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Abstract

This thesis concerns the optimisation of maintenance and inspection for stochastically
deteriorating systems. The motivation for this thesis is the problem of determining
condition based maintenance policies, for systems whose degradation may be modelled
by a continuous time stochastic process. Our emphasis is mainly on using the
information gained from inspecting the degradation to determine efficient maintenance
and inspection policies.

The system we shall consider is one in which the degradation is modelled by a Lévy
process, and in which failure is defined to occur when the degradation reaches a critical
level. It is assumed that the system may be inspected or repaired at any time, and that
the costs of inspections and repairs may depend on the level of system degradation.
Initially we look at determining optimal inspection policies for systems whose
degradation may be directly and perfectly observed, before extending this analysis to
the case where the degradation is unobservable, and a related covariate process is used
to determine maintenance decisions. In both cases it i1s assumed the replacement policy
is fixed and known in advance. Finally we consider the case of joint optimisation of
maintenance and inspection, for cases in which the maintenance action has either
deterministic or random effect on the degradation level.

In all of these cases we use the properties of the Lévy process degradation model to
form a recursive relationship which allows us to determine integral and functional
equations for the maintenance cost of the system. Solutions to these determine optimal
periodic and non-periodic inspection and maintenance policies.

Throughout the thesis we use the gamma process degradation model as an example. For
this model we determine optimal perfect inspection policies for the cases when
inspections are periodic and non-periodic. As a special case of a covariate process we
consider the optimal imperfect periodic inspection policy. Finally we obtain jointly
optimal deterministic-maintenance and periodic-inspection policies.



CHAPTER 1

Chapter 1

Introduction: Maintenance and Inspection of

Deteriorating Systems

1.1 Introduction

Engineering advances in recent years have meant that the complexity of many systems
has increased greatly. Systems are now being designed to carry out ever more complex
and difficult tasks. This has resulted in engineers seeking more effective methods to

improve and monitor the reliability of these systems.

There is a limit, however, to how far the reliability of a system may be improved by
improvements in the quality of components and construction. When this limit has been
reached other methods must be found to ensure that systems are reliable enough to
safely complete their required task. An important consequence of this is that
maintenance and inspections of these systems is now of much greater importance.
However, the improvements in reliability achieved by quality improvement methods
mean that traditional methods of reliability centred maintenance are much less effective.
The main reason for this is that, in the case of a highly reliable system, it is difficult to
estimate the failure characteristics of the system, when failures occur very rarely This
means that the distribution of the time to failure is unavailable, so that other methods of

analysis must be found.

10
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Since the event of system failure cannot be observed, an alternative measure of system
performance must be found. It is natural, as a proxy for failure, to consider the
degradation of the system, where degradation is a measure of performance, capability.
quality or damage. For example, the degradation of a tyre is measures by tread depth.
The tread depth clearly affects the safety, performance and capability of the tyre. Using
crack length as a degradation measure is natural for many mechanical systems under
cyclical loading. In this case, the length of the crack does not affect the performance of
the system, until the crack becomes large enough for the material to break, in which
case the system fails. Clearly, the degradation is related to failure, and so
measurements of degradation allow us to indirectly determine the failure characteristics

of a system.

The main focus of this thesis is the analysis of deteriorating systems, with the aim of
determining optimal maintenance and inspection policies. We are mainly interested in
systems whose degradation may be observed by the system user. On the basis of
observed degradation, decisions can then be made regarding the inspection and

maintenance of the system.

In this introductory chapter we will consider the practical problems associated with the
maintenance of deteriorating systems, and look in detail at the aspects of these systems
which are important when developing mathematical models. The presentation is largely
non-mathematical, since a survey of mathematical models for maintenance and

inspection is given in Chapter 2.
We shall divide our discussion of maintenance into four sections:.

1. Modelling System Degradation

2. Failure Characteristics
3. Inspection and Maintenance Policies
4. Optimisation Criteria

Each section presents an important practical aspect of a system or its management, and
discusses problems which arise when considering mathematical models for

deteriorating systems and their inspection and maintenance.

11



CHAPTER 1

1.2 Modelling System Degradation

In cases when it is not possible or economical to test a system to failure, it is usual to
measure the degradation of a system, to gain insight into the system failure
characteristics. In what follows we shall assume that degradation of a system is

measured by a physical observation of a characteristic of the system.

A classical example of this type of model is that of Crack Growth (Sobcyk, 1987). In
this case the ‘system’ fails when the crack length becomes too large. It is natural, then,
to use crack length as a measure of system degradation. By observing the crack length,
and by using knowledge of system characteristics, we are able to determine how much
longer the system is likely to function successfully. Using this information we can

formulate a maintenance and inspection policy.

Another classical example of degradation is in erosion or wear processes. In this case
the system has a specific characteristic which is eroded or wears out over time. For
example, in the case of tyres, the tread depth is reduced by tyre wear, and eventually the
tread is worn away, making the tyre useless. Another example is given by Van
Noortwijk (1996), who considers the problems of maintaining coastal flood barriers. In
this case the sea gradually erodes the flood barrier, and the barrier is deemed to have
failed when it is no longer able to withstand the pressure of the sea. In this case by
observing the height and width of the barrier, a prediction can be made regarding the
expected failure time of the barrier. Using this information maintenance can be planned

to prevent the barrier from failing.

In the two preceding examples, the degradation process clearly has a direct influence on
the failure of the system. In many systems however, the degradation process which
should be considered is not obviously apparent. In this section we shall consider the

problems in modelling degradation, and how they may be overcome.

Before considering a model for degradation, it is necessary to determine which system
characteristics are of use in ‘predicting’ failure. It is clear in the crack growth example
that crack length is of prime importance. It may also be the case however that other
variables influence the failure time of the system, and so should be incorporated into
any degradation model. In general, we assume that there are a number of system
variables which directly describe the failure characteristics of the system. This implies

that our general degradation model should be in the form of a vector valued stochastic
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process. We shall assume that an analysis of the system has been carried out and that

the system variables influencing failure have been identified.

Having identified which variables affect system failure, we must address the problem of
observability. If a system variable cannot be observed, for technical reasons say, then it
cannot be incorporated directly into a degradation model. In this case it may be
necessary to consider a ‘covariate’ of the system variable. By a covariate, we mean a
system variable which is conditionally independent of system failure, given the
degradation process. This means that the covariate does not directly influence system
failure, but provides statistical information about failure, when the underlying
degradation process is unobservable. Clearly there may be more than one covariate
relating to any single unobservable system variable, so that the covariate model may be

a vector-valued stochastic process.

There is a possibility that some of the covariates are themselves unobservable, in which
case we could consider covariates of the initial covariate under consideration. Carrying
on in this fashion we obtain a hierarchy of processes, each level being less important to
failure than the previous level. To avoid this type of hierarchical model we shall
assume that all covariate processes are observable. Therefore the model of degradation
is restricted to three levels, as illustrated in the graphical model shown in figure 1.1

below. This is the most general type of model we shall consider.

COVARIATE —» DEGRADATION |—* FAILURE

Figure 1.1 — Graphical Representation of a degradation model

In this model, the main point is that the covariate influences only the degradation of the
system. If the degradation process is observable, then the covariate process and the
event of failure are independent. From a modelling perspective this is important since it

allows us to greatly simplify the analysis of a system.

Having determined the degradation variables and covariates, it is necessary to define a
mathematical model defining the relationship between (i) The covariate process and the

degradation process; and (i) The degradation process and failure. In the first case it is

13
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assumed by definition of our terminology that a known relationship between the
covariate and the degradation process exists. For example, it could be the case that the
average rate of deterioration of the system is a function of the value of the covariate
process. In the crack growth example this might correspond to the average rate of crack
growth being a function of the operating temperature of the system. In the coastal flood
protection example, the level of rainfall is an obvious environmental factor influencing
the failure of the system. Regarding the second case, it is often much more difficult to
adequately define a relationship between degradation and physical failure. This

problem is discussed further in the following section.

In both cases however, it can be seen that for systems with vector valued degradation
and covariate processes, the system models become very complex. The choice of
model for each of these processes plays a very important role, since it determines how
useful and accurate the model is. Much work has been done on the estimation of
reliability for systems subject to random covariates. However, most of this literature is
related to medical statistics, and analysis of survival data (for example see Jewell and
Kalbfleisch, 1996). This means that the models considered are generally regression
models, which attempt to explain the effect of various covariates/factors on the lifetime
of a system/individual. These models are not generally suited to optimisation of
maintenance and inspection. We consider some of these models in greater detail in the

following chapter.

Further aspects of degradation modelling are more mathematical in nature and are

discussed in the following chapter.

1.3 Modelling Failure as a Result of Degradation

While the degradation of a system is often relatively easy to model, the actual failure is
not as easy to predict. Clearly, modelling degradation can only provide us with partial

information regarding the failure of the system.

Given that this is the case, the question arises as to how failure can be modelled as a
function of the degradation of the system. In general we are interested in preventing a
physical failure of a system. Physical failure is generally defined as ‘the termination of

the ability of an entity to perform a required function’ (IEC 1991). Clearly, in the

14
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general model we are using we must define a relationship between the degradation

process and failure. There are two common assumptions which have been made.

The first, and perhaps simplest method, is to define a threshold failure model in terms of
technical failure. More precisely, if X represents the degradation process of the system
we are considering, then a technical failure occurs at the first time X, e C, where C is
some critical failure set. Under this definition the failure time represents the hitting
time of the set C. The set C is then chosen so that the system is unlikely to physically

fail for values of degradation outside the critical set (with a specified probability).

The most common example of this model is shown in figure 1.2 below.

X
A
C L
.,
0 T

Figure 1.2 — Example of Threshold Failure Model

In the example of figure 1.2, failure is assumed to occur when the degradation process
first reaches the barrier C. In this particular case the degradation reaches C at time 7,

and this 1s defined as the failure time.

In some senses this definition is unsatisfactory, since failure is now assumed to occur
when the degradation reaches a specific value; in reality this is not the case. While this
model can be criticised as being overly simplistic, its simplicity allows computations to
be carried out, which would be impossible under more realistic assumptions. With a
good definition of technical failure this model can be very useful, and has often been

used in the literature.

One difficulty with threshold failure models is that they take no account of external
factors on the system. For example, it may be the case that a system will fail due to

incompetence of a system operator. This cannot be incorporated into a threshold failure

15
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model. In general we must be careful to ensure that a technical failure, defined by first
entrance to a critical set C, must occur for the system to fail (within reason, and subject
to external factors). Clearly, these external factors are much more difficult to model

than the degradation of the system.

A simplification of this type of threshold failure model may be defined when we are
dealing with a degradation process with discrete state space. In this case it is common
to view failure as the culmination of the degradation process, and to define failure as a
state of the process. Examples of models using this approach are given by Milioni and
Pliska (1988a,b) and Dagg and Newby (1998). These models, however, are based on

systems with precise properties and cannot be applied to more general models.

The second main failure model which has been proposed is the doubly stochastic
Poisson Process (See, for example, Cox and Isham, 1980). The idea of this model is to
assume that failures occur according to a Poisson Process, whose intensity is given by a
function of the stochastic covariate process. While this assumption seems more realistic
there are some difficulties, principally in determining the nature of the failure intensity.
If this can be obtained, however, the assumptions result in a realistic model, allowing
failures to occur at any level of degradation, and to allow the level of degradation to

influence the failure rate of the system.

A comprehensive review covering much of the material of sections 1.2 and 1.3 may be
found in Singpurwalla (1995) or Yashin and Manton (1997). We consider some

particular failure models in the following chapter.

1.4 Modelling Maintenance and Inspection

Having outlined how the system degradation and failure may be modelled, we now
consider the important topic of how this failure can be prevented. In general, to prevent
a system from failing it must be maintained in some way. To decide on effective
maintenance, it is necessary to obtain information about the system degradation, which
is done by inspecting the system. Clearly, the introduction of inspection and
maintenance complicates the degradation models somewhat, as it is now assumed that

the maintenance of the system affects the level of degradation.

16
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Graphically, the model we are dealing with is shown below

COVARIATE |——| DEGRADATION |— » FAILURE

) / h
~ ) N \\

MAINTENANCE |+ INSPECTION

Figure 1.3 — Graphical Representation of Degradation Models Incorporating Inspection

and Maintenance

The arrows in the diagram are interpreted as meaning ‘directly influences’. Thus, as
before covariates affect degradation, which in turn affects failure. Additionally, we
now have that the level of degradation affects the observed value of inspection, which
in turn determines the maintenance action, which affects degradation and possibly also

affects the value of covariates.

It is important, given what we have said above, to define inspections and maintenance
actions as precisely as possible. In general there are two main forms of inspection
model, namely perfect and imperfect inspection. Under perfect inspection we assume
that the true value of the degradation process is observed at each inspection. Similarly
imperfect inspection assumes that the degradation process is observed with some error.
The exact way these are defined depends on the underlying system model. There are

commonly two assumption made in regard to imperfect inspection:
1. Measurement Error
2. Classification Error

As the name suggests, measurement error occurs when the true level of degradation
cannot be measured because of inaccuracies or faults with equipment. A common
model for measurement error assumes that the degradation process is observed with an
additive error term (See for example Whitmore, 1995).  This is not the only model
available, but its structure makes the analysis of this type of model quite

straightforward.

17
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Classification error occurs usually when the system has a discrete state space. and the
system is categorised as being in one state, when in fact it is in another. In this case
imperfect inspection may be defined by allowing a probability of observing degradation
is state x when in fact degradation is in state y, and this model fits well with standard

models of systems with discrete state space.

As with inspection, there are many possible types of maintenance action. The first
distinction which can be made is between complete and partial maintenance. Complete
maintenance is defined as any action which returns the system to a good-as-new
condition. The most common example of such maintenance is replacement, but others
do exist. In contrast to complete maintenance we define incomplete or general
maintenance. In this case the maintenance action results in the degradation of the
system being reduced to a specified level. This is clearly more realistic in terms of
maintenance than complete repair, although problems still exist. Principally it is often
difficult to determine the exact effect maintenance will have on the degradation and/or

covariate process of the system.

We may also distinguish between perfect and imperfect maintenance. As with
inspection, perfect maintenance occurs when the affect of maintenance on the system is
known deterministically. For example, with replacement, we know the degradation of a
system will be reduced to the level of a new system. With imperfect maintenance, the
effect of maintenance is in some way random. This randomness may be intrinsic to the
maintenance action itself, or may be the result of errors on the part of those carrying out
maintenance. We may also define hazardous maintenance, in a similar way to

hazardous inspection, but we do not consider this here.

Having defined the types of maintenance action which may be available, it is also
important to consider the purpose of maintenance. Broadly, maintenance actions are
described as being either preventive or corrective. Preventive maintenance takes place
prior to system failure, and aims to prevent failure occurring by improving the condition
of the system. The actual level and quality of improvement depends on the
maintenance action applied.  Corrective maintenance, however, takes place after a
system has failed, and aims to fix the system so that it can be re-used. In many cases,

however, it is impossible to fix a failed system, and a replacement will be carried out

18
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Having defined the maintenance and inspection actions available, we must now
consider the timing of maintenance and inspection. Broadly, both of these may be
characterised in terms of periodic and non-periodic policies. As the name suggests,
periodic policies involve making inspections or carrying out maintenance actions at
periodic intervals. Generally non-periodic policies are in some way adaptive, defining
the next maintenance action or inspection in terms of the results of previous inspections.
Generally non-periodic polices result in lower costs than periodic policies for the same
system, although periodic policies are often considered easier to implement by

maintenance managers

It can be seen from the above discussion that incorporating inspection and maintenance
results in considerable complication of the degradation model. As a result, there are
few papers in the literature which deal with the maintenance-inspection problem as a
single entity. Most of the results in the literature tend to be focused on either

maintenance or inspection, while ignoring the other.

It seems clear that maintenance and inspection should be jointly modelled, since both
actions are very much inter-dependent, and we proceed with this in mind. The survey
paper by Pham and Wang (1996) considers the literature on imperfect maintenance in

more detail.

1.5 Optimisation Criteria

The idea of maintenance optimisation is that, based on observations of state variable
and or covariates, we choose a maintenance policy (which may include inspections,
repairs, and replacements and any other relevant action which may be taken to affect the
state of a system) which best meets our objectives, however they are defined. Therefore

we are dealing with a constrained optimisation problem which is time dependent.

At outset, even during system design, it is important to consider the objectives of the
system and the criteria on which the system will be judged a success or not. These
criteria will be defined by the system-user, based on his requirements and

responsibilities. Assuming such criteria are set out, we assume that we wish to optimise
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inspection and maintenance, such that we achieve the least possible cost of system

operation and maintenance, subject to the system satisfying its objective criteria.

The procedure of optimisation then, is a mathematical problem, and the possibility of
computing optimal policies depends upon the underlying models being used. In this
thesis we shall assume that our objective in maintenance optimisation is to minimise the

‘costs’ of inspection and maintenance. Generally we shall define the costs as either
1. Expected Average cost per unit time; or

2. Expected Discounted total cost (over an infinite horizon)

These two criteria are the most commonly found in the literature on maintenance.

In some applications it i1s important to consider optimisation of quantities other then
cost. For example, we may be required to find the maintenance policy which reduces
costs, but does not allow the probability of failure to be greater than 1% at any time.
We do not consider this type of problem, assuming that the costs of failure in the model
will fully reflect the consequences of failure, so that the results of failure occurring are

taken into account by the model and optimisation process.

1.6 Summary of Thesis

We have, in the preceding sections considered the most important problems in the area
of maintenance modelling, from a practical point of view. The main outcome of this
analysis was the need for coherent models incorporating degradation, covariates,
inspection and maintenance. It is the aim of this thesis to go some way in presenting a
model of degradation which allows these various factors to be incorporated, and hence

to obtain corresponding optimal inspection and maintenance policies.

In Chapter 2 we consider in detaill some of the most important mathematical
degradation models which have been recently considered. Broadly we look at the
whole range of models, but we pay special attention to those models which are related
to those we shall consider later in this thesis. We also briefly look at maintenance
models which have been considered for various types of systems, to set the scene for the

analysis of the following chapters,



CHAPTER 1

In Chapters 3, 4 and 5 we propose and extend a model for optimisation of inspection
and maintenance, based on Lévy process degradation. Chapter 3 presents the basic
derivation of a model for optimal markovian non-periodic inspection of a deteriorating
system, based on methods of dynamic programming theory. These results are extended
in chapter 4 to the case in which the degradation process is unobservable, and covariates
are observed. Chapter 5, then considers optimal markovian maintenance policies for a
similar system, allowing one to obtain jointly optimal (markovian) non-periodic

inspection and maintenance policies.

Throughout the thesis the example of Gamma process degradation is used as an
example. In chapter 3 and 5 optimal maintenance and inspection policies are found for
gamma process degradation, and in chapter 4 the special case of imperfect inspection of

a gamma process is considered.

We conclude in chapter 6 by summarising the main findings of the thesis, and
considering possible extensions of the model proposed, and other future work based on

our findings.
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Chapter 2

Modelling Systems subject to Stochastic

Degradation

2.1 Introduction

Having looked at reliability and maintenance in general, let us now consider how we
can best encapsulate system properties in a mathematical model. As we have said, there
are a great many types of system in use, and no single model is adequate for all systems.
A great many models have been considered in the literature, but many of these are used
for modelling a specific system. We shall mainly consider here models for systems
whose degradation is a continuous time stochastic process, and look at related models

for optimisation of maintenance and inspection of these systems.

From a modelling point of view, we are now interested in translating the system
properties into a mathematical model. The aspects of reliability and maintenance
described in the previous chapter must each be considered to find an appropriate model,
so the system as a whole can be described. For the type of system we are interested in
most previous work has been done in the field of degradation modelling, and the review

which follows necessarily reflects this.
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In what follows we let X; be a random variable representing the accumulated amount of
degradation of a system. In general, X; may be a multivariate process, but we assume
for the moment that it is a univariate stochastic process. It is possible to deal with the
case of multivariate degradation case, by considering the multivariate process as set of

correlated univariate processes.

Further, we assume that the degradation of the system is measured on an increasing
scale. That is, if X; < X, then the system is in a better condition at time s that at time 7.

If U(x) represents the utility function of having a system in state x and if { X, :1>0}is a

univariate Stochastic Process representing the degradation of the system, we assume

that

X <X, 2UWX,)>UX,) 2.1)

This assumption is not universal in the literature, since some authors assume that a
decrease in the level of degradation X decreases the utility of the system. In certain
applications it is more logical to consider the degradation process as a decreasing
measure of the system condition. This is particularly the case when the state of the
system is given by some measurement of system quality. In particular the models of
Doksum and Normand (1995) and Van Noortwijk (1996) are of this type. In the former
the system state is taken to be the number of Healthy cells in a blood sample, and in the
latter the system state is, for example, the amount of sand remaining on a coastal flood
barrier. However, by defining the degradation as decreasing measure, we avoid any

confusion between the cases of monotonic increasing and decreasing processes

separately, and allow ourselves to be completely consistent throughout. Clearly, if X, is

an increasing process, then the process X, = K — X, is a decreasing process, for any K.

Transforming the process in this way always allows us to use an increasing measure of

degradation.

In the case of a multivariate stochastic degradation process, we can assume that all of
the component processes follow the above convention, i.e. smaller levels of degradation
are preferred to larger levels of degradation. This, however, does not provide an
ordering on the state space of the multivariate process, and so their may be problems

when dealing with multivariate processes, and decisions regarding which states are

preferable to others.
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When discussing degradation process above we did not preclude the possibility that .X'is
not-monotonically increasing. In most applications, we observe that the degradation of
a non-maintained system is monotonically increasing, and it is preferable to incorporate
this feature into a degradation model. Under the further assumption that X is a

monotonically increasing process, ie. for all s<7, X, <X,, it is clear that the

degradation process then has the property that
s<t=>UX,)>U(X,) (2.2

This is clearly an intuitively desirable property for a degradation process to have, saying
that as a system ages, its condition deteriorates. A degradation process satisfying the
above condition will be called a monotone degradation process. We assume a
multivariate process X is a monotone degradation process if all of the components are
monotone degradation processes. This avoids the partial ordering problems described
above. In this case equation (2.2) applies to a stochastic process in any number of

dimensions.

With these basic definitions in mind we now consider some desirable properties of
degradation processes, before looking at three common degradation models: the Wiener
process, the compound Poisson process and the Gamma Process. We then consider
some particular models which are useful in the case of a system in which covariates are
observed. Finally we consider models for optimisation of maintenance and inspection

of deteriorating systems.

2.2 Technical Properties of degradation processes

Let us now consider the properties of system degradation which must be encapsulated
in our mathematical model of degradation. From these system properties we are able to

decide which stochastic model is the most suitable for any given system.

Firstly, let us consider how the degradation of a system occurs. Various models have
been considered, but most of these are in some sense based on the concept of
accumulated damage. This 1s a natural assumption in many situations, where the

degradation and resulting failure of a system may be viewed as the results of the
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accumulation of wear and tear over the lifetime of the system. Van Noortwijk (1996)
points out that in many systems which are subject to shocks, the order in which the
damage (i.e. the shocks) occur is immaterial. This suggests that the random
deterioration incurred in equal time intervals form a set of exchangeable random
variables (Bernardo and Smith, 1992). This also implicitly assumes that the distribution
of the degradation incurred is independent of the time scale, i.e. the process has
stationary increments. The properties of exchangeable and stationary increments are
very close indeed to the stronger properties of stationary and independent increments,
which suggests Lévy processes may be a suitable candidate for our model. See

Breiman (1968) for a discussion of the properties of general Lévy processes.

This reasoning however may be criticised in at least one important respect. While the
independent increments property seems intuitively correct for many applications, the
stationary increments property does not seem so intuitively appealing. In some
applications (as described by Van Noortwijk 1996) it may be possible that this
assumption holds, but it 1s reasonable to expect that under some circumstances, that the
degradation accumulated by the system was in some way related to the age and/or the

state of the system. We shall consider this problem further below.

This criticism however is overshadowed by the advantages that are to be gained in using
certain Lévy processes as degradation models. The class of Lévy processes contains
certain processes which are extremely tractable and for which there are many results
readily available; namely the Compound Poisson Process, the Wiener process and the
Gamma Process. In this respect, the simplification made in assuming independent and

stationary increments is justifiable simply on the basis of tractability.

An important result which is proven by Breiman (1968, Ch 9,14) regarding Lévy

processes is Lévy-Khinchine Decomposition. This states that that the characteristic

function of a Lévy process X{#) may be decomposed as ¢(8) = E(e'** ) = e¥®" where
w(@)=ic-L+o°0" + L e’ —I—Jgﬁ,—}v(db)
i \[o} (1+b°)

where ceR, o> 0, and v 1s a measure on R\{0} such that J.R\{O}(b2 A1)v(db) <= This

result is extremely important because it shows that any Lévy process can be expressed

as the sum of a Wiener process and a jump process. This has the consequence that any
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degradation model based on Lévy processes must be either a Wiener process, a jump
process (such as a Compound Poisson process or shot noise process) or the sum of these
two processes. This decomposition also shows that the Wiener process is the only
continuous Lévy process, and so if we want to model a system which degrades

continuously (such as a fatigue crack) using a Lévy process, we are theoretically limited

to a Wiener Process.

