8 18
250,/1000 2.05 4.35 7,494.4 5 0.30 0.97 5,024.0 18
Avg All 3.56 20.14 4,089.3 52 0.60 4.57 3,224.8 150
10 50/50 15.93 27.86 1,770.1 0 6.38 20.19 7,404.5 0
50/200 9.80 18.18 5,830.8 0 3.45 18.18 8,189.3 2
100/100 17.78 29.99 5,134.7 0 4.99 20.86 8,427.6 0
100/400 5.85 13.43 7,882.2 2 2.24 13.43 6,213.4 12
150/150 18.42 29.05 7,207.3 0 6.04 29.05 9,140.5 1
150/600 5.03 10.94 8,013.6 3 2.88 10.94 6,707.2 11
200,/200 17.15 26.92 8,040.9 0 5.16 26.26 9,010.6 1
200/800 4.65 11.91 9,568.7 0 2.96 11.91 7,356.3 12
250,/250 15.21 27.29 8,357.2 0 6.26 27.29 8,666.2 4
250,/1000 3.05 5.68 10,893.3 1 0.86 5.68 7,598.8 15
Avg All 11.29 29.99 7,269.9 6 4.11 29.05 7,864.3 58
All  Avg All 5.51 29.99 4,424.2 157 1.72 29.05 4,194.1 379

Table 3: Results for the Lagrangian heuristic for all 540 instances for the DFLP_RPC with RUC constraints.

Table 4 provides a direct comparison between the results of CPLEX and the Lagrangian heuristic. The
MIP solver does not find feasible solutions for about half of the instances, in particular for those with a
high number of capacity levels, i.e., ¢ = 10. For the instances where CPLEX finds feasible solutions, the
Lagrangian heuristic provides more reliable results, having a smaller maximum deviation of the provided
solution value from the best known lower bound, while the computing times are significantly lower. Further-
more, given the strong lower bounds provided by the heuristic, the latter is capable to prove optimality for
almost the same number of instances as CPLEX (218 vs. 227).
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CPLEX Bundle + R-MIP
q Instance # Avg Max Time # 1% Avg Max Time # 1%
size ns Gap% Gap% (sec) opt | Gap % Gap % (sec) opt
3 50/50 0 0.23 1.21 4,327.7 16 0.31 1.22 4,142.9 9
50/200 0 0.00 0.01 751.2 18 0.53 0.96 268.3 18
100/100 0 0.01 0.18 1,325.3 18 0.40 0.87 273.2 18
100/400 0 0.00 0.01 719.8 18 0.59 0.92 650.8 18
150/150 0 0.02 0.26 1,665.1 17 0.29 0.99 610.8 18
150/600 1 0.01 0.02 3,017.2 17 0.69 0.98 756.5 17
200/200 0 0.12 2.04 2,949.2 17 0.42 0.94 1,098.2 18
200/800 9 0.40 3.48 6,120.1 8 0.22 0.81 1,411.7 9
250/250 0 0.10 1.79 2,978.1 17 0.40 0.93 1,381.2 18
250,/1000 15 0.84 2.51 8,152.7 2 0.05 0.11 1,400.7 3
Avg All 25 0.10 3.48 2,553.1 148 0.43 1.22 1,170.5 146
5 50/50 3 2.15 8.39 8,005.7 9 1.19 3.28 5,831.7 2
50/200 0 0.45 3.43 4,956.9 16 0.49 1.32 1,907.4 16
100/100 4 0.36 1.48 4,955.4 11 0.42 1.29 2,104.2 10
100/400 7 0.01 0.03 2,504.8 11 0.48 0.97 653.5 11
150/150 7 0.92 7.56 6,093.3 8 0.34 0.89 812.4 10
150/600 12 0.04 0.19 5,291.7 5 0.20 0.77 651.0 6
200/200 10 0.09 0.39 4,031.4 8 0.16 0.50 800.8 8
200/800 17 0.01 0.01 4,005.0 1 0.84 0.84 1,145.0 1
250/250 12 0.04 0.14 5,347.5 5 0.18 0.73 557.7 6
Avg All 90 0.63 8.39 5,259.5 74 0.50 3.28 1,950.8 70
10 50/50 12 1.78 4.07 10,800.2 3 1.85 2.81 611.5 0
50/200 15 0.71 1.51 10,110.0 2 0.60 1.21 264.3 2
100/100 13 2.88 8.82 10,800.4 0 1.92 3.14 2,254.6 0
Avg All 166 1.94 8.82 10,652.4 5 1.61 3.14 1,123.9 2
All  Avg All 281 0.38 8.82 3,931.3 227 0.52 3.28 1,433.1 218

Table 4: Comparison of solution quality for CPLEX and the Lagrangian heuristic considering instances for
the DFLP_RPC with RUC constraints where CPLEX found feasible solutions.

6 Conclusions

We have considered a recently introduced multi-period facility location problem with multiple capacity
levels and multiple commodities. This problem, motivated by an industrial application in forestry, allows for
several ways to adjust capacity along time, such as the expansion of capacity and the relocation of facilities.
As for many problems motivated by industrial applications, the features of the problem go beyond classical
variants and significantly complicate the solution. In particular, the problem extends classical facility location
by considering the partial closing and reopening of facilities, as well as capacity constraints that consider
rounding on the left-hand side of the constraints.