As we have said above, monotonicity may be a crucial property of degradation
processes in many applications. It can be seen from the above decomposition that only
processes which do not have a Wiener process component can be monotonic. It is clear
from the above discussion then, that any monotonic increasing Lévy process must be a
jump process. Rogers and Williams (1994) give a decomposition of the Laplace
transform for such processes, known as subordinators: The distribution F on R is

infinitely divisible if and only if there is a representation
j[ : )e‘“F(dx) = exp| —cA— [(1- ™) u(dy)
»w 0

for some ¢>0, and measure x on (0,00 satisfying the integrability condition
r(x/\l)y(dx) <. This condition is useful in determining whether or not a Lévy
0

process 1S monotonic or not.

We have therefore something of a paradox. In many applications we expect
degradation to be both continuous and monotonic, but using Lévy processes, we cannot
model both of these conditions simultaneously. In such an application it is necessary to

decide which of these properties is more important, and choose a model on this basis.

Within the class of Lévy processes the two processes which are most important are the
Wiener process and the Compound Poisson process. These are the basic building
blocks form which all Lévy processes are constructed. In reliability modelling, both of
these processes have been used extensively in the literature. There are however other
Lévy processes which have been used such as the Gamma process applied by Van-
Noortwijk (1996) among others and Stable processes used by Hougaard(1986). In
terms of degradation modelling we shall focus mainly on the Wiener process and its
extensions and the Gamma process, although the compound Poisson process has formed

the basis for many degradation processes of the Shock model type.
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Firstly, the Wiener process is ubiquitous in the literature on probabilistic modelling.
The reason being that it has many useful properties and has been studied extensively.
Secondly, the Gamma process, which is less commonly found, but perhaps more
important for our purpose, since it addresses some of the shortcomings of the Brownian
motion process (see below). The gamma process captures the global features of the

physical process and provides enough structure to enable calculations of interest to be

carried out.

As was mentioned above, of all of the assumptions underlying Lévy processes, for our
applications that of stationary increments seems most restrictive. In certain applications
we may decide that to provide a suitable model it 1s necessary to drop this assumption.

Doing this gives us further possibilities for our degradation model.

The most obvious generalisation is to make the assumption that the parameters of a
Wiener process may be time and/or state dependent, which defines the Class of
Diffusion processes. These processes inherit many of the nice properties of Wiener
processes, but are much more general and flexible for modelling. The analysis of such
processes is more difficult than for a simple Wiener process, but much work has been
carried out and many results are available. Karlin and Taylor (1981, Ch 15) provide an

extensive survey of the elementary properties of such processes.

A more general approach however, is to allow the parameters of a Lévy process be
dependent on another stochastic process. In this way the resulting process evolves
locally as a Lévy process, but the distribution of increments is dependent on another
stochastic process. In the particular case where this second process is a Markov
process, the resulting bivariate process is known as a Markov Additive process. This
allows a Markovian covariate process to be incorporated into a Leévy process
degradation model. These processes however are less tractable than the preceding

examples, and much less work has been done on their application to reliability.

In what follows we survey the properties of Wiener processes and gamma processes
before considering their application as univariate degradation processes. We conclude
this chapter by looking at how the models can be extended to the case where a covariate

process is involved and how useful the models are in terms of maintenance

optimisation.
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2.3 The Wiener Process as a Degradation Model

2.3.1 Relevant Properties of Wiener processes

The Brownian motion process is perhaps the most important stochastic process in all of
probability theory. It falls into all of the main classes of stochastic processes, namely:
Markov processes, Lévy Processes, Martingales, Right Processes (Rogers and Williams,
1994). This means that there are a great many results available so that many useful

calculations can be made.

The definition of a Brownian motion is given by

Definition 2.3.1 (Standard Brownian Motion)

A Stochastic Process {B, : >0 } is said to be a Brownian motion if
(1) Bo =0a.s.

(i) The map ¢ — B,is a continuous function of 7 € R,

(1)  Foreveryt, h 20, Bi.y — B, 1s independent of {B,:0 <u <t}, and has a Gaussian

distribution with mean zero and variance A. 0

However, the Brownian motion clearly has some undesirable properties for use as a
degradation process. The main problem is that the expected value of the process at any
time is zero. This means we cannot use it as a degradation process in general, since to
do so would implicitly assume that a system neither degrades or improves on average as
time passes. While it is plausible such a system could exist (i.e. when the failure of a
system is subject to a random environmental factor, and the system otherwise does not
deteriorate), it is not common. Another difficulty, which is inherited by most models

based on the Brownian motion process, is that the sample paths are non-monotonic.

The Wiener process is a transformation of the Brownian motion that is a more suitable
as a degradation model. If B, is a Brownian motion, as defined above, we define a

Wiener process /7 as the following function of a Brownian motion
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W, =ut+oB,

This process is essentially a scaled Brownian motion about the line 7z which
represents the mean value of the process at time 7. This process is clearly a much more
flexible modelling tool than a standard Brownian motion. In facf this process is the most
general continuous Lévy process available. It is clear however that the Wiener process
inherits the non-monotinicity property of the Brownian motion. While this is not ideal
for degradation modelling, it has been found that the Wiener process is a suitable model

in many cases (See for example Newby, 1991 and 1998)

In addition it is clear from the definition that this process is a Lévy process. The fact
that increments are normally distributed means that any estimation and inference based
on data from this process will benefit from Normal distribution theory, and so will take

place in the standard setting.

Then, if we use the Wiener process as a degradation model, there are various quantities
of interest to us. Firstly, if we consider a threshold failure model, failure will occur at
the hitting time of the threshold. If we assume the Wiener degradation process is
defined as above, and the failure threshold is ¢, then the failure time distribution is an

inverse Gaussian distribution with density

(c—ut)z}

(f) = —————exp| —
& 2no’t P 20°t

This density is relatively simple, and provides a flexible model for many. A detailed
discussion of the properties of the inverse Gaussian distribution may be found in the
book of Chhikara and Folks (1989).

The definition of the Wiener process makes it clear that, given an initial value W, = x,
the distribution of a future value of the process, W; is a normal distribution with mean
x+ ut and variance o’f. Hence, for a known initial value of degradation we can

determine the probability the system has reached a given level of degradation as

—x -yt
P(X,<c|X0:x):cb(c X “j

o+t
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which is a special case of the more general results, which is easily shown as a
consequence of the independent and stationary increments property of the Wiener

process:

P(W, -W, <A W, :ws)ch(A"“("S)
oNt-s
There are many other useful results that are of interest when dealing with the Wiener
process degradation model. In particular the joint density of W, and its maximum

variable defined by M, = sup {X : s <1}, given W, =x, is given by

:2(2m—y—x) _(y—x—yt)2 2(m—x)(m—y)
fW,,M,(y7m IX') W exp{ 20t exp{_ ot }

where y represents the future level of degradation, and m represents the maximum level
of degradation attained during the period, for an initial level of degradation x. The

proof of this, and other, results can be found in appendix A2.

It is clear from these results that the Wiener process model is very tractable. Most of
the important results we might require are readily available, or can be easily derived.

This 1s the main reason the Wiener process model is so commonly used.

As we have said the Wiener process has some problems which can make it unsuitable as
a degradation model. In particular, being a Lévy process, it has independent an
stationary increments, the problems associated with which, have been described above.

A natural generalisation of the Wiener process is to the class of processes known as

diffusions.

Diffusion processes are a general class of continuous processes which satisfy the strong
Markov property. They are generally not Lévy processes, since the distribution of
increments is not usually stationary. However, because they are Markov processes,
they are tractable and a large theory has built up around them giving many results of use

in reliability and degradation modelling. (Karlin and Taylor, 1991)

Manipulation of the above general definition of a diffusion, results in a practical
definition of a diffusion process which i1s most easily expressed in terms of a stochastic

differential equation. So, in general a diffusion with drift parameter u(s,x) and
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diffusion parameter o(7,x)1s a stochastic process X which is a weak solution of the

Stochastic Differential Equation (SDE) (Rogers and Williams, 1987)
dX,=u(t,X,)dt +o(t,X,)dB,

Where B is a standard Brownian motion process. This process is the obvious
generalisation of the Wiener process. The difference being that the parameters of the
process are now permitted to depend on the time parameter ¢ and the current state of the
process X. It is clear that the local properties of the diffusion process are similar to

those of a Wiener process.

Further information on the definition and application of Stochastic differential equations
may be found in, among others, Rogers and Williams (1987). We shall however not use
the theory of SDE’s in this thesis, as we will not be dealing further with general
diffusion processes. A classical treatment of diffusion processes (which does not use
the SDE approach) may be found in Karlin and Taylor (1981). We do not use the
theory of SDEs in this thesis, and Karlin and Taylor (1981) is more than adequate for

our purposes.

For degradation modelling we are more likely to be concerned with the case in which
the diffusion parameters are dependent on the current level of degradation. In this case

we have a time-homogeneous SDE

dX, = b(X,)dt + o(X,)dB, (2.3)

This simplification makes the analysis of these processes slightly easier. There are of
course some examples of systems whose degradation will exhibit a time dependent

component, but the analysis in this case is similar to the homogeneous case.

The properties of diffusion processes are well known, so we will concentrate on the
specific features of diffusions that are of interest to failure modelling. As with the
Wiener process it is often possible to determine the distribution of the hitting time of a
point in a diffusion process. In general this is found to be a generalised inverse
Gaussian distribution. Further information on this and similar results may be found in

the work of Barndorff-Neilson et al (1978).

In addition to distributional results much work has been done in computing functionals

of Diffusion processes. In particular, if X(7) is a diffusion process, and 7 represents the

Hitting time of the set R\ (a,b), the functional
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w(x) = E{ J' g(X(s))ds| X(0) = x}

is found to be a solution of the differential equation

d*w
Ckz

,u(x)% + o (x) = —-g(x) fora<x<b

with boundary conditions w@) = w(b) = 0. This is the classical Fokker-Planck
equation, and can generally be solved using analytical methods, Solving and letting
b— —o gives expected value of the integral up to the hitting time of a. This functional
1s of importance, since if we let g(x) be the instantaneous cost of being in state x, this
functional represents the total cost incurred up to failure, which we assume occurs when
the process hits point a. Clearly, in many cases this differential equation will have an
explicit analytical solution. In more complex cases it is a relatively simple matter to

obtain a numerical solution to this type of equation.

Similar results to those described above may be obtained for many other functionals.
Some of these results may be found in the book of Karlin and Taylor (1981), which also

described how the results may be derived.

2.3.2 Degradation models based on the Wiener Process

The diffusion model has been used extensively in the literature as a degradation model.

The main models which have been used are described below.

Non-monotonicity is the main drawback of using a diffusion process as a degradation
model. The problem can be reduced if the drift of the process is increased relative to the
variance, but in the case where we are fitting a model to data the drawback is obvious.
If the degradation process is monotonic increasing (which is a very reasonable
assumption), all of the increments which we observe will be positive. If we try to fit a
normal distribution to this data we will clearly not be proceeding according to best

statistical practise, instead we are forcing the data to fit the model.

Having said this however, there are certain cases where these drawbacks do not apply.

Sobczyk (1987) provides justification for using a diffusion process in the case of Crack

32



CHAPTER 2

Growth governed by the Paris-Erdogan law, while Newby (1998) and Whitmore(1995)
provide details of estimation and inference for crack growth processes under this model.
In addition, there are cases, particularly with regard to deterioration of biological
systems (such as the human body), where there is the possibility of non-monotonic
degradation processes occurring. This can be seen for example in the model of CD4
counts of Doksum and Normand (1995). Further, it is often the case that the
degradation properties of a system are not particularly well known, in which case a
Wiener process, being the limiting process of the random walk model, can be used as an

apporoximation.

The Wiener Process W, = u.t + 0.B,, which retains most of the structural properties of

the Brownian motion process, is the most common diffusion process found in the
literature on reliability and failure modelling. This process is the basis for most of the
work done on estimation and inference on degradation processes, and its tractability
mean that useful results are relatively easy to come by. We shall now consider some

important examples of such models.

As we have mentioned above Doksum and Normand (1995) present a model based on
the Wiener process to model the CD4 marker for a HIV infected individual. Under their
assumptions the marker is assumed to follow a geometric Brownian motion, so that log

X, is a Wiener process, namely

X
logi — |=ut+oB

0

where X; represents the CD4 count, which measures degradation, with X, being the
initial CD4 count. Using this model, standard estimation and inference procedures are
carried out and predictions are made of latency time and time until development of
AIDS (Time to Failure). However, as with many applications outside the field of

maintenance, no attempt is made to consider how we may intervene to affect the

degradation process.

A similar model is proposed by Whitmore (1995) who assumes the degradation process
follows a Wiener process, but makes the additional assumption that inference 1s based
on observations which are subject to some measurement error. So if X represents the

true degradation process, and ' represents the observed degradation we have
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X,=ut+0oB,
Y,=X, +¢,

where &, ~ N(0,v?). Clearly, the assumption of normal errors and normally distributed

increments simplifies the analysis of this problem to a great extent. Whitmore (1995)
gives results concerning the estimation and inference of degradation from such
processes. In this model, and that of Doksum and Normand (1995) failure is defined
according to a threshold failure model, and so in each case it is possible to derive the

time to failure distribution under the model.

A more complex model which uses a more general diffusion process was presented by
Lemoine and Wenocur (1985). They assume that the degradation of a system is
modelled by a diffusion process satisfying the time homogeneous SDE (2.3). The
system is also assumed to be subject to failure according to killing at rate A(x) (Karlin
and Taylor, 1981) when the system state 1s x, and is also defined to fail when the
degradation reaches a predetermined threshold value. The survival function of the

system is then given by
P(T>1)=w(x,t)= E{exp{— j k(X(s))ds} 1 M}
0

Since X follows a diffusion process, it is shown in Karlin and Taylor (1981, Ch. 15) that

w(x,?) is a solution to the partial differential equation

ow ow O*w
—67 = —k(x)w + b(x)5x—+ %az(x) pwe

which can be solved numerically (and in some cases analytically) to give the required
survival function. Lemoine and Wenocur (1985) then go on to consider various special
cases of this model and show that many common reliability models can be derived form
this kind of analysis. This model has an advantage over the previous models in that it
can incorporate state dependent behaviour in the degradation model, making it more

flexible, if more difficult to work with.

Another generalisation of the Wiener process is given by Whitmore and Schenkelberg
(1997). This model assumes that degradation follows a Wiener process, but that the
time scale may be accelerated so that, to a certain extent, a time dependent factor mav

be taken into account. While this is less flexible than the model of Lemoine and
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Wenocur, it is easier to work with, and for most standard transformations of the time
scale, inference and estimation procedures carry over easily from the Wiener case (See
Lee and Whitmore (1993) or Feller (1971, Ch. X.7) for a general description of

stochastic process under a randomised time transformation).

There are other models based on diffusion processes, some of which are similar to the
above, and others that deal with either maintenance or incorporate covariates in the

analysis, which are considered below.

2.4 The Gamma Process as a Degradation Model

As we noted above, a general Lévy process contains two components: a Wiener
component and a pure jump process component. Intuitively, if we seek a degradation
model which has only positive increments, we should be able to define a process in the
same way as Brownian motion is defined, but replacing the normally distributed
increments, with increments from a distribution which takes only positive values. If we

assume that the distribution of the increment X, — X _follows a gamma distribution with

density

ﬁa(t—s)xa(t—s)—le—ﬂx

T(a(t - s))

fl)=

we obtain a gamma process, which is defined as

Definition 2.4.1 (Gamma Process)

A Stochastic Process {X 120 } is said to be a Gamma process if

(1) Xo=0 as
(i) X has independent and stationary increments
(i)  The distribution of X; - .X; is Gamma with parameters o(/ - s) and yés

In the case where a = 1 and = 1 we call .\"a standard Gamma process.
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This process as it is defined here is not, however, a Lévy process, since it is not
generally time homogeneous. For the process X to be a Lévy process we must assume

that a(7) = a.t, for some constant a. Henceforth we assume that we are dealing with

this form of Gamma process.

Let us consider some of the main properties of this process. Firstly it is clearly
monotone increasing, which is the behaviour observed in most physical degradation
processes. Secondly, from the properties of Lévy processes it is discontinuous, unlike
the diffusion models considered above. The gamma process can be thought of therefore
as the accumulation of an infinite number of small shocks. This interpretation gives
credence to the model, since this is often how degradation occurs. Thirdly, the
independence and stationarity of increments of this process mean that this model
assumes future degradation is independent of the current level of degradation, and
depends only on the period over which the system will be allowed to deteriorate. This
is in some ways unrealistic, although models based on the Gamma process should be at
least as suitable as those based on the Wiener process since both have the flexibility of
two parameters, while the Gamma process has the advantage of monotonic sample

paths.

However, just as Wiener processes can be extended to a Diffusion processes, the
gamma process can be extended in a similar way. The results of these extensions in this
case are not as tractable as in the case of diffusions, since there is not a well developed

framework for stochastic differential equations involving Gamma processes.

Using the gamma process as a model for degradation, it is straightforward to compute
the hitting time distribution of a point. Let H, be the hitting time of point x, and assume
that X(f) is a gamma process started at zero. Then it 1s clear that

P(Hx < t) = P(X (1) > x), since the process is monotonic. Then it is simply found that

atyatleThy i = I'(at;Bx)
['(at) ['(at)

P(H, <t)=P(X(1)>x)= [ p = F(t]x)

where T'(a; x)= f 1*'e”'dr is the incomplete Gamma function. So, if we assume that

X, measures degradation, and the system fails when degradation first reaches the point c,
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it is clear that the expression above represents the failure time distribution function for

the system. It is possible to obtain the density of the hitting time distribution as

7(6)=(log(B(c - x))- a ¥(ar))- F(r,c - x)+ LE=XC
I'(ar)

Where G is a Meijer G function (See Erdelyi, 1954b) and ¥ is the derivative of the

natural logarithm of the Gamma function. In this particular case we have

0 0 0
-1 ar-1 -1

This density was found using the symbolic manipulation package MAPLE. This

G=G;; (ﬂ(c - x)

density is not suitable for carrying out computations regarding the gamma process, and

it 1s better to work with the much simpler distribution function.

The first failure model to use the gamma process was that of Abdel-Hameed (1975).
However, this model is based on a slightly different model in which the wear at time ¢,
is defined to be a random variable X(f), where X(¥) ~ I'((¢), 5). The idea behind the
model is that there is a known probabilistic relationship between the degradation of the
system and its failure.  This is expressed simply by the survival function
G(x) :P(W>x), where W is the wear at failure. The Gamma process is then
hypothesised as the relationship between the age of the system and the degradation of
the system. Then if we let fi(x) be the probability density function of X(?), it is clear that

the survival function of the time to failure 7" is given by
F(t)= [ £,(x)G(x)ax
0

It is clear that (2.4) is simply a mixture of the G(x) distributions, where the mixing
distribution is Gamma. Abdel-Hameed (1975) then provided conditions under which

the lifetime distribution properties of G(x) are inherited by £(?).

The model is intuitively very appealing, since it is often the case that the relationship
between degradation and failure are well known, but the time until a critical amount of
deterioration has occurred is stochastic. However, the model has several shortcomings.
Firstly, it assumes that the degradation process is continuously monitored, and that the

degradation process can be observed without error. Both of these assumptions may be
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unrealistic for certain applications. Secondly. The underlying gamma process has
stationary increments, so that the process evolves according to the same probabilistic

laws, independently of the current level of degradation and the current age of the

system. This assumption is very restrictive.

Another model based on a gamma process is that of Wenocur (1988). This model is a
generalisation of diffusion processes, but with the Brownian motion replaced by a

standard gamma process. In stochastic differential equation form the model may be

written as
dX,=b(X,)dt+o(X,)dy,

where v, follows a gamma process with parameters a=f=1. This model is a
generalisation of the gamma process defined above, and appears to be a much more
flexible modelling tool. There are some problems however, since the ‘drift’ and
‘variance’ of the process X, are possibly dependent on X;, thus losing the property of
stationary increments, and any results based on the theory of Lévy processes. The
process X;is still a Markov process however, and various results have been obtained by

Wenocur (1988) who derived the backward equation for the Kac Functional
w(x,t)=E* {exp{j ~ k(X (s))ds} flx (t)):l
0

This is important, since many quantities of interest can be put into this form, and may
be able to be derived by solving the associated integro-differential equation. It was
found however, that the generator of the process does not take a nice form, and so many

calculations which can be carried out easily in the diffusion case, are impossible here.

It remains to be seen if this process offers any advantage over the original gamma
process defined above. The diffusion process defined by a SDE can be interpreted
intuitively as a deterministic process with an additive ‘error’ component, so that the
process fluctuates around its expected value (drift component) in a random manner. In
the case of the SDE driven by a standard gamma process, the drift component cannot be
interpreted as the average value of the process, and is instead interpreted as the
‘baseline’ rate of change of deterioration at level x. This gives perhaps a more flexible
model than the basic Gamma process, but at the cost of increased complexity. It is

possible that a similar effect can be achieved by adjusting the shape parameter a(r), so
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as to increase the rate of increase of the process by increasing the average size of the
jumps. It is clear however that making the shape parameter of the basic Gamma
process dependent on the system state would result in a model more complex than that
of Wenocur(1988). The fact that no papers using this variant of the Gamma process
model have been published since its origination may be indicative of its lack of

tractability and practical application.

2.5 Models of Degradation in the Presence of Covariates

As was noted in Chapter 1, it is common to find that a system characteristic which
provides direct information on the failure characteristics of the system is not observable.
In such cases it may be possible to consider a covariate process as an alternative to
observing degradation. To make allowance for this it is often desirable to jointly model
the degradation of the system (which is unobservable) along with a (possibly multi-

dimensional) covariate process.

In many circumstances a similar problem arises in that the degradation of the system is
only observable subject to some kind of measurement error. This case may be included
under the structure of covariates outlined above, if the measurement taken from the
system is assumed to be the covariate, while the true degradation is represented by the
unobservable degradation process. In this case the relationship between the covariate

and system variable is determined by the observation error structure.

The above factors make the modelling of degradation in the presence of covariates a
much more complex task. We can no longer assume that the process involved is
stationary, and we must make allowance for the evolution of the state and the covariate

over time. The resulting modelling becomes complex even under the most simple

assumptions.

There has been a great deal of interest recently in this subject because of its relevance to
the subject of AIDS epidemiology. In that field, covariate processes are known as
marker processes and generally refer to measurements taken from the human body
which are of some relevance to the unknown condition of the AIDS sufferer (because

time since infection is unknown). In comparison there has been relatively little work
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done specifically in the area of maintenance modelling. (Desmond, 1983 and

Singpurwalla, 1995 give detailed overviews of this area)

Most of the work in this area, from both bio-statistical and reliability perspectives has
involved the use of hazard rate modelling. This is unsurprising, since much of the work
can be seen as a stochastic generalistion of the Cox Proportional Hazards model, of Cox

(1972) in which regression is carried out in the presence of covariates using a hazard

function of the form

h(t,z) = A(t)exp(B'z)

where A(f) represents the baseline hazard function, B is a vector of parameters and z is a

vector of covariates.

Jewell and Kalbfleisch (1996) consider the case where the hazard rate is related to the

covariates by the formula
h(t|H) = hy(1)+ B X (1)

where H = {X (5):0<1< s} represents the history of the covariate process X, fis an

unknown parameter and ho(?) represents a baseline hazard function. They consider
some special cases including the case of a Poisson Marker process and a Multivariate

zero-one marker process, and prove some results relating to residual and past life.

A similar model is given by Fusaro et al (1992) and Shi et al (1996) who consider a

hazard function of the form
h(t|H) = h(X (1))

so that the survival of the item is completely dependent on the value of the covariate,
with no other time varying factors allowed. Shi et al (1996) consider various marker
processes X(?) including the processes (which are applicable to the case of CD4 count

modelling for AIDS survival data)

Q) X@=la+b+BO]
Gy X =la+bt+U@]

Where B(?) is a Brownian motion, U(?) is an integrated Ornstein-Uhlenbeck Process

(Karlin and Taylor, 1981) and [a,b]" follows a bivariate normal distribution. It is
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unlikely that these covariate models (1) and (ii) above have any application to this area

of reliability.

A similar approach is taken by Myers (1981) who considers the case in which the

hazard rate of the system is a quadratic form, dependent on a multidimensional

diffusion covariate process.
Wt)=Z'BZ,+2C"Z +d

where Z is a vector of covariates, B is a positive definite matrix and C is a parameter
vector. Myers makes the further assumption that the covariate Z follows the m-

dimensional diffusion process defined by
dZ, = a(t)Z dt + b(t)dB,

where B; is an m-dimensional Brownian motion and a and b are continuous functions of
t. In this case it is found that the Survival function for the system may be written in

terms of the solution of a Matrix Ricatti equation.

A review of this type of hazard modelling may be found in Yashin and Manton (1997),

who also consider a model similar to that of Myers (1981) described above.

A model which deals more directly with this type of problem is that of Whitmore,
Crowder and Lawless (1998). The underlying structure of the model is based on a
bivariate Wiener process (X (1),Y (t)). The components of the Wiener process
(X (0),Y (t)) represent the (unobservable) degradation process and the covariate (or
marker) process, respectively. To simplify the modelling, it is further assumed that the
system is observed for a fixed time #, at which time it is inspected and found to be either

failed or operating. Using standard results from the theory of Wiener process, a

likelihood is created and this allows for estimation and inference on the process.

The model of Whitmore, Crowder and Lawless (1998) explicitly assumes that the
covariate is correlated to the degradation process, but the simplification of a fixed time
frame makes the model unsuitable for considering systems over more than one time
period or operating cycle. In chapter 4, we shall propose a model which extends the

results of Whitmore, Crowder and Lawless, by allowing optimal inspection policies to

be computed.

41



CHAPTER2

A more indirect method of dealing with covariates is given by Rishel (1991) and
extended by Lefebvre and Gaspo (1996a,b). Rishel (1991) proposes a model in which
the wear of a system is related to a stochastic process (which represents environmental
variables) by an ordinary differential equation which represents the evolution of system

degradation in the presence of the environmental factor. This system is described by

the stochastic differential equations

dx, = p(X,,Z,)dt
dZ, = f(X, Z)dt +o(X,,Z,)dB,

Where p(x,z)is a nonnegative continuous function of x and z and Z, is a vector valued

diffusion process. Under the assumption that the environmental process Z and the wear
process X are dependent on a control parameter u, Rishel(1991) and Lefebvre and
Gaspo (1996b) go on to consider optimal control policies which minimise the wear of
the system. This assumes that the system can be controlled continuously, which is not
always the case. In the models we shall consider and our only allowable actions are
those which come under the scope of inspection and maintenance, and which therefore
take place at discrete time points. For models which are monitored and may be
maintained continuously, this control theoretic approach has many advantages. We shall

not consider this approach further in this thesis.

A recent paper by Lim (1998) applies regime switching techniques to a related problem
in which the failure time distribution of an entity is dependent upon the state of a
Markov chain. While this is not directly comparable with the degradation models we
have been considering, the underlying structure appears to allow covariates to be taken
into account in certain cases. The technique of regime switching models has been
applied in the financial literature to the prediction of time series. See Hamilton (1994,

Ch. 21) for further analysis of such problems

The regime switching model described above allows the state of a degradation process
over the next ‘period’ to depend on the current state of the covariate process. While this
partly achieves our aims, in many cases this would not adequately describe the problem

at hand. To generalise further we must consider Markov Additive Process of Cinlar

(1972b).
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Markov Additive processes may be regarded as generalisations of Lévy processes, the
Brownian motion and Gamma processes both being special cases. We do not give a

definition here, as we shall not consider these processes outside of this section.

The diagram below (figure 2.5.1), which is modified from Cinlar (1977) shows the type

of situation that Markov Additive processes may be used to model

Degradation Y(t) 4

— — —»
[ oo e Time, t
Value of o — J—
Covariate
3

Figure 2.1 — Example of a Markov Additive Process Degradation Model

This situation may be thought of (for example) as a degradation process which evolves
according to a Gamma process when the covariate is in state 1, evolves according to a
Compound Poisson Process while the covariate is in state 2, and remains constant when
the covariate is in state 3 (which may correspond to the system being under repair, say).
While this situation may seem rather unlikely, it shows the potential flexibility of

Markov Additive processes as modelling tools.

As we remarked above, Markov Additive processes are a general and flexible modelling
tool in that they allow for the presence of one or more covariates in the model. This
model therefore, if fully developed, should allow us to take into account the effect of
other factors on the failure mechanisms, and therefore gain better understanding of
system behaviour so that maintenance effort is better applied. However, although the
model appears to be suitable for more general applications than those discussed above,
the modelling process and any subsequent optimisation is made more difficult by the

increased structural complexity of the process.
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This complexity however has not been a barrier to the application of these processes in
other fields. In particular Markov Additive processes have been widely used as models

for the arrival and departure processes in Storage process (see for example the papers of

Kaspi (1984) and Asmussen and Kella (1998)).

It appears, however, that there has been minimal application of MAPs in the field of
failure time modelling. Some of the reasons for this are clear. For the most part
degradation models have been constructed by those seeking to model the failure time
characteristics of a system or a component, without looking at inspection or
maintenance of the system. In such cases there has been little interest in modelling a
covariate process alongside the degradation process, possibly because the increased cost
of data collection and testing is prohibitive. Another possible reason is that it was felt
the added complexity of the model was too much to justify the added information it
may provide. As has been pointed out by Singpurwalla (1995), there may be some
problems in obtaining results about these processes because of an apparent lack of

tractability.

2.6 Maintenance and inspection Models

These failure models are constructed to describe systems, so that we can compute the
optimal maintenance strategy for the system. While much work has been carried out on
optimisation of maintenance and inspection, relatively little of this seems to be applied

to these types of degradation model.

For the most part, classical models of inspection and replacement are based on the
distribution of the inter-failure times of a system. Most of these may be regarded as
extensions of the classical models of replacement such as age replacement and block
replacement (See Barlow and Proschan, 1965). By assuming that the system is replaced
by an identical system at failure or preventive replacement, the act of replacement is
seen as a renewal event. This assumption allows the theory of renewal processes to be
applied to replacement problems. In particular the renewal reward theorem (Ross,
1970) allows us to show that the long run average cost per urit time is equivalent to the

average cost per cycle. This result is perhaps the most often used in maintenance
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modelling, since it reduces the general problem to one in which only the expected cost
and expected length of a single cycle needs to be found As we have said, the literature
on this type of modelling is vast, and since it does not directly influence the remainder
of this thesis we shall not expand on it here. The reader is referred to the book of

Jardine (1973) or the excellent review paper of Valdez-Flores and Feldman (1988).

While the literature on the models described above is vast, the literature on models
which directly apply degradation processes is much less commonly found. As before,
the models may be broadly split into inspection models, replacement models and
maintenance models. (Replacement models are of course a special case of maintenance
model, but we differentiate them here as their properties make modelling much

simpler).

By inspection models we generally mean models designed to address the question ‘At
what times should the system be inspected’. In answering this question using a
mathematical model, it is generally necessary to make assumptions about the
maintenance or replacement policy being applied to the system, and the relative costs of
these policies. For example, the inspection policy instructs us when to inspect the
system, and hence obtain information on the level of degradation. Based on this level a
rule must be applied determining what maintenance actions will be taken. If no action

1s to be taken, the inspection is unnecessary and there is no problem.

An example is given by Anderson and Friedman (1977). The basic model proposed
assumes that the degradation of a system is modelled as a Brownian motion process B,

and that costs are incurred continuously at rate f(B,) per unit time. If) at an inspection
time 7, it 1s found that B, € A the system operation continues, otherwise it 1s shut down
at cost y(B,). Further, each inspection is assumed to incur a cost S(B,). Extensions

of this model also consider the case when the inspection is subject to a Gaussian
measurement error and when the system degradation is reduced, rather than shut down
when B, ¢ A. The model was extended by Anderson and Friedman (1978) to consider
the case when the underlying degradation is a bivariate Brownian motion, one
component of which is continuously observable, while the other may only be observed
via costly inspections.

Using techniques of quasi-variational inequalities, Anderson and Friedman (1977,78)

are able to obtain an optimal sequence of inspections which minimises the discounted
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total cost of operating the system. While this analysis is useful, there are problems with
applying it in real situations. The work is largely theoretical in nature, and so ignores
some important practical factors. Primarily, the system cannot ‘fail’ between
inspections, which clearly is unreasonable for most systems. Further, the underlying
degradation process is a Brownian motion, which, as we have said, is generally not

suitable as a degradation model.

Yeh (1996) also considers the case of optimal inspections. The underlying degradation
process is assumed to be a semi-Markov process. By transforming this process into an
equivalent Markov process, techniques from Markov decision theory are used to
determine optimal inspection intervals. The model is extended to allow for the case of
imperfect inspection. This model has a much more application oriented perspective
than that of Anderson and Friedman (1977,78), and it would seem that it is general

enough to be applied in many situations.

In general optimal replacement policies for deteriorating systems are specified in terms
of a control limit policy, with a pre-specified inspection policy. Such policies define a
control limit, say r, and assume that the system is replaced if an inspection reveals a
level of degradation greater than the control limit, . In many replacement problems, it

is possible to show that the control limit type policy is optimal.

Park (1988a,b) gives an example of this type of model. The models given in Park

(1988a,b) differ only in their failure assumptions. The first assumes threshold failure,

while the second assumes a wear dependent hazard rate. In both cases the degradation

level at time ¢ is assumed to have a known probability distribution. In the first model

(Park 1988a) it is assumed that the system is replaced if inspection reveals a level of
degradation greater than r, but fails if the level of degradation reaches level c. (See
Figure 2.2 overleaf ). In this case, failure or replacement define a regeneration point of
the degradation process, allowing the renewal reward theorem to be applied. Having
computed the expected cost and length of a cycle, an expression for the average cost per
unit time is obtained, so that optimal control limit » may be computed. In Park (1988b),
similar calculations are made, but the system may now fail at any time, according to a
degradation dependent hazard rate. The model of Park (1988a) is particularly important
for what follows in the remainder of this thesis. In Park (1988a) the problem of
determining a control limit for a given inspection policy is considered. We shall begin

by considering a "dual’ of this problem (using different methods) of obtaining the
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optimal inspection schedule for a given control limit. We further extend these results
obtaining optimal non-periodic inspection policies, along with policies for imperfect
inspection and maintenance. In particular, our methods allow computation of jointly

optimal control limit and inspection policies as a special case of more general

maintenance policies.

X(t)

C .......... e ettt e et v——n

r S

*bt

Figure 2.2 — Example of degradation with a control limit replacement policy and

threshold failure model

Another model which is similar to that we shall consider is that of Antelman and
Savage (1965). Here two models are considered, one with continuous and one with
discrete inspections. Both of these are applied to industrial process control making
them unsuitable for degradation modelling. As with Anderson and Friedman’s
(1977,78) work, the underlying process considered is the Brownian motion and failures
are not considered. In each case expressions are found for the costs of operating the
system. However, in the case of discrete inspections the resulting functional equation is

not solved, and no optimal policies are obtained.

Other models for optimal replacement, not based on inspection policies, have also been
considered. In particular Zuckerman (1978) considers optimal replacement times for a
system with degradation modelled by a one-sided Lévy process (subordinator). The
model incorporates threshold failure, but the threshold itself is modelled by a random
variable with known distribution. This is particularly applicable to stress-strength
models for loading of structures. In this case, failure is not only determined by the

degradation of the structure, but also by the loading applied to it.
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As one might expect, maintenance models are much less commonly found, than models
for replacement of corresponding systems. The basic reason for this lies in the added
complexity of maintenance. In the case of replacement models, intervention in
degradation behaviour is characterised by returning the level of degradation to zero,
which naturally defines a regeneration point for the process. When more general
maintenance actions are allowed, it may be the case that the level of degradation 1is

reduced, but this does not provide a regeneration point for the degradation process.

There are few maintenance models based on ‘degradation’ models. One example is that
of Hontelez et al (1996). In this case the degradation of the system is modelled by a
Wiener process. The state space is then discretised so that the discretised system is
represented by a discrete time Markov chain., and Markov decision theory can then be

applied to determine optimal maintenance policies.

Another common model is the so-called ‘Virtual Age’ model, based on Kijima et al
(1988). The model assumes that the ‘degradation’ of the system is measured by its
‘virtual age’, which represents the effective age of the system, taking maintenance into
account. In this way, each maintenance action corresponds to a reduction in virtual age.
Applying techniques from dynamic programming theory integral equations are derived,
which can be solved to obtain the costs of operating the system. While this model uses
the lifetime distribution of the system rather than a degradation process, it is included

here since the methods used are similar to those we shall use in the following chapters.

Stadje and Zuckerman (1992) extend their earlier results by considering two different
maintenance models, one allowing only minimal or perfect repair and one allowing a
general degree of repair. A similar model is proposed by Dagpunar (1997), who

considers the effect of different types of maintenance on a system.

2.7 Summary

The choice of degradation model in any particular situation depends largely on the
properties of the system being considered. It is clear however that the choice of model

will greatly affect the techniques which must be applied to determine optimal

maintenance and inspection policies.
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Many degradation models have been proposed whose main aim is to determine the
reliability characteristics of a system in terms of that system’s degradation. In this
application it is clear that a large amount of model complexity is useful, the main
purpose of the analysis being to encapsulate as much information as possible into the

model. However, the complexity of these models often means they are unsuitable for

maintenance modelling.

On the other hand, many models of inspection and maintenance have been proposed
which are based on simplified degradation models, for the sake of tractability. In
addition, many of the models proposed treat maintenance and inspection as separate

entities, when it is clear that they are inter-related.

These observation suggest that there is a need for models which can adequately
combine maintenance and inspection with a realistic degradation model. In what
follows we consider various models which we believe go some way in addressing these
problems. We begin by considering optimal inspection of a general Leévy process
degradation model, before extending this to the case of inspection of a system with
covariates. Finally we look at the case of joint optimisation of maintenance and
inspection. The models considered are similar to those of Park (1983a) and apply

methods similar to those of Stadje and Zuckerman (1991).
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Chapter 3

Optimal Perfect Inspection Policies

3.1 Introduction

In the following chapter we shall consider optimal inspection policies for systems which
can be modelled by a Lévy Process, i.e. a process with stationary and independent
increments. We shall also consider a particular example of this type of process: the

gamma process.

The general set-up of the system we shall look at is as follows: we consider a system or
component whose degradation may be modelled by a Lévy Process. We assume that
the level of degradation is not continuously observable, but may be found by inspecting
the system/component, at any time of the decision-maker’s choosing. On making an
inspection, the Decision-maker may decide to replace the system/component or allow it
to continue operating until the next inspection. The system/component may however
fail if the level of degradation reaches a high enough level. We assume that no other
action may be taken and that the replacement policy is predetermined. We further
assume that the income from the system is the same irrespective of its level of
degradation (and therefore disregard it in what follows) and that replacement is

instantaneous. Any loss of income incurred due to failure or replacement is assumed to
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be incorporated into the cost of replacement or failure. The general set-up is similar to

that considered by Antelman and Savage (1965) and Park (1988a,b).

We begin by looking at the case of periodic inspection and in particular the case of
systems with degradation modelled by Wiener and gamma processes. We consider the
case of perfect inspection and consider both average cost per unit time and discounted
total cost criteria. In each case integral equations are developed giving the expected
costs and expected time to replacement for a general degradation model. The
development of these equations is similar to that of Stadje and Zuckerman (1991), who

consider optimal maintenance strategies using a virtual age model.

Following this, the case of non-periodic inspection is considered in general. Again we
consider perfect inspection, but consider only discounted total cost criterion in this case.
The main reason for this simply being that the average cost criterion i1s much more
complicated. Applying the theory of Semi-Markov Decision processes optimality
equations are derived, and solved numerically, obtaining the optimal inspection policy.
The gamma process provides the basis of our examples. In addition, we consider briefly
the case of no inspections and of continuous condition monitoring, for comparison
purposes. Finally we examine the numerical results from this model and discuss

practical issues relating to the model.

3.2 Underlying Inspection and Replacement model

In order to proceed we must make precise the definition of the system we are
considering and how inspections and replacements affect the system. The basis for our
system is that of a threshold failure model. We assume that the level of degradation is
measured at inspection, and on the basis of this a decision is made whether or not the
system is to be replaced. The cost of any such replacement may depend upon the state

of the system, and the system is replaced immediately on failure.

We make the following assumptions regarding the nature of the system and the
replacement policy. The policy is assumed to be fixed in all respects, other than the
inspection interval. Throughout this chapter we assume that the degradation process 1s

denoted by the stochastic process X ={X,:120}, and assume the initial level of
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degradation is given by X, =0. This implies a new system is assumed to have zero

level of degradation. If this is not the case a simple transformation of the model results

in a model for which the initial level of degradation is indeed zero.

MODEL ASSUMPTIONS M1 (perfect inspection) :

1.

We assume the state-space of the system S = (-ag o) is partitioned into intervals A,
Ay, Az, ..., An such that Ao= (-208¢), and Ay = [si,se+,) forall k = 0,1, .. -1 with s,

<Sp+; and S,+; = 0

Each inspection reveals the true state of the system, and the state can only be

determined by carrying out an inspection.

If, at an inspection X; €A4o, the system is not replaced and is allowed to continue
operating until the next inspection. Each inspection incurs cost ('y, which may be
regarded as the cost of inspection and any loss caused by the system being

unavailable during inspection.

If, at an inspection, X; € A; for i =12,...,n —1then, the system is replaced at cost

C.. This may be regarded as the cost of replacing a system with degradation level in
A; and any loss incurred due to the system being unavailable. It is assumed the
replacement system is identical to the original system, with zero level of

degradation.

The system is deemed to have ‘failed’ at the first moment the process hits the set 4,
and this failure is immediately observed resulting in an immediate replacement of

the system.

The cost of replacing a failed system is Cy, and is assumed that C, < C, fori <.

(That is, the cost of replacement does not decrease as degradation increases)

We assume throughout that the degradation of the system is modelled by a Lévy process

X having increments X, - X; with probability density function f, (z), which are

independent of 7 by the Lévy property. When X, =x, we denote the density of X',

given X, =x as f (z[x).
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Let us now consider in detail the implications of these assumptions carefully. The
definition of the replacement policy implies that there are a number of distinct phases

which the process goes through, before reaching the final failure level.

For example, we may have a system that has four different levels for costs. We may
consider 4y to represent the situation in which the system operates effectively, 4,
represents a situation in which the system operates effectively, but is close to a possible
failure and so should be repaired at low cost, to restore it to a good-as-new position. A4
represents the situation in which the system is very close to failure and can no longer be
repaired, but must be replaced. A; represents failure, in which case the system must be
replaced, but additional costs are incurred, perhaps for loss of production, compensation
etc. It is clear that this general situation covers many different possible applications. It
is probable that the most common case would be the case where n = 2 and there are
three regions, one representing effective operation (4y), one for planned replacement
(4;) and a third for failure (42). We shall consider this case in a numerical example
below. As we have said, this is similar to the case considered by Park (1988a) who
considers the optimal wear limit replacement policy for a general degradation process,
under the assumption of known periodic inspection times. Figure 3.1 below,
graphically shows the operation of this type of inspection policy . We shall consider this

model in our gamma process example of section 3.6.

X(t),

c

r

>t

Figure 3.1 — Example of a three region replacement policy

In addition, assumption 4 is also important because it assures us that the process 1s
replaced immediately the process hits set A,. In the case of non-monotonic degradation
processes there may be the possibility of failure having occurred, but being ignored

because the process had left state A, before the time of the next inspection. This implies

y)
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that in the case of a general degradation model, we must not only consider the state of
the process at inspection, but also the values of the process between inspections. The
simplest way to do this is to introduce a supplementary process M,, where M, represents
the maximum value of the process X, in the period [0f), formally

M, =sup{X, :0<u<t }. Having done this, the actions taken after an inspection are

completely determined by the state of the bivariate process (X, M;). Alternatively,

depending on the circumstances, it may be more convenient to introduce the

supplementary variable H % » which is the hitting time of the critical set starting from

state x. (See Rogers and Williams, 1994). The derivations which follow emphasise

these points in more detail.

3.2.1 Model for periodic inspection

We begin by considering the optimal periodic inspection policy for a system whose
degradation can be perfectly observed, at any time. By periodic inspection we mean
only policies which are of the form ‘Inspect the system every r time units’. This
means that there is an inspection schedule o = {7 27, 37, ... }, so that inspections
continue at this fixed time interval, until the system fails or is replaced, at which point
we reset time to zero, and continue with this inspection schedule, so that an inspection

occurs 7time units after replacement/faiture.

This policy is simple to understand and apply. Because there is no adaptive component,
inspections can be planned well in advance. In some cases it may be advantageous that
the timing of maintenance and inspection is the same for all components, because fixed
costs may be reduced. Additional to these practical benefits, a static policy also avoids

the complications of Dynamic programming arguments, making the solutions to these

problems easier to obtain.

The disadvantage of such a policy is that it is fixed. Once the system is running it does
not matter what we observe, the inspection intervals remain the same. This policy is
generally sub-optimal when compared to a more general state dependent policy, which
takes into account the level of degradation of the system. The policy may result in too

frequent inspections in the early life of the system, and too infrequent inspections as the
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system nears failure. We consider the difference in costs of these static and dynamic

polices later in this chapter.

3.2.2 Model for non-periodic inspections

In the more general case of non-periodic inspections, we still apply model assumptions
MI as above. We amend the inspection policy, so that we now consider a stationary

state-dependent policy. This policy is of the form:

“We observe the state of the degradation process to be x. If x € 4 replace the
system, but if x & A,allow the system to continue operating and inspect

again after 7(x) time units

This policy is similar to that used by Antelman and Savage (1965), who consider
optimal inspection and replacement of a system modelled as a Brownian Motion with
zero drift. This policy is adaptive, in the sense that the inspection intervals change as the
degradation level changes. It is perhaps more suitable for systems which are safety
critical. In addition, the policy should be less costly than the periodic policy considered
above, because the inspections take into account the current level of degradation, and so
are optimal at each stage rather than only at the beginning of the operation period. It is
expected therefore that savings are available using this policy over periodic

alternatives.

The optimal policy in this case is defined completely by the function 7*(x). We apply
the standard approach of Dynamic programming, and consider the discounted total cost
of applying the policy 7(x). Applying a standard policy improvement routine to an

arbitrary discretisation of the problem, easily provides an optimal policy.

3.2.3 Model for No Inspections and Continuous Condition Monitoring

The model described above has been defined for the case when the system is inspected
by periodic perfect inspections. In some cases however, periodic inspections may not
be applicable, and a limiting case of these inspections may be optimal. The two such

limiting cases are the case where no inspections occur (the system being simply
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replaced on failure), and the case where there is some form of continuous condition

monitoring.

The first of these cases is likely to occur for systems that have low replacement cost in
relation to the cost of making an inspection. An example of this would be a component
of a system, which is cheap and easy to replace, but inspection required the system to be
shutdown, so that the state of degradation of the component could be ascertained. The
condition monitoring case is likely to be applicable when the replacement cost of the
system is extremely high, and inspections are thus relatively inexpensive. We treat
these two cases using similar methodology to those of the more general cases already

discussed.

3.3 Optimal Periodic Inspection: Average Cost Criterion

To compute the optimal inspection policy, which in this case is defined completely by
the number 7, we apply the Renewal Reward Theorem (Ross, 1970). This is done using
standard arguments by considering the expected cost and expected length of a cycle,
where a cycle is defined as the time between replacements of the system (either
preventive or corrective). Defining the start of each new cycle as a regeneration point,
we can apply the renewal reward theorem to calculate the average cost per unit time

over an infinite horizon.

Application of this technique implies we must assume that the lengths of cycles are
independently and identically distributed.  This assumption holds only if each
replacement system has initially zero degradation, and is identical to the oniginal system
in its degradation characteristics. In this chapter we assume this is the case throughout.
In addition assumptions 4 and 5 of M1 ensure that the replacement system is identical to
the original system, with zero level of degradation. This implies that replacement may
be regarded as a regeneration point, so that we may regard the process as being a
renewal reward process with renewals occurring at replacement of the system.
Following Ross (1970) , if C(f) represents the cost incurred up to time /, then the

limiting average cost per unit time is given by
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E[Cﬁt)}-—)?[;(]] as t — oo

Where E[X] and E[Y] represent the expected cost per cycle and expected length of a

cycle, respectively. |

3.3.1 Derivation of Expected Cost per Unit Time

We define V(x, 7) to be the (random) cost per cycle for a system with initial level of
degradation level x and inspection interval z. Similarly, let L(x,7) be the (random)
length of a cycle for a system under the same conditions. Although, at this time, we are
only really interested in obtaining the average cost and cycle length for a system which
starts with zero level of degradation, we find it advantageous to use a formulation which
is state dependent. This is for computational reasons and because it allows us to
generalise the results easily to a state-dependent non-periodic inspection policy. In
addition, we note that the terms derived above represent an abuse of notation. The
random variables V' and L are not functions of x and 7, and the functional notation is
used simply for convenience in further development, and to simplify the following

derivations.

Following the above discussion we deﬁnev(x,r):E[V(x,r)} X,=x] to be the

expected cost until replacement, and /(x,7) = E[L(x,7) | X, = x] to be the average time

until replacement for a system with initial degradation level x, assuming that we apply
inspection policy z. By the renewal reward theorem we may then find the expected total
cost per unit time as

~v(0,7)

COD=300

We now develop integral equations for the expected cost and length of a cycle, enabling

the optimal inspection policy to be obtained, under the average cost criteria.