In this paper, we proposed a new formulation for this problem, as well as for two simplified variants
without relocation and with classical capacity constraints. For our test instances, the proposed formulations
provide significantly lower integrality gaps than previous formulations, on average 13 to 30 times lower. As
a consequence, MIP solvers perform much better when using the new formulation. Next to computational
advantages, the proposed modeling technique also allows for a better representation of the cost structure of
the problem.

Based on the proposed formulations, we developed efficient Lagrangian heuristics to find high quality
solutions for the problems. They consist of two optimization phases. In the first phase, the Lagrangian
dual is solved by a bundle method, providing lower and upper bounds. Then, a restricted MIP model is
solved to improve the final solution quality. Even though the relocation of facilities, as well as the particular
capacity constraints represent an additional obstacle when decomposing the problem, we demonstrate how
to efficiently construct feasible facility relocations after relaxing the relocation linking constraints and how
to solve the round-up capacity constraints in a combinatorial manner. Computational results show that the
proposed heuristics outperform state-of-the-art MIP solvers, providing better average and maximum devi-
ations from the best known lower bounds in significantly shorter computing times. While the MIP solver
does not find feasible solutions for about half of the instances, the heuristics are able to provide high quality
solutions for all instances. The average deviation from the best known lower bounds for all 540 test instances
is 1.37% for the original problem considering relocation and round-up capacity constraints. The Lagrangian

CIRRELT-2014-71 15



Solving a Dynamic Facility Location Problem with an Application in Forestry

heuristics also provide relatively accurate bounds on the solution quality, since the proposed formulations
produce low integrality gaps.
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A Test Instances

Due to the lack of openly available instance sets that include the input data required by the DFLP_PC and
DFLP_RPC with classical and with RUC constraints, we generated a total of 540 instances, 180 for each
capacity level, to test the presented models. These instances extend those used by Jena et al. (2014b) to
account for partial facility closing, facility relocation and the RUC constraints. In the following we briefly
describe how these instance properties are generated and which parameters are used. We refer to Jena et al.
(2014b) for details.

A.1 Problem dimension

Instances were generated with different numbers of candidate facility locations |.J| and customers |I|, combin-
ing all pairs of J € {50,100, 150,200,250} and I € {|J|,4-|J|}. To be precise, the instance dimensions are:
(10/20), (50/50), (50/200), (100/100), (100/400), (150/150), (150/600), (200/200), (200/800), (250/250)
and (250/1000). Instances have been generated with a maximum of 3, 5 and 10 capacity levels, which are
assumed to be reasonable values for a broad variety of different application contexts. The capacities u;, are
generated based on the total number of customers and are chosen such that a considerably large number of
facilities (about half of the candidate locations) is selected.

The candidate facility locations and the customer demand points have been randomly generated following
a continuous uniform distribution. The networks were generated on squares of the following three sizes:
300km, 380km and 450km. All generated instances contain ten time periods, which is found to be sufficient
to demonstrate capacity changes along time and small enough to not increase the size of the models too
much.

A.2 Demand allocation and fixed costs

Costs are divided into fixed and variable costs and include economies of scale in function of the size of the
facility. Fixed costs are given by the construction of facilities and the change of their capacity levels. Variable
costs are composed of the costs to produce and transport the commodities. Transportation costs have been
computed based on the Euclidean distance between the points, including a small modification that results in
a slight clustering effect of the customers close to a facility. The generation of the total demand allocation
costs g;je¢ to serve the customer demands, the facility construction costs f})@ and the facility maintenance
costs [, is described in Jena et al. (2014b).

The costs for reopening and closing existing facilities were taken from the input data of the previously
mentioned industrial application introduced by Jena et al. (2012). Although being strictly increasing, these
costs do not necessarily represent economies of scale. The costs to reopen 1,...,10 closed capacity levels
are 3,138.34, 4,084.69, 4,924.58, 5,693.26, 7,085.07, 7,727.50, 8,342.34, 8,933.68, 10,057.70 and 10,594.80,
respectively. The costs to close 1,...,10 open capacity levels are 8,624.93, 11,595.80, 14,305.60, 16,836.50,
21,524.10, 23,727.90, 25,858.30, 27,925.70, 31,901.10 and 33,820.70, respectively.

Once all capacity levels are closed, a facility can be relocated to another location. The costs to relocate
a facility of 1,...,10 capacity levels from one location to another are set to 12,823.70, 19,431.90, 24,077.00,
30,247.00, 42,639.10, 48,854.50, 50,579.90, 56,314.10, 67,804.10 and 73,558.50, respectively.

A.3 Demand distribution

We consider two different demand scenarios. In both scenarios, the demand for each of the customers is
randomly generated and randomly distributed over time. The two scenarios differ in their total demand
summed over all customers in each time period. In the first scenario, the total demand is similar in each
time period. We set the average demand for a customer to 12 units per time period. The total demand
for all customers is therefore approximately 10 - |I| units at each time period. The second scenario assumes
that the total demand follows strong variations along time and therefore varies at each time period. In this
scenario, the total demand for all customers is multiplied by a random distortion factor at each time period.
The demands for the second to fifth commodity are computed based on the demand of the first commodity.
For further details, we refer to Jena et al. (2014b).
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When round-up capacity constraints are used, demands d;,; are divided by the corresponding lot size s,
which have been set to s1 =6, s =3, s3 =5, 84 =2 and s5 = 7.
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