Expected Cost per Cycle

Using a standard dynamic programming argument, we can express the cost until

replacement as the sum of the cost incurred at the next inspection and the cost incurred
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thereafter. Let us assume that X; represents the degradation process, and M, represents
the maximum value of that process over the period [0, 7 ]. Since we are dealing only
with Lévy processes, the results are independent of the current time, and so, without
loss of generality, we assume that the current time is 7 = 0, and condition all variables

on the event X; = x. (1, is the indicator function of the set A)

n-1

V(X,T) | XraMr - [CO +V(Xr’r)]l{x,er,M,eA,,} + ZC, I{X,eAi,M,e,~1,,} + Cn 1{M,eA,,} (31)

i=1

where we have expressed the cost function as the sum of the cost in the event of

continuing (i.e. not replacing the system) and the costs for each possible replacement

event. The expected cost is thus

n—1
E(V(x,r) l XT7MT)= E(V(x’T)I{XTGAO,M,eA"} + ZCi l{X,eA oM, ed,) +Cn l{M,eA,,}J
i=0

n-1
= E(V(xaf) ‘ XraMr)l{X,er,M,e,4n} + ZC,' l{)(,(-:A LM ed,) + Cn 1{.M,GA,,} (3-2)
i=0
n-1

= v(Xr’T)l{X,eAO,M,eA,,} + ZC: 1{X,eA WM. eA,} + Cn 1{M,eA,,}

i=0

Define f.(y,m|x) to be the joint density of X; and M., conditional upon X, = x. Taking

expectations of the above expression with respect to the joint density of X; and M. we

get

vwx,7)=EEV]X,.M.))

n-1
= E(V(Xr7 T)I{XfeAO,M,eA,,} + Zci l{X,eA Moed, ) + Cn 1{M,eAn}) (3-3)

i=0

n—1
= | jv(y,r)f,(y,m1x)dmdy+ZC,. P(X.ed M,egA)+C,P*(M, c4,)
Ay S\A, i=0
Where S represents the whole state space, and superscript x indicates probabilities are

conditional on X, = x.

As we have mentioned in previous chapters, a failing (in certain circumstances) of many
non-monotonic degradation models is that they allow for some unrealistic
consequences. The fact that the process can decrease means that, however unlikely, it is
possible to have a negative level of degradation, which would correspond to an
improvement beyond what we would regard as a new system. This is a shortcoming of

the degradation model that we would like to remove from our model for inspections. To
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this end, we assume that, for y < 0, v(y,7) = ¥(0, 7), so that we assume a negative level of
degradation is equivalent to zero degradation. Of course in some applications it may be
that one would like to consider the case where improvement beyond a new system is

allowed, but we do not consider this case here.

From our initial assumptions we know that the set 4, has the form (-2 ,sy), so we can

rewrite the integral in the previous expression as

[ [y o) f.(ym x)ydmdy

Ay S\4,

= I J-v(y,r)f,(y,m|x)dmdy+_[ Jv(y,r)fr(y,m|x)dmdy (3_4)

-0S\4, 0 S\4,

=v(0,7)P* (X, <0,M, eA,,)+j° Iv(y,r)fr(y,mlx)dmdy

0 S\4,

Now define c(x,7) to be expected cost incurred at the next inspection, which

corresponds to the non-integral terms in the above expression, giving

n-1
c(x,0)=3.C P (X, e4,M, ¢g4,)+C,P*(M, c4,) (3.5)

i=0

And define u(x,?) to be the probability that there is a negative level of degradation, and

the system does not fail, so that
u(x,7)=P*(X, <0,M, ¢ A,) (3.6)

Substituting these functions into the integral equation and interchanging the order of

integration, we obtain:

v(x,7) = c(x,7) + (0, T)u(x,7) +j° [v(y.7)f.(y,m | x)dm dy
0 $\4, (3.7)

_ c(x,0) +9(0, Dulx, ) + [ V(. DK (¥ | )y

Where K (| x) is given by

K.(y1x)= [f.(y,m|x)dm (3.8)

S\4,,

This function represents the probability density that the process is in state ' at the next

inspection, and the process does not hit the set 4, before the next inspection, given the
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current state is x and the inspection interval is 7. Whether or not this integral can be
computed in closed form depends largely on the nature of the underlying degradation

process. It is known that using the Wiener process degradation model, this integral can

be computed in closed form. (See appendix A2)

The integral equation above has general form
v(x) = p(x) +q(x)v(0) + [v(») K (y, x)dy (3.9)
0

In general this is a Fredholm integral equation of the second kind. The nature of the
functions ¢, # and K mean, however, that the equation is unlikely to have a closed form
solution. In general numerical methods have to be used, but fortunately there are simple

effective methods available.

Expected Length of a cycle

To calculate the average cost per unit time to replacement it is necessary to calculate the
expected time to replacement defined by /(x,7) = E[L(x,r)]X , =x]. We calculate this
in a similar fashion to the calculation of average cost, the only further complication
being that on absorption in set 4,, a full inspection period 7 is not completed, and so we

must incorporate the hitting time of the set 4, However, since 4, 1s an interval, we

need only consider the hitting time of the least point in that interval, which is s,
according to our definition above. Define H; to be the hitting time of this point
starting from Xy = x. Therefore when considering the time to failure we must take into

account the distribution of the failure time, which is just the hitting time distribution of

the set A, Then proceeding as above we find the (random) time until replacement,

starting in state x. So conditioning on the values of X7, M. and H_ we find

L(x, T) | Xr7Mz" H:;, = [T + L(Xr’ T)]l{x,erM,eA,,} +7 1{X,eA,\,‘-A'V‘A,,,I,M,GA,,} + Hs,, 1{M,eA,,}

(3.10)
= [T + L(Xr, T)] 1{X,€-40M&An} tr 1{/\',€,4|\J'---k,'44n41.H:1,,>7} - HS" 1{H;"<r}

Now, applying the same reasoning as in the case of the cost per cycle, the conditional

expectation of L(x, 7) given (XM, H;) is simply given by
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E(LCx,7) | X, M HE )= 10X Dl o FTl o HIT (3.11)

. >T

Taking expectations of the above expression with respect to the joint density of H, X and

M we get
E(E(Le) | X,.M,.H,)

=E I(Xrar)l{Xrer,M,eA,,} +T1{H;‘ >7} +H:,, I{H;‘ <r})

= E(H(X Ty g eny )+ P(HE > 7)+ jh g(h|x)dh (3.12)
0

= [=Gh|xah+ [ [1(y,0)f,(y,m|x)dmay

4,5\4,

Where g and G represent the density and cumulative distribution functions of H o,

conditional on the current state x. As in the case of the equation for cost per cycle, we
wish to prohibit negative levels of degradation, and to this end we define, as in the

above case,
u(x,7)=P (X, <O,M_ ¢ A) (3.13)

and using the same reasoning as in the case of cost per cycle, we find the integral

equation for the expected length of a cycle to be
(x,7) = [[1- G, (h | ))dh + 1(0,7)u(x, ) + [ 17, 00K (v | x) dy (3.14)
0 0

where K ; is the same function as in the previous case, namely

K.(y1x)= [f.(y,m|x)dm (3.15)

S\4,

It is easily seen that this integral equation has the same general form as the equation for
the expected cost per cycle function, and hence the same considerations will apply in

solving this equation.

Optimal Inspection Policies

Having computed the average cost and length of a cycle, we can now directly apply the

renewal reward theorem to compute the average cost. So the expected average cost per
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unit time over an infinite time horizon, for a new system with inspection policy 7 is

given by

c(0,r)=2%1)

= 0.0 (3.16)

Since we are assuming that each new system has degradation level zero, the policy used

for inspection of the system should be that which minimises C(0, 7), that is

o* = arginf { C(0,7) } (3.17)

>0

Finding the optimal periodic inspection policy is now a matter of optimising this
function. An example of this optimisation is given in sections 3.6.1 and 3.6.4 where the

case of a gamma process degradation model is considered.

3.3.2 Special Case of Monotone Degradation Process Model
In the case of a monotonic increasing degradation process we can simplify the above
equation since X;and M, are identical. As above we define v(x,7) = E[V(x, r)‘X 0 = X]

to be the average cost until replacement/failure a system with degradation level x. Then

applying the same reasoning as on the case of the general model we find

V)| X, =[Co+ V(X iy ca+Clipaay -+ Con Ly e 1 +C, iy )

n (3.18)
=V (X0 ix e +Z(;C1 lrea)
Where we assume Ao = B. Taking expectations we find
E((x,7)|X,)= E[V(Xr, Ny cay+ 2.Cilixeal] X,]
=0 (3.19)
=v(X,, T)l{x,er} + Zcf 1{X,e4~1,}
i=0
Thus, taking expectations with respect to X, we get
v(x,7) = E(E( (x,7)] X,))
= E(V(Xr’r)l{.\’,e,%} +2.C 1{;&-,:.4,}) (3.20)
1=0

= J.V(}', T)fr(\ I x)dy + ZC, [)I (Xr € Ax)
Ay i=0
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In this case we can define ¢(x, 7) as
c(x,7)=Y.C,P*(X, € 4) (3.21)
i=0

which again represents the average cost incurred at the next inspection. In this case
S:(yIx) is the density of X, conditional on X, = x. So rewriting the above expression we

find that v(x) satisfies the integral equation
v(x) = e(x, 1)+ [v(»)f.(y | X)dy (3.22)
0

So that, in this case, we need only consider the transition density for period 7, rather
than the joint probability of the state after period 7, and the probability that the process
does not reach the set 4, in that period. In addition, because the process is assumed to
be monotonic increasing, there are no difficulties here with the problem of negative

levels of degradation.

Applying identical reasoning to the derivation of the equation for average length of a

cycle, we find that

LGx,0)| X H =[t+L(X,, 1)y cuy 7 I{X U b H, I{H: | (3.23)
so that the expectation over L becomes
E(L(e,r) | X, HE )= X, D)y cpy + Tl a+HH L. (3.24)

so that, upon taking expectations with respect to the density of X; and H;, we get
I(x,7)= [[1-G,(h|x)ldh + [1(,0)f,(y | )dy (3.25)
0 4

The structure of the monotonic degradation process implies that these integral equations
are of the Volterra type. An example of this is shown in section 3.6.1 below where a

Gamma process is used as the degradation model. The details of the numerical solution

of this form of equation is given in Appendix Al.
As in the general case, the average cost per unit time is given by

v(0,7)
1(0,7)

C(0,7) = (3.26)
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which is minimised to determine the optimal inspection interval.

3.3.3 Costs of No Inspections and Condition Monitoring

Under the average cost per unit time criteria, the cases are particularly simple. We

consider first the case of no inspections, before looking at CCM.

No Inspections (NI)

Let us assume that we are dealing with the same system as described above. Then the
expected length of a cycle, starting in state zero, is simply the expected failure time of
the system which is simply the hitting time of S,. Likewise the only cost incurred

during a cycle is the failure replacement cost of the system Cr.

CF CF

C(0, ) = = (3.27)

T 06, mioyan

Which represents the average cost per unit time of allowing the system to run without

making any inspection, and simply replacing on failure.

The limiting value for the cost of replacement given by equation (3.27) can also be
easily derived from the integral equations (3.7) and (3.14) in section 3.3.1, by letting 7

— oo, and rearranging the resulting simplification.

Continuous Condition Monitoring (CCM)

Suppose now that condition monitoring is available, and incurs monitoring cost p per
unit time. Now assume that the CCM replacement limit is given by r, and the cost of
replacement is given by Cr . Then, denoting G.(h|0) as the distribution of the hitting
time of » from zero, we have simply

C, C

= p+s
AL o6, mionan

CCC\! =p+
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These simple results can now be used to compute the limiting cases, which are not

covered directly by the model described above.

These results can be used to give an indication of when condition monitoring is more

appropriate than a traditional inspection regime.

Relationship to the Age Replacement model

While we are considering alternative polices based on our model, we make the
following comment regarding an age replacement model. By letting s, = 0 in our model,

the integral equations for v and / become

v(x,7)=c(x,7) +v(0,7)u(x,1) (3.29a)
I(x,7)= j[l -G (h| x)] dh + (0, 7)u(x, 1) (3.29b)

Letting x = 0, and rearranging, it is clear that the average cost per unit time becomes

c(0,7)

C(0,7) =~ (3.30)

(-G 10 an

since the # function is cancelled when the ratio if formed. In this expression ¢ may be
regarded as the expected cost incurred on replacement, given by equation (3.5). As in

the usual age replacement model, the denominator is simply the expected length of a

cycle under policy .

It is clear then that this is exactly the same as the simple age replacement policy, except
that the replacement cost at the end of a cycle is a function of the level of degradation.
If we define a simple two region replacement policy with cost Cr incurred if
degradation is below the failure limit, and Cr incurred otherwise then we have exactly
the simple age replacement policy, as defined in, for example, Cox (1962). This
generalisation however allows degradation dependent age replacement policies to be
considered, and seems suitable for modelling perfect repair, with repair costs dependent

on the level of degradation.
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3.4 Optimal Periodic Inspection: Discounted Cost Criterion
3.4.1 Derivation of Discounted Total Cost

Let us now consider the optimal perfect inspection of Lévy degradation processes under
the discounted total cost criteria. This criteria is perhaps simpler than the previous case,
and also allows future costs to be discounted, which is a significant factor in real
applications. In addition, this criterion is not dependent on the renewal reward theorem

for its validity and can be extended easily to the case of non-periodic inspections.

The system we shall consider is identical to that considered above, and we again use
model assumptions M1 as given in section 3.2. We apply the same reasoning as in the

previous case.

We define Vs(x, 7) to be the discounted total cost for a system which has current level of
degradation x. So, if we define 7 to be the inter-event times (an event being either an

inspection or failure), then define

vs(x,7) = E(Vs(x,7)| X, =x)= E[Z e ?WTTRC(X, X T X, = x]

n=]

to be the expected discounted total cost, where C(x,y; 7) represents the (random) cost
incurred if the system is in state y at time ¢, when it was in state x at time ¢,.;, and the

inspection policy is 7.

Using standard dynamic programming arguments, we can express this cost function as
the sum of the cost incurred at the next inspection and the cost incurred thereafter. This
case differs only slightly from the calculation of expected cost per cycle in the average
cost criterion case above. The differences are simply that we must now discount all of
the costs and include the cost of operating the new system, after a replacement or failure

OCCurs.

Again we assume that X; represents the degradation process, and M, represents the
maximum value of that process over the period [0, 7]. Let drepresent the discount rate

which applies to our calculations, and assume & > 0. The cost function may be written

Vs, ) 1 X M H = (Co+ V(X)) e,

n-1

27 (C AT 50,0) e ar,eay F €7 (C, +175(0,0)) brs o)

1=1

66

(3.31)

(3.32)



CHAPTER 3

where we have expressed the cost function as the sum of the cost in the event of
continuing (i.e. not replacing the system) and the costs for each possible replacement

event. Equation (3.32) is equivalent to (3.1) in the average cost criterion case. We
proceed similarly

EV,(x,0)| X,,M,,H)

™" (C, +V5(X,, )]
= E n-1
2. CHAV 0Dy cpnente T (Cot VO,

i=]

X,€do,M, e4,} +

(3.33)

n-1
— ,-0r 07 ~-8H]
=ée v(Xt)T)l{X,er,M,eAn}+Ze Ci l{X,eA »M.oea,} t+e Cnl :<,}
i=0
n-1

D IR (U TR E R () TR

i=]

We define f; (y,m|x) to be the joint density of X, and M, conditional upon X, = x.

Taking expectations of the above expression with respect to the joint density of M, and

X, we get

vs(x,7) = E(EWV,(x,7)| X,,M,))

e—ﬁrv(Xr’ T)I{X,GAO,M,GEA,,} + Ze_arci I{XrEA WM ed,}
_ E i=0

n-1
+e—5H, Cn 1{H;<T} + Ze—t”'v(s (O, T) 1{X,eA,-,M,€An} + e_JH‘ Vé‘ (O, T) 1{]—[;‘<t}
i=]

\
= [ [, 0)f.(y,m|x)dmdy + e "C.P (X, € A, M, ¢ 4,)

Ay S\A,,

(3.34)

n-1 L

+3e7(C, +v5(0,0)P (X, e 4, M, 2 4,)+(C, + va(O,T))J‘ e'g (h|x)dh

i=] 0

where g(h|x)is the probability density function of H , the hitting time of the critical

set from x.

As in the case of the discounted total cost criterion, we make the assumption that

v,(x,7)=v;(0,7) forx <0. The integral term in the above expression becomes

[ [ vs () (o | x)dmely =
Ay S\A,
So (335)
e, (0, NP (X, <0,M. ¢ A,,)+I Ie_‘”"cf(y»f)f,(}',m | x)dm dy

0 S\4,
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the details following from the average cost case. Substituting equation (3.35) into

equation (3.34) we obtain

vé'(xa T) = c&(x: T) + v&(oa T)ué(x’ Z') + _“vé'(y? T)Kr(y | X')dy (336)
0
where

n-1 P r
cs(x,7) =2 e"C,P (X, e 4,M, ¢ 4,)+C,[e?"g,(h | x)dh (3.37a)

i=0 0
us (e, 1) =% PHX, @ 4" U4 M, 2 4,)+ [e"g, (h| x)dh (3.37b)

0
K.(y1x)= [e f.(y,m|x)dm (3.37c)

S\A,

A; denotes the set of positive states which are in 4y, i.e. A7 = Ao\(-0,0).

The optimal policy in this case is given by

T,* = arg inf{ v(0,7) }

>0

which in all but degenerate cases must be obtained by numerical methods.

We note that the forms of the functions ¢, v and K are more complicated than is the case
for the average cost criteria. It can be seen however, that the integral equation above

has the same general form as in the previous case, and can be solved using the same

methods.

As in the average cost case, this equation is simplified if we are dealing with a

monotonic degradation process. It is this simplification that we consider in the next

section.

3.4.2 Special Case of Monotone Degradation Process Model

As before, in the case of monotonic degradation process, X; and M, are identical. We

therefore find that the total discounted cost may be expressed as
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Vé'(x>z.) l Xrastn = e_ar(CO +V5(XT’T))1{

X €4}
n-1 st . 3ﬂ8
+2.€ 7 (C +Vs(0,m) 1 0y + €77 (C, +175(0, 7)1 biree) 39
‘ - 5 <t
So that the expected cost conditional on X and H is given by
n-1
x)Y_ -6t ~87 -8H?
E(Vé(xaz.) | XraHs,,)_ € v(X-n T)I{XIGAO} + ;e ’ Cz I{X,eAi} te o Cn 1{!—!;«-}
- (3.39)
+Ze“5’v5(0,r)l{XreAi} +e My (0, e
i=] *
Thus, taking expectations with respect to X and H, we get
v, (x,7) = EEW,(x,0)| X, H? )
= [0, (1) dy +e " CPH(X, € 4,) (3.40)
%)
n-1 P
+>° e (C, +v5(0,7))P*(X, € 4)+(C, +v,(0, f))j e?’'g (h|x)dh
i=1 0
In this case we define c(x, 7) as
n-1 z
cs(x,7)= D e "C, P (X, € 4)+C,[e"g.(h| x)dh (3.41)
i=0 0

Also, because we have a monotonic (increasing) degradation process there is no

possibility that the level of degradation will become negative, so us(x, 7) is given by

ug(x,7)=e°" P*(X ¢4, U4, )+ ]e'ahg,(h | x)dh (3.42)

0

Where A, is defined as in the previous section. Then, making the appropriate

substitutions we get the integral equation
vs(x,7) = €5(5,7) + v, (0, 0y (x,7) + [ v, (10K, (3 | ¥) dy (3.43)
0

with ¢ and » defined as above and
K.(ylx)=e’" f.(y]x) (3.44)

is the discounted transition function. Once again, the integral equation is in the same

standard form, and may be solved by the methods given in appendix Al.
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3.4.3 Costs of No Inspections and Continuous Condition monitoring

The case of no inspections and condition Monitoring are again much easier than in the

general case. In the discounted total cost criteria however, a recursive definition must

be used

No Inspections

As in section 3.3.3, we assume that the system is allowed to run until failure, so that the
only costs incurred are the costs of replacing the system at each failure. We define Crto
be the cost of replacing the system on failure, and assume failure occurs when the
degradation level hits the critical set S,. Letting V5(0,0) denote the total discounted

costs with discount rate J, staring in state zero. Then
Vy(x,0) |HE =[Cp +V;5(0,0)]e ™" (3.45)
so that
E;(x,o) | H )= E( [C, +V,(0,0)]e ™ ): [Cp +v,(0,00)]e ™ (3.46)

hence, in the particular case when x = 0, which is the case we are most concerned with,

we have
v5(0,0)=[Cy +v,(0,0)] [e*" g, (h]0)dh
0

C.le?’"gs (h|0)dh (3.47)

= v& (O’ CX)) =

1- e”‘”’gsn (h|0)dh

Where g, (/| x)represents the density of the hitting time of the critical set S, from x. If
we define g (8 ]x) to be the Laplace transform of g, it is clear that the discounted total

cost in this case may be written in terms of the Laplace transform of g as

Cr g5,(510)
1—55"(5|0)

v,(0,00) = (3.48)
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t can be easily shown that the solution of the integral equation above gives values

>onsistent with those found directly using the above formula.

[n this case the integral equation is given by equation (3.36) and (3.37a,b,c). Itis clear
hen, that as 7 — oo, the summations of probabilities in ¢ and u tend to zero because of

‘he presence of the exponential function. Thus we find from equations (3.35a) and
(3.36b)

¢;(x,7) > C,[egs (M x)dh  ug(x,7)—> [e?"g (n|x)an (3.49)
0

0

K?(y|x) represents the probability that the system is in state y, for some y <r, at time

7 (without having first failed). Clearly, for degradation modelled by a Lévy process
with positive drift, K must tend to zero as ¢ — . Thus the integral equation may be re-

written as
v5(x,0)=C, [e?" g (h|x)dh+v,(0,7) [e?"gs, (n|x)dh (3.50)
0 0
So, letting x = 0, and rearranging gives

Crp|e?"gs (h|0)dh

v5(0,00) = (3.51)

1-

© ey 8 |© ey 8

e"gs, (h|0)dh

As is found by direct argument above.

Continuous Condition Monitoring

In the case of CCM we use the same approach, the only difference being the cost of
monitoring. We assume that the cost of CCM is incurred continuously at rate p per unit
time, and that the system is to be replaced with cost Cg, when the degradation reaches

level ». Then starting in state x we have
H]
Vs | H] = [ pedt +[Cr +V5(0)] "
0

(3.52)
= §+ [CR +175(0) - ﬂe'a”i

71



CHAPTER 3

so that, taking expectations, we get,
vs(x) = E[E[V (x)|H]]
_ P -8H]
_EH[EJ{CR +v5(0) - g}e oH, }

:j{§+[CR +v5(0)—§}e'“}g,(h|x)dh (3.53)
0
p [ 15.-
=5+|Cn +v5(0)—§_£e She (h|x)dh
=_§+—CR +v5(0)—§_§,(5|x)

so that, in the particular case when x = 0, we have

vs(0)= J{CR +v5(0) —ﬂéﬂ@lo)

(3.54)

QD X

_Pls
+I:CR 5:|gr(5|0)

1-£,(610)

= vs(0) =

Depending on the nature of the degradation process, the Laplace transforms of the
hitting time densities may be computed directly, or by numerical integration. In both
cases however, the computations are simple enough to give a good idea of the costs

involved in condition monitoring.

Age Replacement Model

As for the average cost case above, by letting the replacement limit tend to zero, we can
replicate the simple age replacement model, with a degradation dependent cost of

replacement.
In this case, equation (3.36) becomes simply

vi(x,7)=cs(x,7) + v (0,7)u,s(x,7) (3.55)

With ¢ and u defined by (3.37a,b). So that upon letting x = 0, we get

(0,7 = — 20 3 so)
1-u(0,7)
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On calculating these functions with sy = 0, we find that the discounted total cost is

simply

e (C,P(X, € 4,M, g4,)+-+C, P(X, €A, M. ¢A ))anJ‘e“”’g(h,ix)dh
(0,7)= °

1-e™"P(M, € 4,)- [ g(h|x)dh

(3.57)

Which, in the case of a two-region replacement policy gives an expression for the

discounted total cost of an age replacement policy.

3.5 Optimal Non-Periodic Inspection: Discounted Cost

Criteria

3.5.1 Optimality Equations in General

Let us now consider the case of optimal non-periodic inspection. This case is more
general and often more useful than the previously considered case of periodic
inspection, since it generally results in policies with lower costs. This is because each
inspection interval is in some way determined by the state of the system at the previous

inspection. This case however, is more complex and requires the use of dynamic

programming to obtain the optimal policies.

As in the case of periodic inspection under the discounted cost criterion we assume a

total discounted cost function of the form

y_(x)= E(V,,(x) | X, = x)= E(ie“a(“""*’")C(Xrn-l’Xt,.;”(Xr... ))l X, = x) (3.58)

n=1

where 7 represents the inspection policy, and other notation is as in section 3.4.1. We

are only concerned with deterministic stationary policies, since the Lévy property of our

degradation process implies the current time has no bearing on future levels of
degradation.

We define the function v, to be the value function for the S-optimal policy, 1€,
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vs(x) = ir}rf v_(x) (3.59)

For the general cost function given by equation (3.57) above, we find that the optimality

equation is given by
Vs ()= ig{{C(x, 0+ [ [ P00 (k| x)dh dy} (3.60)
-0 0

where ¢ represents the discounted costs incurred at the next inspection, when in
inspection interval 7 is chosen. A derivation of this based on Ross (1970) is given in

appendix A3. In the particular case we are dealing with, the results of section 3.4.1

show that the optimality equation is given by
vs(x) = igg{cs(x, £) 9, (O, (6,7) + [ v, (D) K2 (v |x>dy} (3.61)
0

where ¢, u and K are given by equations (3.37a,b,c) of section 3.4

Now let us consider the convergence of this dynamic programming equation. We

follow the standard method, given by, among others, Ross (1970).

We now assume that ¢ is continuous and bounded, as it will be in reasonable cases, and

define T : C*[0,0) —> C°[0, ) as
(Tsv)(x) = igg{ca()@ )+ v(0)u,(x,7) + _fv(y) K (y] x)dy} (3.62)

Now, assume that v,,v, € C°[0,00)and x > 0. Then let 7, =7*(x,v,) be a minimising

point of the function
I c5(x,7) + v, (00, (6, 1) + [v. (DK, (v | ) dy (3.63)
0

over the range [0, x]. Then
(T5v, )(x) = (T5v; )(x)

=ing{c5(x,r)+v, Oy (1) + [ <y>K,(y|x>dy} (3 64)

3o

—c;(x, 1) + v, (s (x,7,) + J‘ v, (0K, (vix)dy

0
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<uy(x,70) (40~ v, )+ [0, = v, K. (| )y

<[ -v, H{ua (x,7) + [ K, (y|x)dy}

< KHv] - Vz“

We note that x is less than unity for § > 0, since it represents the discounted total
transition probability out of state x. The function # in the penultimate line of the
derivation is the discounted probability that the system will be replaced (or have
negative degradation) and the integral term is the discounted probability that the system
will not fail or be preventively replaced. It is clear from equation (3.64), and a similar

derivation with v; and v, interchanged that

” Ty, —Tyv, HSK” v, -V, “ (3.65)
so that T defines a contraction mapping on C °[0,00). We deduce therefore, under the
assumptions given that v converges to vs uniformly on [0,00) as & — .

We can apply a standard policy improvement algorithm to the discretisation of this
problem, where the discretisation is carried out by applying a quadrature rule to the

integral. The policy improvement algorithm based on Puterman (1994) is

1. Set £ = 0, and select an arbitrary inspection rule 7, = { To s Ty }
2. (Policy Evaluation) Obtain v* by solving v¥ = M}'c, , where the subscript &
indicates the matrix is to be evaluated with policy 7.
3. (Policy Improvement) Choose 7,,, = { LR } to satisfy
T, =arg r;xin{T”(v") }
4. If r,, =r,, stop and set 7* = 7z, . Otherwise, increment & by 1 and return to

step 2.

The exact definition of the matrix M depends on the situation, but the methods of

appendix A1 may be used to determine its form.
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See the example of section 3.6, where this algorithm is used to compute optimal non-

periodic inspection policies.

3.5.2 Special Case of Monotone Degradation Process Model

Applying the same reasoning as above to the monotone degradation case in section
3.42, gives us the following optimality equation for the case of a monotonic

degradation process
vy(x) = igg{ca(x, 7+ V5 (O)u; (x, 1)+ [ v, (D K, () x)dy} (3.66)
0
with ¢, v and K defined as in equations (3.41),(3.42) and (3.44), namely:

n-1 [2
cs(x,7)=2.e"C, P*(X, e 4)+C, [ e g, (h | x)dh
i=0 0

u(x,7) =" P*(X, ¢ 4,0 A4,)+ [ g, (h|x)dh
0

K.(y|x)=e"f.(y|x)

The argument showing that the mapping
(Ty)(x) = ing{%(x, £)+v(O)u; (x, 1)+ [V K, (7| x)dy} (3.67)
T> 0

1s a contraction mapping, is identical to that above for the non-monotonic degradation

process.

In both cases, of general and monotonic degradation processes these equations must be
solved numerically, since their complexity makes closed form analytical solutions
unavailable. However, using the methods given above we may determine the cost of
any particular policy. Using a standard policy improvement routine, we can derive the

optimal policy. An example is shown in section 3.6, immediately below.

In this case, it is clear that the costs of no-inspections and of continuous condition

monitoring are identical to those given in section 3.4.3, namely
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) (0 w):CFgc((SIO)
S 1-8.(810)

p P~
Z+1C,-L£

1-8,(610)

Vi (0)=

where g represents the Laplace transform of the density of a hitting time, the suffix

denoting the point which we are considering,

3.6 Example : Gamma Process Degradation

As an example we assume that we are dealing with a Gamma degradation process.

Therefore the increments of the degradation process have a gamma distribution
X, - X, ~Gamma(a(t - 5), B)

Under our notation this means that the transition density function is given by

— x)o*! e PU-D)
F(ar)

£.1x)=2"V (3.68)

Let us in addition simplify the problem by assuming that the replacement policy is
determined by only three sets. We assume that the system fails if the degradation
reaches a certain level ¢, and we replace the system with a new system, if an inspection
reveals a level of degradation greater than amount » < c¢. Figure 3.1 shows how the state

space is subdivided under these assumptions.

We further assume the following cost structure

(1) Each inspection incurs a cost C;.

(ii)  Each preventive replacement incurs cost Cg, in addition to the cost of inspection.
(iii)  Replacement on failure incurs cost Cr, with no inspection cost incurred.

This simplified model, then, corresponds to the more general model previously

considered with

hJ

A, =10,r), A =[r.c), 4, =[c, ), Co=C;, C, =C,+Cq, C,=C
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Now let us consider the three cases of Periodic inspection (average and discounted

costs) and non-periodic discounted costs separately.

3.6.1 Periodic Inspection : Average Cost per unit time

From the results of section 3.2, for the case of a monotonic degradation process we find

the cost and length per cycle are the solution of the equations (3.7) and (3.14), which are

v(x,7) = c(x,7) + [ V(3. 7)f.(y | x)dy

Ay
1(x,7) = [[1-G,(h|)ldh + [1(y,7)f.(y | x)dy

where ¢ is given by equation (3.5), and u is zero since we are dealing with a monotone

process.

c(x,7)= iC, P"(X, S A,,)

i=0
and as before, f.(y|x) is the probability density function of X: given Xy = x, and

G,(h|x) is the cumulative distribution function of H}, the hitting time of ¢ starting

from X, = x < c. These are as follows:

ﬁat (y x)ar o -B(y-x)
A x) F(ar)

and it is simple to compute the CDF of Hin terms of the incomplete gamma function

Gc(hlx):P"(H"<h):P"(Xh>c)
ﬂah ahl
J T(ah) -
_F(ah,ﬂ(c—x))
© I(ah)

:Q(ah’ﬂ(c_ X))

Where the incomplete Gamma function is defined as I'(a;x) = Lt“"e"dt ,and O 1s an

incomplete Gamma Ratio defined by
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[Na;x)

Oa;x) = a)

The function c(x, 7) is found by computing the probabilities shown in the general case

above. In this particular case we have that

c(x,7) =3 C, P*(X, € 4)=C,P(X, <c)+C,P(r< X, <c)+C,P(X. > c)
i=0

_c, (1 BACINCE x»)
I'(a7)

oC ( (a7, f(r-x)-T(az, fc - x»] [(a; f(c-x))
[a7) I'(ar7)
=C, +Cr O(ar, B(r - x)) +(Cr =C, = C,)0(ar, B(c - x))

And 1n addition we find that

I'(ah; B(c—x))
I'(ah)

I[I—G(h|x) dh=r- j dh:r—jg(ah,/}(c—x))dh

Substituting these functions into the integral equations for average cost and average

time per cycle we get:

v(x,7)=C, +CrQ(ar, B(r —x))+(Cp —Cy -C))Q(ar,B(c-x))

r ar _ ar-1 _-f(v-x)
o m

dy

ar-l, -B(y-x)

l(x,r):r—j'Q(ah,ﬂ(c—x)) dh+j‘l(y,r)ﬂm(y ) dy

F(ar)

Given the form of these integral equations we use a numerical approximation to solve
them. Details of the approximation used, and other methods used later in this chapter

are given in Appendix Al. Using this approximation we compute values of v(x) and /(x)
for various values of x, thus obtaining the cost function C. Section 3.6.4 below
summarises the numerical results found for this model, and compares them to

alternative policies.
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3.6.2 Periodic Inspection: Discounted Total Cost
In the case of periodic inspection under the discounted total cost criterion we must solve

the integral equation

V58, 7) = 6506, 1) 43, 0,0, (5, 7) 4 v, (0, ) K. (3 | 1)y

where the functions ¢, # and K in this case are given by equations (3.41), (3.42) and

(3.44) of section 3.3. Expanding these functions we find them to be

e-ﬂ(y—X)

K ()= B =0

>
[(az) y=x

Cs (x,r) = e—‘sr{cz + CR Q(ar,ﬂ(r—x))+(CF _CR _CI )Q(a Talg(c - x)) }
+5ij'e"”’Q(a h, B(c—x))dh
us(x,7)= e"”Q(a T, B(r- x))+ 5j'e’5hQ(ah, B(c —x))dh

0

where we have used the elementary relation

[eog(h| vy = [ 2 G(h| x)dn
!e g(h|x) !e —G(h|x)
=[G 1)), + [ e"G(h | x)ah (3.70)
0

=eG(r|x)+ 8[e**G(h|x)dh
0

This transformation is necessary, since the density of the hitting time does not have a
useful closed form expression. Substituting these values into equation (3.45) above we

have the integral equation

vi(x,7)=e " {C, +C, Q(at, f(r-x))+(C, —C, ~C,)0(ar, B(c - x)) }
+ 5C,,je“”’Q(a h, B(c—x))dh+v;(0,7) e"”Q(a 7, B(r-x))+ 5_[e“”’Q(a h, B(c - x))dh:l

0

$o s ar _x)at—le—ﬂ(y—x)
Jratrnes L@,
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Which we solve by the Modified Nystrom Method (Press et. al.. 1992). The details of

the numerical solution are given in Appendix Al.

3.6.3 Non-Periodic Inspection : Discounted Total Cost

Let us now consider the case of non-periodic inspection. From the analysis of section

3.6.2 1t is clear that the dynamic programming equation we must solve is:

e%7[C, +Cr O(ar, B(r - x)) +(Cr ~C - C,) a7, Blc - x)) ]

+8Cp [e"Q(ah, B(c - x))dh

0

+v5(0) e Qlar, B(r - x))+ 5je-“Q(a h, B(c - x))dh

vs(x) =inf <
>0

ﬁar (y _ x)ar—l e—ﬂ(y—x)
['(a7)

dy

+]QV5(J’) e’

To solve this, we discretise the integral equation and apply a standard policy
improvement algorithm, described above. Because we use the discretisation, we can
find optimal polices for arbitrarily fine meshes over the state-space and time domain.
While these do not give the exact optimal policy, we may find a policy which is

arbitrarily close to that policy from the discretised problem.

3.6.4 Numerical Results and Comments on the model

Let us now consider the numerical results found by solving the equations of section

3.6.1to0 3.6.3. In all three cases, our underlying assumptions are as follows:

(1) The underlying degradation process is a Gamma process with a/f =1 We
vary the parameter « to look at the effects of changing the variability of the
underlying process, for a given average rate of degradation

(11) The failure limit of the process ¢ = 1. We vary the replacement limit 7 to see the

effect of changing this limit.

(i)  The cost of an inspection C; is 1 unit. We vary the replacement cost Cr and

failure cost Cr, to look at changes in the optimal policies.
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For the numerical work we assume that the state space is subdivided into 10 steps, and
the time domain is divided into steps of length 0.05. We choose the state and time steps
simply because they are small enough to show the nature of the optimal polices, and still
not be too computationally demanding. Firstly, we consider the optimal periodic
policies found in the average cost and discounted total cost case. We consider them
together since their solutions are very similar, in that, for all cases considered, they
result in the same optimal policy. This seems to be because of the high probability that

each cycle will have the same length and costs under periodic inspection.

The optimal periodic policy in these cases is determined by the inspection period. The
optimal policies for the average cost and discounted total cost are shown in tables 3.1
and 3.2 on pages 87 and 88 respectively. These tables, however, conceal many

interesting facts about the cost functions.

Properties of the cost function for Periodic Policies

We now consider the form of the cost function under periodic inspection. For the model

we are using we have found three distinct shapes for the cost function.
(1) Single Local Minimum (Fig 3.2a )
(i1) Double Local Minimum (Fig 3.2b )

(i)  Monotone Decreasing (Fig 3.2¢)

w(taw)

tau

Figure3.2 (a)
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v(tau)

N tau

Figure 3.2 (b)

v(tau)

tau

Figure 3.2 (¢c)

The first of these, Single Local Minimum, is the standard cost function found in most of
the literature. As the name suggests it corresponds to the case in which the costs are a
decreasing function of the inspection interval up to the optimal point, and thereafter the

cost is an increasing function of the inspection interval.

The second case of a double local minimum is more interesting. As can be seen from
figure 3.2b, the cost function has two local minima. For the model we are using this
unusual behaviour is intuitively correct, and results from the nature of the periodic
inspection policy.

The third case shown in figure 3.2¢ is also a standard one, and occurs when the cost of

failure is not sufficiently high to outweigh the costs of inspection. The resulting curve

is thus monotone decreasing, and the optimal policy is not to carry out inspections, and
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replace the system on failure. We do not consider this case in detail, since we are

assuming the system is important enough that failure has large consequences.

Let us now consider how variations in the parameter values affect the shape of the cost
function. We do not give details of the precise numbers used, since we are only looking
at how the parameters effect the shape of the cost function. Later we consider how

these variations effect the optimal policy itself.

Firstly let us consider the effect of the choice of replacement level on the shape of the
cost function. We have found that low replacement limits result in single minimum
cost functions, which become double minimum as the replacement limit gets closer to
the failure limit. When the replacement limit is low, it has very little effect on the
optimal inspection policy. The lower the replacement policy , the more likely that a
preventive replacement will occur at the next inspection. So, for low replacement
limits, we are simply assuming that every inspection is in fact a replacement and are
effectively applying an age replacement policy. The optimal policy then is close to that
found for an age replacement policy. It is clear then that the cost function will have a

single minimum, as in the age replacement case, for low values of 7.

As the replacement level increases however, the cost function tends towards a double
minimum form, especially in the presence of large failure cost as a proportion of
replacement cost. The reason for the double minimum is clear. If the replacement limit
is high, the difference between the failure and replacement limits is reduced, whereas
the difference between the replacement limit and zero has increased. Because the
distance between the two limits has fallen, this results in an increased chance that the
system will fail between two inspections. This would imply a shorter inspection
interval, but this would mean more frequent inspections during the time when the

system is below the replacement level.

Thus, at the first minimum, inspections are often enough to reduce the chance that a
system may fail before the next inspection interval. At the second minimum, the
inspection period is long enough so that the first inspection is likely to find the
degradation level between the replacement and failure limits. Beyond this minimum,
the cost function increases, tending toward the limit, which is equivalent to the case
where no inspections take place. Between these two minima, we must have a local

maximum. This represents the worst of both positions, as the increased inspection
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interval is too large to be able to avoid failures occurring, but too small for the first

inspection to reveal a level of degradation between the replacement and failure limits.

Now we have seen why these shapes of curve occur, it is important to see how the
parameters effect the cost functions. Firstly let us consider the effect of increasing the
process variance, while holding the rate of degradation constant. This has a very
predictable effect. Low process variability results in predictable behaviour, which
causes the problems described above to become more prevalent. Since we know with
more certainty the level of degradation at a specific point in time, we can more
accurately choose the inspection intervals, hence reducing costs. However, the cost of
making the wrong decision (as in the case of the local maximum described above) is

increased. This emphasises the local minima and maximum in the cost function.

In the case of high process variance, the increased uncertainty makes the problem
described above less important, and the shape of the curve becomes smoother, so that
the local maximum and minima are less pronounced. This is exactly as we would

expect.

It is also very important to consider which of these two local minima will in fact
represent the global minimum of the cost function. This is largely determined by the
costs of replacement and cost of failure. Essentially there are two cases: those of the

single and double minima.

In the case of a single minimum, the results are largely as expected in, say, an age
replacement model. Increasing failure cost relative to replacement cost results in

optimal inspection period becoming closer to the origin.

In the case of a double minimum, the effects are more interesting and practically more
important. It is the relative values of the replacement and failure cost which determines
which of the local minima is the global minimum. Essentially, for large failure cost, the
first local minimum is emphasised and the global minimum tends to be located at this
minimum point. This is also intuitively clear, since for larger failure costs it is more
important that we prevent failure, rather than have our first inspection occur at a time
when we expect the degradation to be between the replacement and failure levels. For
smaller values of the failure cost, emphasis is placed on the second minimum, which

may even disappear, SO that the cost function becomes monotonic decreasing bevond
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the local maximum. In this case it is the second local minimum which becomes the

global minimum.

The question of these double local minimum values is also important practically. As we
have seen, it is possible that small changes in the costs, replacement levels and process
variability, can have large changes on the optimal policy. It is perhaps also the case
(although this has not been investigated) that the optimal policy is not a continuous
function of the parameters of the model. This is particularly the case in the double
minimum case, when small changes in the cost of failure can result in the global

minimum jumping from one local minimum to the other.

Properties of Optimal Inspection Policies

Having looked at the properties of the cost functions, let us now consider the optimal
inspection policies themselves. Tables 3.1 to 3.3 show respectively, the average cost
optimal periodic policy, the discounted total cost optimal periodic policy, and the
discounted total cost for the optimal non-periodic policy, expressed as a percentage of

the costs of the periodic policy.

As we have noted above the average and discounted total cost periodic polices have
largely the same properties, so we consider them together. These periodic policies
behave largely as expected, and as described in the above discussion. Firstly, we
consider the effect of the costs of replacement on the optimal policy, basing our
comments on the results shown in Table 3.1. It can be seen that there are two effects on
the optimal inspection interval, based on movements in the cost of failure and
replacement. The first of these relates to the absolute value of these costs, and the
second to the ratio of failure cost to replacement cost. Increasing the absolute values of
either cost tends to make the inspection interval become shorter. This is simply because
the cost of inspection becomes relatively cheaper, and so it is optimal to inspect more
often. Similarly, if the costs are increased (or decreased) so that the ratio of failure to
replacement costs increases, this has the effect of decreasing the optimal inspection
interval. The reverse of this situation is that an increase in the costs which reduces the
ratio of failure to replacement costs, may increase the inspection interval. The exact

effect on the inspection interval depends upon the interaction of these two factors. In
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some cases the increasing costs will cause the inspection interval to fall, but this

lepends upon the change in the cost ratio.

Optimal Inspection Interval and Average Cost Per unit Time
Low Variance (a=20) Medium Variance (a=10) High Vanance (a=5)
Cr=10 | 30 100 | Cr=10 30 100 | Cr=10 30 100
Cp= 0.9 0.65 0.5 0.95 0.5 0.3 1.2 0.4 0.2
Low 5 8346 | 10746 | 13.249 | 8706 | 12.640 | 15726 | 8754 | 14.404 | 20.734
Rep. 0.95 0.65 1.15 0.5 1.55 0.35
Limit | 20 27322 | 37.259 27.724 | 43.010 27.076 | 47.416
r=03 | 0.8 0.85 0.95
74.855 80.001 82.620
Cp= 0.9 03 0.2 0.95 0.25 0.15 1.1 0.25 0.15
Med. 5 8424 | 11.689 | 13931 | 8729 | 13.133 | 17919 | 8710 | 15.172 | 25.777
Rep. 0.95 0.25 1.05 0.2 1.25 0.15
Limit | 20 27223 | 34.187 27.506 | 37.633 6.904 | 42951
=06 | 50 0.35 0.3 03
71.786 73.816 75.503
Ca= 1.1 0.1 0.05 1.25 0.15 0.05 1.65 0.2 0.1
High 5 9487 | 22.039 | 34366 | 9.408 | 22.986 | 55717 | 9.057 | 23.591 | 54.892
Rep. 1.0 0.05 1.1 0.05 1.35 0.1
Limit 20 28.464 | 448514 28.150 | 53.576 27.106 | 62.124
0.9 “ 0.05 0.05 0.1
65.822 72.884 76.588
Table 3.1 - This figure shows the optimal inspection interval, and corresponding

discounted total cost subject to variations in replacement limit 7, degradation process

variance, cost of failure and cost of replacement.

We can certainly say however that, from these results, an increase in failure cost,
holding all other costs fixed, will result in a decreased inspection interval. Likewise,
decreasing the cost of replacement, holding other costs constant will result in an
increased inspection interval. Also, increasing both costs, and holding them in the same
ratio, will result in a decreased inspection interval. These results show the importance
of using an appropriate model for choosing an inspection interval. It is difficult to tell

in any particular case how the costs, and other variables that have an effect, will affect

the optimal policy.
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Optimal Inspection Interval and Discounted Total Cost
Low Variance (a=20) Medium Variance (a=10) High Variance (a=3)
Cr=10 30 100 | C-=10 30 100 | C,=10 30 100
Ce= | 09 0.65 0.5 0.95 0.5 0.3 12 0.4 02 |
Low S | 83457 | 107462 | 132488 | 87054 | 126398 | 157259 | 87538 | 144035 | 207333 |
Rep. 0.95 0.65 1.15 0.5 1.55 035
Limit | 20 '
273206 | 372577 277220 | 430083 270735 | 474144
r=03 | 0.8 0.85 0.95
740515 799975 826155 |
Cp= 0.9 03 0.2 0.95 0.25 0.15 1.1 0.25 0.15
Med. 5| 84231 | 116884 | 139309 | 87283 | 131324 | 179187 | 87093 | 151719 | 257761
Rep. 0.95 0.25 1.05 0.2 1.25 0.15
Limit 20
272217 | 341855 275039 | 376316 269019 | 429498
r=0.6 50 0.35 0.3 0.3
717830 738130 754999
Cp= 1.1 0.1 0.05 1.25 0.15 0.05 1.65 0.2 0.1
High 5 | 94860 | 220381 | 343653 | 94075 | 229850 | 439203 | 90561 | 235899 | 548898
Rep. | 1.4 0.05 1.1 0.05 1.35 0.1
L‘:"' 284641 | 448500 281479 | 535738 271028 | 621216
5 0.05 0.05 0.1
r=0.9 658193 728809 765853
Table 3.2 - This figure shows the optimal inspection interval, and corresponding

discounted total cost subject to variations in replacement limit r, degradation process

variance, cost of failure and cost of replacement.

It is also clear from the table that the variability of the degradation process plays an
important role, but seems less clear cut than in the above case. Increasing the variability
of the process has various effects depending on the level of the costs involved. The
general pattern is that the inspection interval will increase for systems whose failure and
replacement costs are not large relative to the inspection cost, while it will decrease for
systems that have high costs relative to the cost of inspection. The reason for this 1s
clear. Under a periodic policy, it is important that the replacement region is not missed
by inspections, so increasing the variability of the process makes this more likely to
happen. When costs are small, the inspection interval increases so that the inspection is
unlikely to take place before the replacement limit has been reached. On the other hand

with high costs it is more important that the system does not ever fail, so that a much

lower inspection interval occurs.
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Discounted Total Cost as percentage of Periodic Optimal
DTC
Low Variance (a=20) Medium Variance (a=10) High Vanance (a=5)
Cr=10 30 100 | Ce=10 30 100 | Cp=10 30 100
Cr= | 100% | 99.5% | 94.5% | 100% 98% | 97.5°% | 100% 99% 98%
Low 5 83457 | 106860 | 125259 | 87046 | 123917 | 153513 | 87532 | 142844 | 203768 ‘

II;;%t " 100% | 99.5% 100% | 98.5% 100% | 100%
273206 | 370651 277220 | 423975 270736 | 473395

r=0.3 5 100% 100% 100
748453 799519 825597

Ca= | 98% 85% | 81.5% | 98% 88% | 84.5% | 99°% 920 | 88.5%

Med. 5 82310 | 99463 | 113706 | 85367 | 116003 | 151239 | 86282 | 139871 | 228721
Eigﬁ -0 99% 94% 99.5% | 94.5% 100% | 95%
270451 | 320533 273305 | 355392 268731 | 408925

=0.6 50 98% 98.5% 999,
702130 728081 747815

Ca= | 91.5% | 652% | 74% 96% 76% | 83.5% | 98.5% | 84.5% | 89.5%
High 5 94860 | 143825 | 254144 | 90311 | 172898 | 267128 | 89340 | 199920 | 490960
Ei&.t " 91% 85% 94.5% | 89% 98% | 92.5%
259020 | 382543 266366 | 475919 265006 | 575126

=09 5 96.5% 959 97%
635076 692967 741044

Table 3.3 - This figure shows the minimum discounted total cost of the optimal non-
periodic Inspection Policy subject to variations in the replacement limit r, degradation

process variance, cost of failure and cost of replacement.

The other parameter that we have considered is the replacement level . As we have
said above, lower replacement levels imply a simple age replacement model. For small
r it is clear that the aim of the policy is to stop the process as close as possible to, but
not above, the failure level. It is clear from the table of costs that this level of 7 1s less
costly than higher levels of , for low replacement and failure costs. For higher levels of
failure and replacement costs, it is clear that the low level of 7 results in higher costs. In
this case it is often much better to consider a medium or high level of ». Which of these

gives the least cost is uncertain, but it appears that the process variability plays a big

role.

In some cases, the parameter r may be chosen at the discretion of the decision-maker.
In this case, it is clear that the optimal value of r may be found by considering the joint
optimisation of r and the inspection interval. This is easily done using our model. We
note further that fixing the inspection interval allows us to use the model to find the

optimal replacement limit, as in, for example, Park (1988a).
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Now let us consider the optimal non-periodic policies. Table 3.3 on page 89 shows the
minimum costs for various choices of parameters, and compares them to the
corresponding non-periodic policies. Table 3.4 on page 91 shows some examples of the
optimal policy, and corresponding costs, along with the optimal periodic policy in the
same case. In the table, values of 100% indicate that the cost was greater than 99% of

the periodic policy.

Firstly, table 3.3 shows how the minimum costs for the periodic and non-periodic cases
compare. We note, and emphasise, that in all but one extreme case, the optimal general
policy is non-periodic. In only one of the cases shown, did the optimal general policy
coincide with the optimal periodic policy. It is clear then that in many cases the
periodic policy is very nearly optimal. This is seen particularly for the case of a low
replacement limit, with exception of the extreme case in which the failure cost is 20
times greater than the replacement cost. The reason for this is simply that low
replacement limit is equivalent to an age replacement model and so we are looking for a

replacement time rather than an inspection time.

It can be further seen that the benefits of having a non-periodic structured policy is seen
most when we have a high ratio of failure to replacement cost, with a high replacement
limit, and with a low process variance. This is largely as we would expect. The non-
periodic policy will always result in a larger number of inspections, but is more likely to
prevent failure occurring. Thus the benefit is seen most when the consequences of
failure are greatest, and this is when the ratio of failure to replacement costs is high, and

both of these are high relative to the inspection cost.

These findings are again found in Table 3.3, which gives the optimal inspection policies
for various values of Cr, Cr and r. The policies themselves are as we would expect,

being decreasing functions of the level of degradation.

Therefore, we have seen in this section that the model produces policies that are
sensible and useful in the examples we have considered. The model produces results
that are consistent with alternative models, such as the simple age replacement model,
and with common sense. Also, it shows new and interesting behaviour of cost functions

for degrading systems, which has important consequences for application to real life

systems.
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Cost of

Optimal Non-periodic Policy under Discounted Cost Criterion Optimal Optimal Periodic
. Polic

Discretised State x Policy y
Rep. Limit Cr Cr 0 0.05 0.1 0.15 0.2 0.25 0.3 0.35 0.4 0.45 0.5 0.55 0.5 0.65 0.7 0.75 ™ DTC
S 10 09 0.85 0.75 0.7 0.65 0.6 83458 0.9 83458
r=025 | 10 | 50 | 065 | 06 | 055 | 055 | 0.5 | 045 193329 0.65 193512
20 | 200 | 0.6 | 055 | 05 | 045 | 04 | 04 413721 0.6 415688
5 10 0.85 0.8 0.75 0.7 0.65 0.6 0.55 0.5 0.45 0.4 0.35 83029 09 83529
r=05 10 50 0.55 0.55 0.5 0.5 0.45 0.4 0.4 0.35 03 0.25 0.25 180262 0.35 191100
20 200 | 0.45 0.45 0.4 0.35 0.35 03 03 03 0.25 0.2 0.2 357592 0.3 379530
s |10} 08 | 08 | 075]| 07 | 065 | 06 | 055 | 05 | 045 | 04 | 035 | 03 | 025|025 |02 | 005 | 82003 0.95 87833
r=0-5 10 50 0.55 0.5 0.5 0.45 0.4 0.4 0.35 03 03 0.25 0.2 0.2 0.15 0.1 0.1 0.05 170443 0.15 212081
20 200 | 0.45 04 04 0.35 03 03 0.25 0.25 0.2 0.2 0.15 0.15 0.1 0.1 0.05 0.05 326842 0.1 394383

Table 3.4 . This table shows the optimal policies for various combinations of the parameters 7,

(g and Cr. The optimal periodic policy and corresponding costs are shown for comparison
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3.7 Conclusion

In this chapter we have considered the problem of computing optimal inspection
intervals for systems whose degradation follows a Lévy process, and fail when this
degradation reaches a given threshold level. We have applied érguments from dynamic
programming theory to derive integral equations and optimality equations to determine
the costs of maintenance for such systems. The solutions of these equations can then be

used to determine the optimal inspection policy for the system.

The main example considered in the chapter is that of a Gamma Process. The results of
the model provide sensible and realistic inspection policies for such systems, and gives
insight into the behaviour of the system and the effect of applying various inspection

policies.

There are many extensions of this model that could be considered. Firstly, we could
consider the case of imperfect inspection, and this case is treated as special case of
chapter 4. Another important extension is to the case where the system is not replaced,

but instead is imperfectly repaired. This is considered in chapter 5.

Now let us consider some possible extensions that we do not consider in this thesis.
Firstly, it is important to note that we have used a stylised example to show the
properties of the model. There can be no substitute however for considering a real life
system, so that the results can be compared with the observed reality. To do this it
would be useful to extend this model to the case of a multivariate degradation process.
so that more than one indicator of failure could be considered. While this extension is
theoretically possible, we have found that the solutions of the integral equations and
optimality equations are more difficult to find. This is because the equations then
involve multi-dimensional integrals, and the probabilities are much more difficult to

compute, especially when the processes are correlated.

As we noted in chapter 2, the threshold failure model can be criticised since it implies
that the system cannot fail unless the degradation reaches a specific point. As we have
suggested, we believe that this criticism is unfounded for many modern complex
systems, since failure may only be rarely or never observed, and is often itself extrinsic
to the measure of degradation being considered. However, for systems where this is not
the case it would be interesting to consider the case when the system may fail at any

level, according to a degradation dependent hazard rate.
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Also, it would be interesting to consider a model in which we are not only trying to
reduce the costs of inspection. For example, we may wish to find the least cost subject

to a safety constraint etc.

We note that the model as it stands only applies to a simple Lévy process model of
degradation. The model can be used however for systems modelled by a generalised
gamma process as defined by Van-Noortwijk (1996). If we assume that the results
above are derived conditional on the value of the parameter « of the gamma process, we
may compute the overall expected cost under a generalised gamma process, taking

expectations with respect to the distribution of a.

The model as it stands however, seems to provide a useful first step in the analysis of
optimal inspection and maintenance of systems which degrade stochastically. We
believe these models will become increasingly important, as degradation type models

gain more emphasis over the traditional failure time model.

93



CHAPTER 4

Chapter 4

Optimal Inspection Policies in the Presence of

Covariates

4.1 Introduction

In the previous chapter, we obtained approximate optimal inspection polices for systems
whose degradation is perfectly observable. In many cases however, it is not possible to
observe the system in this way, and a proxy for the true degradation process must be
used. With this in mind, we now extend the analysis of the previous chapter to the case
of observation of a covariate process. The system we shall consider is identical to that
considered in chapter 3, in all respects, except that inspections now reveal the state of
the covanate process, rather than the degradation process of the system. Once again we
apply ideas from dynamic programming and Markov Decision Processes to obtain
integral equations and optimality equations which we solve numerically to obtain the
(approximate) optimal policies. As in chapter 3 we consider both average cost and

discounted total cost criteria, for periodic inspections and discounted total cost criterion

for non-periodic inspections.

We begin by looking at the general case of a Lévy degradation process, and a Lévy
covariate process. We then look at the case of imperfect inspection of the degradation

process, which is a special case of a covariate process. As in the previous chapter we
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then consider the specific case of Gamma process degradation, subject to imperfect
inspection. The model proposed is quite general in nature, and can be applied to anv
case of Lévy process  degradation with threshold failure. The exact nature of the

degradation and covariate processes determines the extent to which useful results can be

obtained.

4.2 Underlying Inspection and Replacement Model

We now consider the underlying inspection and replacement model, which is largely the
same as that considered in Chapter 3. The list below makes all of the assumptions

explicit. Throughout this chapter the process X ={X, 120 }denoted the degradation
process of the system, and the process Y ={Y, 1120} denotes the corresponding

covariate process. We make, for now, no assumptions about the relationship between

the degradation and covariate process.

MODEL ASSUMPTIONS M2 (Inspection of a covariate process):

1. We assume the state-space of the covariate process S is partitioned into intervals A,
Ay, A, ..., An such that Ag = [0,s0), and A = [s,,Sk+;) forallk = 0,1, ... ,n-1 with s,
< Sk+; and S+ = 0.

2. We assume the degradation process has state space Sy partitioned into a set
B =[b,®) and its complement [0,5). The system is deemed to have failed when the

degradation process hits the critical set B, corresponding to level of degradation b..
3. Each inspection reveals the true state of the covariate process Y, .

4. Tt is assumed that a new system has covariate level Yo = 4 € 4o. A new system is

assumed to have degradation level 0.

5. If, at an inspection ¥ € Ay, the system is not replaced and is allowed to continue
operating until the next inspection. Each inspection incurs a cost Co which 1s

regarded as the cost of inspection and cost of any loss incurred by the svstem being

unavailable during inspection.
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6. If, at an inspection, Y € 4; for i=1,2,..., nthen the system is replaced at a cost C,.
This may be regarded as the total cost of inspection, of replacing the system and of
costs incurred by having the system unavailable during replacement. The replaced

system 1s assumed to have covariate level starting at level 1.

7. The system is deemed to have ‘failed’ at the first moment the true level of
degradation process X; hits the set B and this failure is immediately observed

resulting in an immediate replacement of the system at cost C". Otherwise the state

of the system cannot be revealed.

The main difference between these assumptions and those for perfect inspection given
in Chapter 3 is that all of the replacement decisions are now based on the covariate level

Y, rather than the level of degradation.

The fact that measurements are made of a covariate means that much greater care is
required with definitions. The most important point concerns the nature of the covariate
process. We make the assumption that the covariate process is a time-homogeneous
Markov process. It may be possible to consider more general Markov processes, but we
do not consider this here. We note that all Levy processes fall into this category, as well

as many diffusion processes.

Secondly we assume that the covariate process is bounded, in the following sense. If

X :{X . :120} represents the theoretical covariate or degradation process we are

using, we define a truncated process X' = {X!:1>0} such that

A X, <4
X/ =X, A<X,<B for 4,BeR
B X,>B

We shall assume throughout that the process we are using is truncated in this form. In
terms of degradation process with a threshold failure model it is natural to let 4 =0, and
to let B equal to the failure threshold level. In the case of a covariate process such
natural truncation points may not arise. The point of this truncation is to remove the
possibility of infinite covariate or degradation values. In practical terms, the level of
degradation and covariate will have a known range of possible values, and so the

imposition of upper and lower limits will not cause any problems. It should be noted
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that we have already informally made an assumption that X, =0 for X, <0 in the

analysis of non-monotonic degradation processes given in Chapter 3. We formalise this
here as it is more important in the case of a covariate process, to avoid the theoretical

possibility of infinite levels of the covariate.

The assumptions described above have largely been made for technical reasons, and so
that an integral equation with infinite limit may be avoided. We comment now on the
implications for practical application of these methods.  Firstly, the nature of the
covariate process is that it must be in some way dependent on the degradation process,
or at least correlated with it. Otherwise there would be no benefit in observing the
covariate as a proxy of the degradation level. This means that, to some extent the two
processes measure the same effects, and so we should expect them to have similar
values and patterns (perhaps subject to scaling). It is thus reasonable to assume that the
covariate process cannot take negative values, since a similar assumption is made

regarding the degradation process.

4.3 Periodic Inspection of a Covariate Process: Average Cost
Criterion

Following the methodology outlined in Chapter 3, we now consider the optimisation of
periodic inspections of a covariate process. As in chapter 3, we derive integral
equations for the average cost per cycle, and average time of a cycle, and appeal to the
renewal reward theorem to obtain the average cost per unit time. In this case, and
throughout this chapter, we restrict attention to policies which are dependent only on the
current observation of the covariate process. The reason for this is to simplify the

problem, and avoid problems with full history dependence.

4.3.1 Derivation of Expected Cost per Unit Time

As we have described in the section 4.2, the main difference between this model and
that of Chapter 3 is that the decision variable 1s now the value of the covariate " The

analysis may be simplified, however, by simply conditioning on the current level of
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degradation. By doing this, we can apply the results of the previous chapter, before

integrating over the density of the degradation level, conditional on the covariate level.
With the previous remarks in mind we define (), 7) to be the random cost per cycle for

a system currently in state y, that is with covariate level y, and likewise let L(y,r) be

the remaining length of a cycle for s system currently with covariate level y. Now we

define the expected cost and length per cycle as

wWy,7)= E[V(y, 7)Y, = y]
I(y,t)=E[L(y,7)| Y, = y]

Now, applying the same methodology as in chapter 3 we compute these by deriving an
integral equation based on a recursive relationship, proved using dynamic programming

arguments.

Expected Cost per Cycle

Let us assume that X; and Y; represent the degradation process at time #, and the value of

the covariate process at time #, respectively. In addition we define the process M, to be

the maximum of the process X; over the period [0,¢), and H 7 1o be the hitting time of

the critical set B, by the degradation process X; started at x. Then, conditional on the

initial values of these processes, and on the values of M;and ¥, we can write

Viy,o)|Y.,M,, X, = x,Y,=y
= [Co + V(Yr’ T)]l{y,erM,eB} +C, I{Y,eAl,M,eB} T

cer Cn—l I{Y,EA,,_I,M,QB} + Cn 1{Y,€A,,.M,€B} + C,(,F) I{M,GB} (4 1)
- F
= V(Y,, 7) 1{y,eA0,M,eB} + ZC,. 1{Y,e4M,eB} +C I{M,GB}
i=0

Which is essentially the same as the perfect inspection case except that X has been

replaced by Y. Then, the conditional expectation of V(y) given Y is simply

E(V(yar)‘Yr’Mr’XO :x’YO'_—y)

= EEV(Yr’T)l{Y,EAO,M,eB} + ZC; Lyeanteny ¥ o Lps, es) Y. .M Xo=xY,= y) (4.2)
=0

= E(V(Yr, oYM, Xy =xY,= .}")I{Y,eAOJ\I,eB} + ZCi 1{)',64, AeBy T c* 1;.\r,e3}

1=0
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Now, we define v*(y,7)= E(V(y,7) | X,=x,Y,=y) tobe the expected cost per cvcle

conditional on the current state of the degradation process.

Then, writing the density of ¥, M, conditional on Xy=x as f.(u,m | x), we have

V(0 1)=EV (1,0 X, =xY, = y)
= j jv(u,f)f,(u,m | x)dmdu+Y C,P*(Y,e A,M, ¢ B)+C" P*(M_ € B) “3)
Ay S;\B i=0

Since, given Y, V(Y;, 7) 1s independent of Xj and Y. (Superscript x on these probability
functions signifies that the probabilities are conditional on X, = x.) Now, we constrain
the covariate process to have only positive values by assuming v(y, 7) = v(0,7) for all y <
0. This assumption is not restrictive, since we have already assumed that the process is
truncated below, and by re-scaling the process we may make this lower limit equal to

Zero.

As in section 3.3.1, this assumption implies that the integral in equation (4.3) above

becomes

J‘ Iv(u,r)f, (u,m|x)dmdu

Ay S;\B

o b (4.4)
=v(0,7)P* (Y, <O,M, & B)+ [ [ v(u,7) ,(u,m|x)dmdu
00
Now, we define analogously to the results of chapter 3, the functions
*(y,7)=>.C, P*(¥, € 4,M, & B)+C" P*(M, e B) (4.52)
i=0
u*(y,7)=P*(Y, <O0,M.¢B) (4.5b)
b
Kf(ﬂly)=ff,(u,m|x)dm (4.5¢)
0
so that we can rewrite equation (4.3) as
v (y,r)=c (y,r)+u" (y, o0, 1)+ Jv(u, K (u]y)du (4.6)

0

Now, the expected cost per cycle, conditional on the level of the degradation process is

clearly given by
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b

(1) = EGC (1) = [V, 0) f(x | y) d (47)

0

where f(x|y) is the density of X, 1Y, =y,0<X, <b. The density is conditional on

the fact that the level of degradation must be less than b, since otherwise the system

would have failed already. The fact we are making an inspection shows that failure

cannot have occurred.

Substituting the right hand side of equation (4.6) into equation (4.7) we obtain

v(y,7) = { [0 f(x] y)dx} +v(0, r){ [0 f(x) y)dx}
+[ v, r){ [Kiiyfix :y)dx} dtu
so that

v(y,t)=c(y,7)+u(y,t)v(0,7) + J?v(u, T)K (u|y)du (4.8)

The functions ¢, # and K are defined by

c(y,7) = j{ZC P(Y, e 4, M, ¢B)+C" P*(M, e B)}f(x | y)dx (4.9a)
u(y,r)= [P*(V, <O,M, ¢ B) f (x| y)dx (4.9b)
K. (uly)=| [ £.emx) f (x| y)dmae (4.9¢)

A difficulty which remains hidden in this analysis is computation of the joint density of
the maximum variable of the process M, and the value of the covariate process V. It is
possible that the density can be obtained by conditioning on the true level of

degradation at time 7. Thus, using f to denote density functions, we have

100



CHAPTER 4

Froae )= [ £,y (um|2)f, (2)dz
= [ frie, @12 fry s (mw,2) £ (2)dz
= Ifmx, (u] Z)fM,,X, (m,z)dz

with all densities conditional on Xy = x. So that the density is obtained as an integral of
the joint density of X and M and the density of the covariate process conditional upon
the degradation process. In the case of a Wiener process, this density can be obtained

in terms of the standard Normal density function.

As in chapter 3, some simplification is possible if we are dealing with a monotone

degradation process. This is considered in the next section.

Expected Length of a Cycle

As above we consider the value of L(y, 7), conditional on M, .Y, H 2 Xo=x and Y, =y.

Then, applying the same method as before we have

L(y’T)erJMr’Hf’XO :x’YOZy

= L(Yr’T)l{Y,eAO,M,eB} + TI{Y,EAOM,GB} + Hf I{Hf(r}

So that, upon taking expectations over L we get

E(L(y, DY, .M, HE X, =x.Y, —y)
= (LY, Oy cmrem | Ve Mo, Xo = x.Yo = y)+ Ty eqnen) +HE Lyr

Now, taking expectations with respect to ¥ and M-. Then, using the notation of the
previous subsection we have
P (y,1)=E(L(y,7) | X, = x.Yo = y)

= j j/(u,r)f,(u,m |x)dmdu +P"*(Y, & 4. M, & B)+jhg8(h | x)dh
0

A, S4\B
- {TP“(Y, ¢ A M, & B)+ [hgy(h x)dh} +1(0,7)P* (Y, <O,M, & B)
0

So b

+g;[1(u, r)f.(u,m|x)dmdu
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Where gg(h| x) is the density function of the hitting time of the critical set B starting at

x. So, unconditionally we have
1(,7) = [I*(y,7) f (x| y)dhe (4.13)
where, as before, f(x|y) is the density of X, |Y,=y,0<X, <b.

I(y,7)= J'{rPy’x(Y, ¢ A, M. eB)+jth(h |x)dh}f(x | y)dx

b b s b (4.14)
+1(0,7) j P**(Y, <OM, ¢ B)f (x| y)dx + j J1tu,0) £, (u,m | %) £ | ) dm e
0 000
Now we define
b T
d(y,t) = I{TPW (V. € 4,,M, ¢ B)+[hg,(h| x)dh}f(x | ) dx (4.15a)
0 0
b
u(y,r)= [ P**(¥, <O,M, ¢ B)f (x| y)dx (4.15b)
0
b b
K. u|x)=[ [ f.e.m|x)f (x| y)dim e (4.15¢)
00
So that we can rewrite the equation in our standard form as
I(y,t)=d(y,r) + 10, 0)u(y,7) + [ l(u,7)K,, (u | x) du (4.16)
0

If all functions can be efficiently computed, this equation can now be solved by

numerical means, giving the expected length of a cycle. It can be seen however that

these equations involve probabilities of the form P*(Y, ¢ A,,M, ¢ B). Whether or not

this can be computed depends on the nature of the degradation and covariate processes.

Thus, as in the case of perfect observations, the average cost per unit time can be
obtained and optimised as described in section 3.3.1. The only difference in this case is
that the covariate process may have non-zero starting level. Hence we seek the
inspection interval r which minimises the expected average cost per unit time given by

v(A,7)
[(A,T)

C(A,1)= (4 17)
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This can be done, by simply enumerating the costs for possible values of 7 and choosing

the one which results in lowest cost. Alternatively some form of search algorithm may

be used to find the optimal inspection interval.

4.3.2 Special Case of a Monotone Degradation Process

As in the case of perfect inspection, things can be simplified if we are dealing with a
monotone degradation process. In this case however, the maximum of the process does
not completely disappear from the solution, instead it is replaced by X, so that we must
now consider the joint distribution of the observation Y, and the true level of

degradation X, Thus we have

Viy,o)lY X, Xy=x =y
= [Co + V(Yt7 T)]l{y,er,x,eB} + Cl l{Y,eA,,X,eB} T

et Cn—l l{Y,eA,,_l,X,eB} +Cn l{y,eA,,,X,eB} +CF 1{X,e3} (4-18)

= V(Yr’ T)l{Y,eAO,X,eB} + ZCI 1{Y,eA,,X,eB} + CF 1{_\',eB}
i=0

We define, as in all of this sub-section, f,(u,z|x) as the joint density of Y, and X
conditional on X, = x. So, expanding as before we have
So b n
vi(y,o) = | [, o)z | x)dzdu+ 3 C P €4, X, ¢ B)+C" P”*(X, € B) (4.19)
00 =0
So that the integral equation is once again of the form (4.8)

v(y,r)=c(y,7) +u(y, v(0,7) + ng(u, K, (u|y)du

with functions defined by

c(y,7)= j{iC, P(Y.ed,X, ¢ B)+CF P*(X, e B)}f(x | y)dx (4 20a)
u(y,r)= [P(¥, <0, X, & B)f(x|y)dx (4.20b)
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K.(uly)=[ [ f(uz2]%) f (x| y)dzax (4.20¢)

Likewise, the equation‘for the expected length of a cycle is given by

(y,7) =d(y,7) + 10, T)u(y, 7) + Il(u, 0K, (u | x)du (4.21)
Where
d(y,1) = I{TP%*(Y, ¢ 4,,X_ ¢ B) +i’h g5 (h]| x)dh} f(x|y)ax (4.22a)
u(y,r) = IOPY”‘ (Y, <0,X, ¢ B)f(x|y)dx (4.22b)
K,(ulx):I jf,(u,ZIX)f(XIy)dzdx (4.22c¢)

So that these equations may be solved in the usual way, giving expected cost and length

of a cycle, allowing the long run average cost per unit time to be calculated.

4.3.3 Cost of No inspections and condition monitoring

When no inspections are carried out, the problem reduces to that of the previous

chapter, and the average cost per unit time is given by

Cr

C(0,0) =
[1-Gy(n|0)ath

(4.23)

Where G is the distribution function of the hitting time of the critical set starting at zero

and Cr is the cost of replacement on failure.

In the case of continuous condition monitoring the most consistent generalisation of the
above model is to assume that the covariate process is observed continuously and the
system is replaced whenever the covariate reaches a specified level, or at failure
whichever occurs first. Let us assume that the system is replaced when the covariate
reaches a replacement level 7, or when the true level of degradation reaches the failure

limit 5. The cost of replacement and failure are defined as Cr and Cr respectively Then

104



CHAPTER 4

assume the cost of CCM per unit time is given by p, so that average cost is given by the

expected cost to replacement divided by the expected time to replacement, thus

~ _E(pT+Cly i+ Colyyy )

which upon simplification gives
- CiP(H! <HY+C.PH' > HY
CCCM:p+ R ( b) F ( r b) (424)

Ttgf(t)dt

where H? represents the hitting time of the point x by the process Z. The random

variable T represents the failure/replacement time of the system given by the minimum

of the hitting times for the two processes: 7= H] AH;'. Clearly, to compute the

average cost we require the joint density function of the random variables H' and H;" .

Since the processes X and Y are not independent, it is likely that obtaining this
distribution is not trivial. We do not consider the case of condition monitoring further

in this thesis, as it is outside the main path of our analysis.

If the joint density described in the previous paragraph is available, or may be estimated
by simulation, then the model should provide a reasonable model for continuous
condition monitoring of systems with Lévy process degradation and Markov covariate

Processes.

4.4 Optimal Periodic Inspection of a Covariate Process :
Discounted Cost Criterion

Having looked at the problem of optimal inspections of a covariate process under the
expected average cost criterion, we now consider the case of the discounted total cost
criterion. As in chapter 3, we expect that the results under this criterion will be very
similar to those under the average cost criterion. As before, we apply dynamic

programming arguments to obtain integral equations for the cost functions involved.
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4.4.1 Derivation of Discounted Total Cost

The arguments here are similar to those given in section 3.4.1, the only difference being
the additional term allowing for the non-zero initial value of the covariate process. We
also make the additional assumption, as described previohsly, that the policy is
dependent on the history of observed covariates, only through the current observation.

We define V,(y,7)to be the discounted total cost incurred for a system currently in
observed state y. Then in the usual way we may write

Vs (X, M HE Xy = %Y, = y) = e (Co 4V (Ve Ny ey e

- o ’ (4.25)
+2.€7°(C V(AT w eppreny + €7 (CT + V(AT 1

=1
Where A is the assumed covariate level for a system with zero level of degradation.

Then, the conditional expectation of V' is given by

E(Va(y,z') ' Xr’Mr’Hf’XO =x,Y, = y): e_sr(co + Va(YwT))l{Y,eAO,M,eB}

- - (4.26)
+Ze d (C’ +v5(/1,z-))1{X,eA,~,M,eB} te oM (CF + vé'(/l’z-))l{h'f<r:

i=1
Therefore, defining f,(u,m | x) to be the joint density of ', and M, given Xy = x. Then,

as in the perfect inspection case we consider the conditional expectation of }” given X, =

x. Thus we define v:(y,7) = E(V;(y,7) | X, =x,Y, = ) so that

v;(r.7) = EEW (.| X M HY)
= I je”‘”v(u,r)f,(u,m | x)dmdu +e " C,P (Y. e 4,M, ¢ B) (4.27)

Ay S4\B
T

#3267 (C, + vy (A )P, € 4, M, & B)+(C7 +vs () e gs (| x)
i=1

0

with g, (h|x)being the density of the hitting time of the critical set. Making the usual

assumption that v(y, 7) = v(0,7) for all y <0, the integral in the above expression becomes

[ e v r)f, | x)dmal
4 S4\B (4.28)
so b
_ e—o‘rv(o, T)Px(Yr < O’Mr & B) + J.Ie—‘srv(u, Z')f__(ll,ﬂl IX)dHZ du
00

So. we may rewrite the integral equation as
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vi(y,7)= {;e"‘s’Ci P"(Y, €4, M. ¢ B)+ CFJ‘e“Sth(h | x)dh}

0
. no . 7 )
+v5(4, r){Ze "P(Y, € 4,M, ¢ B)+ [e"g, (h|x)dh (4.29)
i=] 0 J

So b

+v;(0,0)e"P* (Y, <O,M, & B)+ | [ev w,7)f.qu,m | x)dim
00
So that, the integral equation in this case is
Vs (1, 7) = (1, 7) + (1, 7)s(0.0) + W (3, 1)V (A,7) + [y (u, 1)K F (| x) dl (4.29)
0

with functions defined as

(11)=2e"C, P (Y, e 4,M, ¢ B)+C" [, (h|x)dh (4.30a)
=0 0
wi(y,0)=2,e P (V, e 4, M, ¢ B)+ [e?" g, (h| x)dh (4.30b)
i=1 0

u*(y,r)=e " P*(Y. <0,M, ¢ B) (4.30c)

b
Ki(|y)=[e” f.(um|x)dm (4.30d)

0

Thus, the unconditional average cost per unit time may be obtained by averaging over

the true state of degradation, given the observed level of degradation. Thus, the integral
equation becomes

So

vs(1,7) = (1, 1) +u(y, )5 (0,7) + w(y, T)Vs (A,7) + [V, T)K, (| y)du (431)

0

with functions given by

c(y,7) = j{z e*"C P*(Y. e 4,M, ¢ B)+ CFje'“gB(h | x)dh}f(x | 3)dx (4.32a)

i=0 0
T

w(y,7)= J‘{ie“‘”P"(Yr €A .M. ¢ B)+Ie'5hg3(h | x)dhl[.-f(xl_y)dx (4 32b)

1=} 0
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b
u(y,r) = [ P*(Y, <O,M, & B)f (x| y)dx (4.32¢)

K.u|y)=| [’ f.(um]|x) f(x|y)dmdx (4.32d)

As before these must be evaluated numerically, so that using standard methods the
expected discounted total cost may be computed. Whether or not solutions can be
obtained depends on being able to find the joint distribution of the maximum variable

and the covariate.

4.4.2 Special Case of Monotone Degradation Process

Making the same observations as in section 4.3.2, it is clear that in the case of a
monotonic degradation process, the results are simplified by replacing M; by X;
wherever it occurs. This implies we must solve equation (4.31) with functions defined

by

T

()= | {ie“”a PV, € 4,X, ¢ B)+C" [ g,(h) x)dh}f(x y)de (433)

0

w(y,1)= | {ie“”P’(Y, e A, X, ¢ B)+[eg,h| x)dh}f(x | ) (4.33b)
ux(y,z'):.[e"s’P"(Yr <0,X,e¢B)f(x]|y)dx (4.33¢)

b b
Kr@ly)=| [ fiuz]%) f(x|y)dzdx (4.33d)

it is clear that in this case there is little difference between the case of monotonic and
non-monotonic degradation processes. However, it us likely that the joint density of the

covariate and degradation process is more easily found than that of the covariate and the

maximum of the degradation process.
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4.4.3 Costs of No Inspection and Condition Monitoring

As we remarked in the case of the average cost per unit time criterion, in the case of no-
inspections, the imperfect inspection may be disregarded and the results of section 3 4.3

may be applied. Thus the cost of not carrying out inspections and allowing the svstem
to fail is given by

C; e g, (h|0)dh
va (O> w) =

1-{e?"g,(h|0)dh

In the case of continuous condition monitoring, we can easily derive the equation for the
discounted total cost, but its solution depends largely on the availability of the joint

density of the hitting times of the degradation and covariate processes.

Let HZ represent the hitting time of the point x by the process Z. As before let T
represents the failure/replacement time of the system given by 7' =H! AH[, and let

U=H"-HJ Then, we can express the discounted total cost recursively as

V©)|U,T = } petdt+e’ (CR Lyso) + Crlpeo) + V(0))
0
So that
(0) = T T{g (- )+ e (Calyro *+ Colpe + v(O))} f(u,1)dt du
- 0
Expanding this we get

v(0) = g?(l —e?) f(H)dt + v(O)Ie"‘”f(t) dt

+C, j e S F(1,U <0)dt +Cp j ™% £(1,U > 0)dl
0 0

so that the discounted total cost is given by
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o - §£(1 —e"s')f(t)dt+CFb[e‘5'f(t,U < O)dt+CRIe“”f(r,U> 0)dr

[+

l—je"”f(t)dt

0

To compute the discounted total cost of condition monitoring we require the joint

distribution of U and 7, which is obtained from the joint distribution of A T and HY |

As we have said, computation of this density is not a trivial task. We have considered
the simplest case, in which both the degradation and covariate processes are modelled
by (correlated) Wiener processes, and are unable to find the density required. Of
course, in the case of uncorrelated processes, the hitting times are independent, and so

the densities are easily found. This is of little use for modelling purposes, however.

4.5 Optimal Non-Periodic Inspection of a Covariate Process:

Discounted Cost Criteria

We now briefly consider the case of non-periodic inspections. From the analysis of the
previous section it is clear that these results may be easily extended to the case of non-
periodic inspections. Appendix A3 gives the theoretical derivation of the dynamic
programming equation, in the general setting of a semi-Markov decision process, and
this justifies our use of the previous section’s results.  As before we make the
simplifying assumption that the policy is dependent only on the current observation
simplifies the development. We note that this assumption also implies that the
degradation process depends on the covariate process only through the current
observation. This may or may not be a reasonable assumption, depending on the nature

of the underlying system being modelled.

Our simplifying assumption that the policy is Markov, that is dependent only on the

current observation, simplifies matters and means we do not have to consider the

general partially observed semi- Markov decision process.

As in the case of non-periodic perfect inspection we assume a total discounted cost

function of the form
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v, =EW,(»)|Y, = y)= E(Ze“‘“‘*“"’")C(Y,"_, Yo7, )Y, = yj
n:] n-}

where 7 represents the inspection policy. We are only concerned with deterministic

stationary policies, since the Lévy property of our degradation process implies the

current time has no bearing on future levels of degradation.

We define the function v, to be the value function for the o-optimal policy, i.e.
vs(y)=infv, (y)

For the general cost function given by equation (4.40) above, we find that the optimality

equation is given by

(4 40)

vs(¥) = igg{C(y, D+ [ [Py, ) f, @, | y)ah du} (4.41)

where ¢ represents the discounted costs incurred at the next inspection, when in
inspection interval 7 is chosen. A derivation of this based on Ross (1970) is given in
appendix A3. We note that this derivation is identical to the perfect Inspection case,
since we make all decisions on the basis of the covariate process ¥. The only remaining

point of note is that the hitting time 4 in the above equation is for the process X’

In the particular case we are dealing with, the results of section 4.4.1 show that the

optimality equation is given by

0

vs(y)=inf {ca(y,f) + 5 (0)us (v, 7) +vs(Aws (v, 7) + fva(u)K,(ZI | y)du}

where ¢, u, w and K are given by equations (4.32a-d) of section 4.4.1 (or equations
(4.33a-d) in the case of a monotonic degradation process). It is clear from the proof of
convergence in section 3.5.1, that this equation produces a unique solution, subject to

conditions on the functions ¢, u, w and K described in section 3.5.1.

We shall not consider an example of non-periodic inspections in this chapter. The main
reason, as we shall see, is that the computation of the required functions is extremelv
time consuming, making policy evaluation very slow. The periodic inspection

examples given below utilise the same calculations. but require less function evaluations

to determine the optimal policy
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4.6 Models for Imperfect Inspection

A special case of the above analysis is that of imperfect inspection. In this case the
covariate process is simply the observed level of degradation subject to error. The
nature of the imperfection in the inspection process often allows us to derive a

relationship between the observed and true processes, so that numerical results may be

obtained.

The most common type of imperfect inspection in the degradation case is that the
system degradation is observable, but with error. This is the case we are most interested
in. The usual assumptions are that, if X; is the degradation process, then we observe, at

inspection times, the random variable
Y, =X, +¢, (4.43)

Where ¢ represents the error in making inspections. This structure is used by Whitmore
(1995), who considers the case where X; is a Wiener process and the errors ¢ are IID
normally distributed with mean zero. In what follows we shall mainly consider this
structure, under the assumption that X; is a Lévy process. Before doing that however,
we consider some alternative inspection models, and look at possible problems in their

analysis.

Instead of considering additive models, in certain circumstances it may be plausible to

consider using a multiplicative model of the form ¥, =U, - X, . It is possible that for
certain models this would be more realistic.

A third possible model could be that the inspection is imperfect in that we observe some
discretised variable, which is based on the degradation process, for example this may

take the form

] X, €4
2 X, €4,
Y, =¢. i
U X, €A,

for given intervals 4;, ..., 4,. In this case it is probably better to considered a discrete
state space model, and assume that the discrete degradation model may be observed

perfectly. In a sense, the cases we have considered in this and the previous chapter,
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since the cost structure is dependent only on the structure of the sets 4, rather than the

actual level of degradation.

In the case of a Lévy plrocess with additive normal errors, we are basically dealing with
a filtering problem. The observed process has a component of noise which we would
like to remove to find the value of the underlying degradation process. Determining the
relevant probability distributions is largely dependent on the nature of the underlying
process and noise process, and the interdependencies between them. In this general
setting we can, however, obtain results about the relationship between the underlying

and observed degradation processes.

We will now give some properties of general Lévy process models in the presence of
inspection errors which are additive. This structure is given by equation (4.43) above,

and additionally we assume that the inspection error & has mean y, and variance v°.

As we have said, this model has been proposed by Whitmore(1995), when X is assumed
to be a Wiener process and ¢ follows a Normal distribution with zero mean. In this
article, Whitmore (1995) fully discusses the estimation and inference of system

parameters, for the Wiener process case.

We shall assume for the moment that & may have any type of statistical distribution.

Based on these assumptions it is an elementary fact that

Cov(X,,Y,)=Cov(X, X, +¢&)=V(X)+Cov(X,e)

Hence, the correlation between the true degradation X, and the observation 7, is given

by

( ): Cov(X,,1))
X))
_V(X)+Cov(X,¢&,)
V(X))
_sd(X)+ p(X,.¢,) sd(e,)
sd(Y))

(4.44)

As we would expect, when the errors are perfectly positively correlated with the
underlying degradation process, so to is the observation process Y. However, in the
case when the errors and the degradation process are uncorrelated, the correlation

between the actual and the observed degradation is just the ratio of standard deviations
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of the process value an the observed value. In this case we may rewrite the equation in

terms of the variances of the errors and the process , thus

X7, :Sd(X'){ ACAN N IC Y ,
PEI="Gmy ~ Va0 +v ) TS (4.49)

which shows clearly that the correlation is always positive and decreases as the error
variance increases. In addition, we note that the correlation is unaffected by the mean
value of the error g, . This is important because it implies that any consistent bias on
the part of the inspector or monitoring system is irrelevant in terms of information
provided about the degradation of the system. Of course, in the case where there is

inconsistent bias this will not be the case.

To make further progress from this point we must make some assumptions regarding
the nature of the degradation process and the errors. In the following section we

consider the case of gamma process degradation.

4.7 Example : Imperfect Inspection of a Gamma Process

In this section we consider the case of gamma process degradation, with imperfect
inspection. As we have said this represents a special case of the observation of
covariate process. We use this special case since the structure of the inspection errors
allows us to easily determine the stochastic relationship between the degradation

process and covariate process (or observed degradation process).

4.7.1 Model Assumptions

In the following example we consider a system almost identical to that considered in the
previous chapter. The system is deemed to have failed if the true level of degradation
reaches a critical level ¢.  Upon failure, the system is immediately replaced (corrective
replacement). If, at an inspection, the ‘observed’ degradation is greater than the
replacement level r, the system is preventively replaced. If the ‘observed’ level of

degradation is found to be less than the replacement level 7, the system continues
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operating, and is inspected again according to an appropriate inspection schedule. We
note that the decision as to whether to preventively replace or not is only dependent on

the ‘observed” degradation process, while the event of failure is only dependent on the

true degradation process.
In addition the cost assumptions are identical:
(1) Each Inspection incurs a cost C;

(11) Each Preventive replacement incurs cost Cg, in addition to inspection costs

(1)  Replacement on failure incurs cost Cr

The only difference between these assumptions and those of section 3.6.1 concerns the
inspection process. Under these assumptions, it is possible to observe levels of
degradation less than zero, and greater than the critical level ¢. It is now that our
remarks about truncation of the degradation process (section 4.2) are applied. In this
case, we assume that any observed level of degradation less than zero, is equivalent to a
degradation level of zero, and assume that any observed level of degradation greater
than ¢, is equivalent to degradation level c. The first assumption here is important, but
the second is not, since when r < c, an observed level of degradation greater than ¢ will

result in immediate preventive replacement.

4.7.2 Distributional Results for the Gamma Process with error

We assume here that the inspection error is modelled by an additive normal random
variable, with mean zero and variance v’. We make the assumption that the Gamma

process is defined as in Chapter 2, and that the errors are normally distributed with

: 2
mean zero and variance v °. Thus

th —Xti NGa(a(tj —tl)’IB)
g ~N(@O,v?) Vt

(4.46)

where ¢, L¢g, for s#1.

Let us consider the conditional distribution of the true level of degradation given the
observation at that time. Let us initially consider the joint distribution of the observed

and true values of the degradation process. Then it is elementary that
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P, Su[X, =Z)=P(X,+6‘, SuIX, =Z)=P(5‘. Su—z):(D(u_:) (4.47)

Vv

Sothat ¥, | X, ~N(X,,v?) as we would expect. In addition, we are also interested in

the distribution of the true level of degradation at a particular instant, given the observed
degradation level. In this case more care must be taken, since our assumptions
implicitly assume that the level of degradation is between level 0 and level c. Thus we

have

J(x|y)de=Pr(X, =x|¥, = y,0< X, <c)dx
_ Pr(X,=x|Y, =y,)
Pr(0< X, <c|Y, = y)

o]
o)<

Where we have used the facts that ¥, = X, + ¢,, and ¢, ~ N(0,v?).

dx (4.48)

dx

We have by assumption that the density of X, | X, = x is given by

ﬂat(z _ x)zzl—le—ﬂ(:—x)

f(X, =z]X,=x)= T(a1)

(4.49)

From these basic results we can compute the joint density of the future observed and

true levels of degradation using
fY,,X,[XO (u,z|x)= fy,ixo,x, (u] x’z)fX,lxo (z|x)= fmx, (u] Z)fx,|x0 (z|x)

So that substituting the appropriate densities from equations (4.47) and (4.49), we

obtain the joint density of the observed and true level of degradation, conditional on the

true initial level of degradation,

R L L B (-0 expl - Bz - %))
f,(u,zlx)—vﬂexp{ o (u z)} o) (4.50)

As in the example of chapter 3, we require the distribution of the hitting time of the

critical set from an initial level of degradation x. This is defined in terms of a

distribution function as
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P(HS <h)= I'(a h, B(c - x))

Tah) (4.31)

which is derived in section 3.6.1, as equation (3.69).

4.7.3 Solution of Integral Equation

As an example, let us consider the optimisation of periodic inspections under a
discounted total cost criterion. The case of non-periodic inspections applies the methods
given here, but additionally requires a policy improvement algorithm to compute the

optimal policy. We shall not consider this further here.

Given the information about the gamma process above, we can now proceed to solve

the general integral equation given below

v,(y,0)=c(y, 1) +u(y,r)vs(0,7) + w(y,7)vs(4,7) + fv(u, T)K, (1| y)du (4.52)

Where ¢, u, w, and X are defined by equations (4.33a-d). From the assumptions given

in section 4.7.1, the equations (4.33a-d) may be simplified, and we obtain the equations

c(y,7)=
[ f s (4.53a)
I{e“”[C, P (X, <c)+C P (Y, >r X, <c)]+CFje gc(hlx)dh}f(xly)dx
u(y,7) = j{e"s’f”‘ (7, ¢ (0,r), X, < C)+fe“”’gc(h | x)dh}f (x|y)dx (4.53b)
K.l = | [ £z 1% S (x| )z ds (4530

where the equations for # and w have been combined, since the initial level of the

observed degradation (covariate) process is assumed to be equal to zero.

The expressions for f,(u,z]|x), f(x]») and G, (h|x) have been computed above and

are given by equations (4.50), (4.48) and (4.51) respectively. It now remains to

compute the probabilities in equations (4.53a) and (4.53b). Firstly
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PX(Y,>r,X, <c)= | If,(u,zlx)dzdx

_ € =« 1 _L _ , ﬂat(z_x)at—le—ﬂ(:—x)

! j r exp{ — (u z)} Fan) dudz
~ c ﬂar(z _x)at—le—ﬁ(z—x) F—z (454)
= j Tan {1-@( - )}dz

=1-Q(ar, f(c - x)) - f £z _F)C(Z;_)le—ﬂ(z_X) d)(r _ :jdz
x 1%

since the gamma density in the integrand is independent of #. The function O is the

incomplete gamma ratio, defined by equation (3.70).

Similarly, the second probability of interest may be calculated as
P*(Y, ¢(0,r),X <c)=

€ pare, _Nart-l _—f(z-x ., .
1= 0tar fle-n) - [FE 2 ){Cb(rv“j—cb(—ij}dz (49

The integral in both of the functions ¢ and u may be calculated as in chapter 3.

Equation (3.71) which gives
[e?"g(h|x)dh=e?"G(r |x)+6 [e"G(n|x)an (4.56)
0 0

with the distribution function of the hitting time being given by equation (4.51) above.

Substituting these functions into equations (4.53a-c) we arrive at the functions

c ar _ ar-1 _-p(z-x) — -
c*(y,r)ze5fC,+e“”CR{1—j'B (z=x)" e q)(r jdz}

I'(ar) 1%
* T (4.57a)
+e " (C, —Cr = C))Q(ar, f(c—x))+ 5CFIe”5hQ(ah,ﬂ(c—x))dh
) s Cﬂar(z_x)arle—ﬂ(z—x){ (r_zj -
w(y,r)=e {1-] O ~ | - = |dz
* Hart) Y Y (4.57b)

+je’“Q(ah,,B(c —x))dh

where the functions ¢ and # are now given by
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.0 =[G INE w0 = [u ) f x| )

and the function X is cbmputed directly as

K (u]|y)= e p x
22v T (@ r){cb(lj - CD( A cj}
1 %4 14
(4 57¢)

‘[Iexp{—ﬁ[(u—z)z +(y~-x) ]—,B(z—x)}(z—x)“"‘dzdx

The functions in this form have been simplified as much as possible.  All of the
integrals above must be computed numerically. Clearly, computation of these functions
requires us to calculate a number of double integrals, which is extremely
computationally demanding. This means that the time required to compute optimal
inspection policies in the case of imperfect inspection (and more generally in the case of

a covariate process) is much longer than in the case of imperfect inspection policies.

As an example, applying the Nystrom method of appendix Al, requires us to compute

an nx nmatrix with each entry being an evaluation of the function K (u|y). If we

apply a trapezium rule to the double integral in expression (4.57c), with » points, each
function evaluation requires #° evaluations of the integrand. Thus to compute the whole
matrix requires n’ function evaluations. This compares to n° function evaluations

required for the perfect inspection case.

4.7.4 Numerical Results

The following tables give the results found in the case of a gamma process degradation
model. Table 4.1 shows the optimal periodic inspection policy under the discounted
total cost criterion. In addition the table shows what percentage of this optimal cost is
given by the cost of the optimal periodic policy with perfect inspection. The
comparison is not direct, since one would have to assume that perfect inspections are

more expensive than imperfect inspections.

The table is generated by solving the equation (4.52) with functions given by (4 57a-c)
The equation is solved by the Nystrom method of appendix Al, and it is assumed that

n =5, so that the integral in equation (4.52) is subdivided into 5 intervals. Clearly, this
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i1s not ideal, and greater accuracy could be obtained by increasing the number of sub-
divisions. The reason for using such a small number of sub-divisions is simply one of
time. As we described above (section 3.5.3) the number of computations required in the
case of imperfect inspection is much greater than under perfect inspection, and for

illustrative purposes we feel it is adequate to reduce the accuracy of the calculation,

In chapter 3, 10 subdivisions were applied, and these figures (some of which are given
in Table 4.2) are used for comparison purposes. Clearly, there is some error in these
figures, but for comparison purposes we believe they adequately show the properties of
the model. In particular, the starred entry in Table 4.1 (below) would appear to show
that the cost of imperfect inspections is (slightly) less than the cost of perfect

inspections at the same cost. Clearly this aberration is caused by computational error.

In terms of the results from the model, the effect of variation in the costs and process
variability is the same as that found in chapter 3 for the case of perfect inspection. In
general, increasing costs and increasing process variability tend to reduce the optimal
inspection interval. In addition, it is clear from Table 4.1 that for systems with large
corrective and preventive replacement costs, the proportionate increase in optimal DTC
caused by having imperfect inspection is greater than for systems with relatively smaller

replacement costs. (Table 4.2 shows optimal policy for a perfectly observed system)

The imperfect inspection has an unexpected effect on the optimal inspection policy.
While we might expect that imperfect inspection would reduce the inspection intervals,
it is found in many cases that the inspection interval is greater than in the case of perfect
inspections. The reason for this is probably that it is important never to observe the
system in a state slightly less than the replacement limit. If this occurs, the system will
not be inspected again for a long period and so failure is certain to occur. Therefore, to
increase the inspection interval reduces the probability that the observed degradation s
less than the replacement limit at inspection. While the probability of failure is
increased by increasing the inspection interval, it is likely that this increased cost 1s
more than compensated for by the reduction in the number of cases in which

degradation is observed to be less than the replacement limit.
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DTC and Optimal Inspection Policy for v = 0.1
Low Variance (a=20) High Varnance (a=5)
C=10 30 100 C=10 30 100
Com 80.9 0.6 0.45 1.35 0.45 0.25
5 9739 121007 | 147578 90116 159846 | 535216
Low 93% 89% 89% 97% 90% 39%
Rep. 1.0 0.55 o 0.4
Limit 20 286869 | 417751 271485 | 535216
=03 95% 89% 99% 88%
0.75 1.0
50 814338 868044
90% 95%
Com 1.15 0.25 0.1 ) 0.35 0.15
5 97137 247882 | 567560 90495 254184 | 701353
High 97% 89% 60% >100%* 92% 78%
Rep. 00 0.15 ') 0.3
Limit 20 291298 | 724764 271485 | 793832
0.9 98% 62% 99% 78%
0.25 0.4
50 894616 888093
73% 86%

Table 4.1 — Optimal inspection policy, corresponding discounted total cost and

percentage of optimal DTC with perfect inspection, for a system withv=10.1

The table above (Table 4.1) shows the case when the inspection error & has standard
deviation v = 0.1. Clearly, with our state space defined over the interval [0,1], this
represents quite a large inspection error. This value was chosen, so that the effects of
the inspection error could be easily seen. As the standard deviation of the inspection
error is reduced, the effects described above are less pronounced, and tend to the perfect
inspection case as the standard deviation approaches zero (subject to computational
error) . The effects on the optimal policy for very large errors, depends largely on the
replacement level r. For small 7, the inspection error has much less effect, and the
optimal policy tends towards that for the perfect inspection case. When the replacement
level is close to the failure level ¢, the large inspection error means that inspections have

little effect in preventing failures, and so the optimal policy tends to be one of carrying

out no inspections, and simply replacing on failure.
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DTC and Optimal Inspection Policy for v=10
Low Variance (a=20) High Variance (a=3)
C=10 30 100 C=10 30 100
Co= | 0.9 0.65 0.5 12 0.4 0.2
Low 5 83457 107462 132488 87538 144035 207333
Rep. 0.95 0 3
Lt 20 } .65 1.55 0.35
273206 372577 270735 474144
r=03
: 0.8 5
50 0.95
740515 826155
Cr= 1.1 0.1 0.05 1.65 0.2 0.1
High 5 94860 220381 343653 90561 235899 548898
Rep. 14 0.05
Lot 20 . . 1.35 0.1
284641 448500 271028 621216
r=09
. 0.05 1
50 °
658193 765853

Table 4.2 — Optimal inspection policy and corresponding discounted total cost for a

system with perfect inspection (given by Table 3.2)

It is clear from the results given here, that the model provides a useful and reasonable
policy for the inspection of systems subject to error (and more generally the inspection
of covariate processes). The results are largely what would have been expected, the
only problem with the model being the computational complexity, which means that the

time taken to compute the optimal policy is very large.

4.8 Conclusion

In this chapter we have looked at the general problem of obtaining optimal markovian

inspection policies for systems whose degradation is unobservable, but which have an

observable, associated covariate process. We have assumed the system is modelled by

a Lévy process degradation model, with threshold failure, and a Lévy covariate process.
Using techniques from dynamic programming theory, integral and functional equations

have been derived, allowing the optimal periodic and non-periodic inspection policies to
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be obtained. As a special case, imperfect inspection of a Lévy process degradation

model 1s considered.

As in the previous chapter, the main example used is that of the gamma process, with
additive normal inspection error. The results provide sensible and realistic inspection
policies, and give insight into the system behaviour, and into the effect of inspection
error on the optimal inspection policy of a system. It is found however, that obtaining
optimal inspection policies with inspection error is extremely computationally
demanding, due to the large number of numerical multiple integrals which must be

evaluated. This may provide a barrier in extending this model further.

Generally, the extensions which could be considered are the same as those described in
chapter 3. The main extension of this model which would be interesting to consider is
that of Bayesian methods. In this model, we have considered a system with a known
degradation process, but which cannot be observed. Clearly this is somewhat
paradoxical: if the system cannot be observed, how can we know what the underlying
degradation process is. If we assume that the underlying degradation process is of
known form, but with unknown parameters, it may be possible to apply Bayesian
techniques, so that the sequential estimation of the underlying degradation process may
be based upon observation of the covariate process. Whether or not this can be done
depends on the underlying form of the degradation process and covariate process.

Future work will be carried out in this area.

There are few models in the literature which explicitly deal with optimisation of
inspections for systems in the presence of covariates, and as such this model provides a

useful addition in the field of degradation modelling.
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Chapter 5

Optimal Maintenance for Deteriorating Systems

5.1 Introduction

In the following chapter, we extend the results of the two previous chapters to the case
of maintenance. This is a more complex problem than that those considered in the
previous two chapters, since we now assume that the system may be repaired, and so

the level of degradation may be changed by the system operator.

We consider firstly the case in which the optimal inspection interval is found for a
system with known maintenance policy. The basis of the model is that of the previous
two chapters, but instead of replacement (or perfect repair) we assume that in each state,

the system may be repaired, reducing the level of degradation by a deterministic or
random amount.

Following this we look at the optimisation of maintenance policies for a system with a
given inspection schedule. This case is quite different to the optimal inspection cases

previously considered, but the methods applied are similar. We assume that the

maintenance action may have a deterministic or random effect on the system state.
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Finally we consider jointly optimal periodic inspection and maintenance policies, for

various cost structures.

As in chapters 3 and 4, both periodic and non-periodic inspections are considered, but
examples are confined to cases of perfect inspections for computational reasons. The
methods applied in this chapter mirror closely those in the previous chapters. In each
case integral equations or Dynamic programming equations are found for the cost of the
system, as a function of the state of the system. Using the standard methods given
previously these may be solved numerically to obtain an approximate numerical
solution.  Since all of the equations are solved by the same method, we restrict
examples to the case of deterministic maintenance, which is less computationally

demanding to solve.

5.2 Underlying Inspection and Repair Model

3.2.1 System Model

Bringing maintenance and repair into our model means that some of our assumptions
must be changed. As we have noted in chapter 1, there are many different types of
maintenance and inspection policies that we could consider. In this section, we describe
the model that we shall consider. This model has been chosen since we feel that it most
adequately describes the general situation we are considering, while remaining

computationally feasible.

In general, we shall consider a system that is very similar to that found in chapter 3,
with some minor changes. It is clear that the assumptions of chapter 3 are a special case
of these assumptions. We consider two models, one incorporating deterministic

maintenance, and another allowing for general (random) maintenance.
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MODEL ASSUMPTIONS M3 (Deterministic Maintenance):

1. We assume the state-space of the system is S, which is partitioned into a set B and

its complement. The system is deemed to have failed when the degradation process

X hits the critical set B = (c,»).

2. Each inspection reveals the true state of the system, and the state can only be

determined by carrying out an inspection.

3. Each inspection incurs a cost Cy. At an inspection, a repair is attempted, and its cost
1s given by the function C(x,y), where x is the system state before maintenance,

and y is the system state after maintenance.

4. The cost of replacing a failed system is C". On failure, it is assumed the system is

immediately replaced by a new system, identical to the original.

These assumptions are largely unchanged from those of chapter 3, except that we now
do not specify a partition of the state space. This subdivision is now encapsulated by
the maintenance policy, and corresponding cost function, which are discussed in the

next subsection.

In the model described above, it is assumed that the maintenance has a known effect on
the state of the system. It is perhaps more realistic to assume that there is some
uncertainty about the effect of maintenance on the level of degradation. In the
following set of assumptions, we assume that the uncertainty in the effect of

maintenance is modelled by the random variable ©.

MODEL ASSUMPTIONS M4 (Random Maintenance):

1. We assume the state-space of the system is Sy, which is partitioned into a set B and

its complement. The system is deemed to have failed when the degradation process

X hits the critical set B = (c,®)

2. Each inspection reveals the true state of the system, and the state can only be

determined by carrying out an inspection.
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3. Each inspection incurs a cost Cp. At an inspection a repair is attempted, the cost of

which is given by the function C,(x), where x is the system state before

maintenance, and d represents the maintenance action used. We assume that the

system state after maintenance is given by a function x —>d(x,0), where 6

represents a particular realisation of the random vector . (See section 522)

4. The cost of replacing a failed system is C". On failure, it is assumed the system is

immediately replaced by a new system, identical to the original.

Based on these assumptions, in the cases of random and deterministic maintenance, the

two main problems we would like to consider are
(a) Computation of optimal inspection intervals for fixed maintenance actions
(b)  Computation of optimal maintenance actions for a fixed inspection schedule

The problem of optimal inspection of a maintained system is similar to those considered
in chapters 3 and 4. The main difference being that the transitions to new levels of
degradation must now incorporate maintenance. As we shall see, this has very little
effect on the derivation of the dynamic programming equations, but does make their
numerical solution more difficult. The second case of optimal maintenance is slightly
different to the foregoing analysis. Integral equations are used to determine the costs of
given strategies but new dynamic programming equations are derived to compute the

optimal maintenance strategy.

In the case of optimal inspections, as before, we simply assume a fixed maintenance
strategy, and proceed in developing integral equations as before. The difference in

model assumptions, however, means that the integral equations are slightly different.

5.2.2 Models for Inspection and Maintenance Actions

Firstly, let us briefly look at possible inspection strategies. As we have said in chapter
1, the main distinctions are between perfect and imperfect inspection, and between
periodic and non-periodic inspection. In this chapter, we shall mainly consider the case

of perfect inspection, both periodic and non-periodic. The main reason for this is that
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they are the computationally easier to solve than the corresponding imperfect inspection
case. Secondly, as we have seen in chapter 4, the Inspection error must become quite

large before the imperfect inspection has an effect on the optimal policy.

Let us now look at some possible maintenance actions. The simplest policy from a
computational point of view is that of perfect complete repair. Under this policy,
maintenance is equivalent to a replacement, since the maintenance effectively results in
the system becoming good as new. It is clear therefore that this policy may be dealt

with using exactly the methods of the previous two chapters, where we redefine

replacement as complete repair.

Slightly more complex is the case of perfect incomplete repair. By this we mean that
repairs are carried out, they affect the degradation of the system in a known and fixed
way. An example of such a policy would be a maintenance action that reduces the
degradation of the system by a fixed percentage. The costs of such deterministic
maintenance can be determined by a simple adaptation to the methods given in chapter

three. It 1s this model which we shall use for deterministic maintenance.

A further modification is to allow imperfect or general repair, in which the level of
repair i1s random. In this case, the repairs carried out have a random effect on the
degradation of the system. This randomness may be caused by errors on the part of
those carrying out the maintenance, or may be simply inherent in the system
maintenance. The case of general repair is more difficult to solve, since the transitions

now involve an added degree of randomness.

In the derivations that follow, we shall make a general assumption regarding
maintenance. We assume that, if the state of the system at inspection is y, then the state
after maintenance is given by a maintenance function d(y,0). 6 represents a particular
realisation of a random vector ® that in some way encapsulates the randomness found
in the maintenance. We assume throughout that, conditional on the system's state y, the
density of the parameter & is given by f(8|y) . This approach gives a great deal of

flexibility, for example when maintenance does not occur at a given value of y; we set

d(y,0) = y. Likewise, if in a certain region replacement is to be carried out, we can set

d(y,0)=0. Tt is clear that these cases are the extremes of y, and we assume that
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0<d(y,0)<y. Inthe case of deterministic maintenance, the maintenance function is

defined simply as d(y).

For the problem of determining an optimal inspection schedule we assume that the
maintenance function d is known in advance, for all values of y. Our task then is to
determine the cost of maintenance for each possible inspection interval, and hence

determine an optimal inspection schedule.

The problem of computing an optimal maintenance strategy for a given inspection
schedule is more complex. To determine the optimal maintenance strategy we must
make some assumptions about the maintenance function d. The easiest case is that of
deterministic maintenance. In this case we must determine for each x, the maintenance

function d(x), which can be achieved using dynamic programming.

In the case of general maintenance, we must be more specific. In the case of general
maintenance, we must specify all of the maintenance functions, and the distribution of
all random parameters. There may be n possible maintenance actions d,(y,0) for
i=1,...,n and corresponding probability distributions for ®, f,(6|y). A more
straightforward assumption is that of a single maintenance action d(y,0), with a
number of possible distributions of ®, f,(8]y). In this case, we seek the optimal
choice of probability distribution for @, in each state. We shall restrict our attention to
the second case.

In the following sections we consider the problems described above and obtain optimal

maintenance and inspection strategies.

5.3 Optimal Inspection in the Presence of Maintenance

As in chapters 3 and 4, we consider optimal perfect inspection in the periodic and non-
periodic cases. We shall consider only the total discounted cost criterion, as the
examples of chapter 3 show that the results in the average cost case are almost identical
The main application of the results of this section will come in sections 5.4 and 35

below. A particular case for which the results of this section are directly applicable
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would be the case in which there is only a single possible maintenance action in each

state. For other cases, it is usually preferable to consider the joint optimisation of

inspection and maintenance.

We note that in this chapter it is important to distinguish between the state of the system
before and after repair has taken place. For this reason we define - to represent a time

Just before 7, and * to represents a time just after 7.

5.3.1 Optimal Inspection under Deterministic Maintenance

We begin by considering the case of optimal inspection for a system subject to a fixed
and known maintenance strategy, as described by assumptions M3 above. In this
section, we assume that the inspection policy is periodic. In section 5.3.3 below, we
consider the case of non-periodic inspections by direct extension of the results given

here.

As in chapter 3 we define V5(x, 7) to be the discounted total cost for a system which has
current level of degradation x. We assume that the system as just been inspected and
has level of degradation x, and an appropriate maintenance action will be
instantaneously taken, changing the state of the system to d(x). It is possible to assume
that the argument of the function V is the state of the system immediately after
maintenance. In this case, however, it is more difficult to obtain results. In particular

this formulation makes it difficult to obtain optimal maintenance policies using standard

methods.

So, if we define ¢ to be the inter-event times (an event being either an inspection / repair

or failure), we define the expected discounted total cost as

vs(x,7) = EW5(x,7) | X, = x)= E(ie“s("*”*'")C(Xl"_,X{".ﬂ ;O X, = xj (5.1)

n=0
where C(x,y; 7) represents the (random) cost incurred if the system is in state ) at time
¢, when it was in state x at time t*_., and the inspection interval is 7. It 1s assumed that

the maintenance policy is fixed, and so we do not show explicit dependencies. except

where necessary to avoid confusion.
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Again we assume that X, represents the degradation process, and M, represents the
maximum value of that process over the period [0,f]. The cost function may be

expressed recursively. Thus

Vi(x,7)| X, . M_H?

d(x)

= Ced(x)+V, (X, 7) e—azl{M,eB,X,eB} + { V,(0,7)+CF }e_dH‘f‘” I{H =)

8
d(x)<r;

This equation closely resembles that given in chapter 3 for perfect inspection under a
replacement policy. The main difference is that we now incorporate the cost of
maintenance, which is incurred immediately. In addition, since the state of the system
changes to d(x), all probability functions must be adjusted to take this into account. In

particular the failure time is now given by the hitting time of B from the point d(x).

Taking expectations of the above expression, and applying the reasoning as in chapter 3

gives the integral equation

vs(x,7) = Clx, d() + | [v,(y,0)e™" f,(y,md(x))dm dy
B S\B (5.3)

+(v,(0,7)+CF) je-“gg (h|d(x))dh

0

In this section, we define K_(y|d(x))= Ie"s’f,(y,mld(x))dm, which is slightly

S\B

different to the definition of previous chapters. As before f (y,m|x)and g,(h|x) are

the densities of X.,M, | X, = x, and the hitting time / of the set B by the process X,

given X, = x, respectively.

We now assume that the function d(y) is known for all y, and in particular, that
d(y) =0 fory <0, and that C(y,d(y))=0for y<0. As in chapter 3, we do not want
to allow negative degradation levels, treating these as aberrations of the model rather

than a description of the physical reality. We thus assume v(y,7)=0V y <0,

We can thus rewrite the integrals in the above expression as
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[ 0K, (y1d(x)dy =
v5(0,7)e PU(X, <O, M. > é) + jva(y, 1)K, (y|d(x))dy

0

where the superscript d(x) now indicates that the probability is conditional upon

X, =d(x). Then the integral equation may be written as

v& (X',T) = c(x, T)+ vé‘(O, T)U(x, T) +IV6 (y, T)Kr(y |d(x))aj/ (54)

Where the functions in this case are defined as

T

c(x,7) = C(x,d(x)+C" [e" g, (h|d(x))dh (5.5a)
u(x,7)=e " PO(X_ <O0,M, >c)+ }e*“gg(md(x))dh (5.5b)
K.(y1d(x)= [ f.(y.m|d(x))dm (5.5¢)

As in chapter 3, we expect that for a suitable degradation model the first term of the
function u should be close to zero. Otherwise, the model suggests a large probability of

the degradation becoming negative.

In the case where the degradation process X is monotonic, the Maximum variable need

not be considered and we obtain the functions ¢, # and X as

T

o(x,7) = C(x,d(x))+C"F j e'g. (h|d(x))dh (5.6a)
u(x,7) = je"‘”’gB(h |d(x))dh (5.6b)
K. (yld(x))=e’" f,(y|d(x)) (5.6¢)

It is obvious from the form of these equations that they can be solved by the methods

given in appendix 1. In this case however, there are some added complications, which

we now consider.
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The numerical solution of the integral equations in chapters 3 and 4 is based on a
numerical integration procedure constructed over a suitable discretisation of the region
of integration. In the case of a non-singular kernel X, the results apply almost directly

Applying a quadrature rule to the integral equation gives, for each y, € M

v(y,,t)=c,(y,,7)+u,(y,,7)v(0,7) + iv(y,-,r)K,(y,- |d(y, )w

i=0

(57)

Y

As in appendix 1, by writing this equation replacing x by values in the mesh

y, =ih,i=0,,...,N where h=r/N, we can write this as a system of linear equations

in matrix form as
— T
v=c+Uv+K,v (5.8)

Where the matrices are defined as follows :

V(o) | (%) |

V= V(yl) c = C(yl)

V(Vn) c(y,)]
—K(yOad(yo))wo,o K(yO’d(yl))wo,l K(yo,d(ym))Wo_mT
KT: K(ylad(yo))wl,o K(ylad(yl))wu K(y],d(ym))wl,m
KD dYoDWno K dWay - K(Y»d (Y )W |

-

(u(y,) 0 0
u(y,) 0 = 0

Lu(ym) o .- O__
Clearly, the matrices are defined mainly as in appendix 1, which considers the solution

of this integral equation in the case when d(y)=y. ltis clear that in this case, the

above matrices reduce to those of Appendix 1/Chapter 3.

So that the cost vector v may be found as

v=(I-U-K})"c (59)

if the inverse exists.
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In the case of a diagonally singular kernel, the approach given in appendix 1 may be
applied, and a similar result to that given above is found. However, there are now some

added complexities. -In this case the general integral equation (5.7) is rewritten, to

remove the singularity. Thus

Vs(x,7)=c(x,7)+v;(0,7)u(x,7)

+ [ 0. 0) =, @K, 0 [Ny + v, (d(0). 0 K, (3 ldepdy
0 0
For convenience of notation, we define
g(x)= [ K. (y|d(x))dy. (5.11)
0
Discretising this equation, we obtain for values of x on the mesh M ={y, |i=0,...,n}
v;(v,,0)=¢,(¥,,7) +v5(0,0)u, (¥,,7) + D vy, DK, (¥, |d(y,)w,
i =0 (5.12)
v Ay NLK .y 1dy v, +v@d () 4.(y))
i=0
it can be seen that this system of equations may be written in matrix form as
v=c+Uv+Kiv+Qv, - Wy, (5.13)

where the matrices ¢, U, K4 and v are defined as above. The matrix Q and vector vq are

defined by

(q,00,) O - 0 ] (d(0))]
Q- 0 qd(:yl) 0 v, = v(d:(l)) (5.14)
| 0 0 - q,()] | v(d(n))

The matrix W is defined as W = diag(w), where the vector w is given by w = Kle

where e is an (n+ 1) x1 vector containing 1 in each entry.

It is clear then, that to solve these equations we must determine a relationship between
the vector v and the wvector vq. The simplest method is to assume
that y € M = d(y) € M . Hence, for any point on our mesh the maintenance action d

results in a state that is also in the mesh M. Now, define a matrix M, such that
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[Md],.,j:l if d(y,)=y, and 0 otherwise . Then it is clear that v, =M v

Substituting this into the above matrix equation and rearranging gives
v=>I+WM, -U-QM, -K%)"¢
when the inverse exists.

We note that the assumption that the maintenance action results in a point on the mesh
is not restrictive. In particular, as the mesh becomes finer the effect of this should be
negligible. We note also that this assumption is not required in the case when the
Kernel is non-singular. In that case, the model is able to allow the maintenance to

change the state of the process in a completely general way.

Then, as in chapter 3, for a given maintenance policy we may now compute the
discounted total cost of operating any inspection policy. It is therefore simple to
determine the optimal inspection policy. An example of this is given in section 5.7,

using the gamma process as the model of system degradation.

5.3.2 Optimal Inspection of Randomly Maintained Systems

We now briefly consider the case described by assumptions M4, given in section 5.2.2
above. Again, we restrict attention to periodic inspection policies, leaving the case of

non-periodic policies to section 5.3.3 below.

The main difference between the analysis of this section and that preceding it is that the
decision-maker does not know with certainty how the system will be affected by the
maintenance action. In terms of derivation of appropriate integral equations, this
causes no problems. Problems, however, do arise when considering the numerical

solution of these equations. These are discussed following the derivations below.

In the main, we use the notation of section 5.3.1, but we extend the notation to deal
with random maintenance. We assume, since the maintenance policy is fixed, that the

maintenance function is given by d(y,0), where & has probability density function

f(@]y)foreach ye[0,c].
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Then, proceeding as before, the cost function ¥/ may be expressed recursively as

Vc? (x> T) I XT7MT’H‘1B(“’®)’ @

= Cd (x) + V(Xr_’ T)e_ar I{M,—GB,X,GB} + { Vé- (O, 'Z') + CF }e—sﬂju.e) ] , (5 16)

{Hd\x 'S'w(:r}

which is the same as in the deterministic maintenance case, except for the presence of 4

in the maintenance function. Taking expectations as before gives

V(e 0) = Co+ [ [ [vs(0,2)e™ 7(613) £.(y.m | d(x, 0)) a0 dm iy

, (5.17)
+(v,0,7)+CF) [ e gq(h|d(x,6))dodn

Again, we assume that d(y,0) =0 for y <0, and that C +(y)=0for y<0. Sothatthe

integral equation becomes

vs(x,7) = c(x,7) + u(x, T)v5(0,7)+jv5(y, DK, (y | x)dy (5.18)
with
K. (ylx)= j j e f(O1%)f,(,m | d(x,0))d0 dm (5.19)
c(x,7)=C,(x)+CF ! @I) e'g (h|d(x,0)) £(6]x)d8dh (5.19b)
u(x,7) = iK, (y|x)dy + je"”’gg(h |d(x,8)) f(6|x)dh (5.19¢)

From these equations, it is clear that the randomness in the maintenance policy is
simply averaged out. Essentially then, the case of randomness can be approximated by
simply considering the mean effect of maintenance rather than taking into account the
effect of the parameter . We have not investigated how this simplification affects the
results of the models of this chapter. It is natural to expect, however, that the error

caused by the simplification will become larger, as the variability of 6 gets larger.
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As usual, in the case of a monotone degradation process, we can simplify the equation a

little. In this case the integral equation is in the same form as equation (5.17) and the

functions are given by-

K. (y1x)=[e £(8)x)f.(y |d(x,6))do (5.20a)
o(x,7)=C,(x)+C" [ [e g (h|d(x,0)) £(6|x)dodn (5.20b)
u(x,7) = [e" g, (h|d(x,0)) £(8|x)dh (5 20¢)

where f,(y|x) is the density of X, | X, = x. This equation is of the same form as that

given above. In this case, the kernel still involves an integral, and so the usual
computational advantages of the monotone process are not present. This is the same
effect as was observed in the case of optimal inspection of a covariate process. It
would appear from what we have done that any attempt to add an extra degree of
randomness into the problem results in a problem which is much more computationally
demanding to solve. For these reasons, we shall not consider a numerical example of

random maintenance, but we give an outline of the method of solution below.

It is clear from the form of the equation that the method used in the deterministic

maintenance case will apply.

5.3.3 Optimal Non-Periodic inspections

It is clear from the derivation of the integral equations above, and the development of
dynamic programming equation in Appendix 3, that the results of the previous two

sections on deterministic and general maintenance policies may be immediately
generalised to the non-periodic case.
Firstly, in the case of deterministic maintenance, it is clear that the underlying equation

is almost identical to that shown in section 3.5. Clearly, then we may apply the same

policy improvement algorithm as given in that section. Then, from the above results it

is clear that the dynamic programming equation is of the form
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v, (x) =inf {c(x, 0)+ v (Qu(x )+ [v, (5K, (y |d<x>>dy} (5.21)

with the functions ¢, » and K being defined appropriately by equations (5.5) or (5 6)

depending upon whether the process is monotonic or not.

Likewise, in the case of general (random) maintenance, the dynamic programming

equation is given by

v, (x) =inf {c(x,r>+v5(0>u(x,r)+jv5<y>1<,<y|x>dy} (5.22)

where the functions ¢, # and K are defined by equations (5.19) or (5.20), depending on

whether or not the underlying degradation process is monotonic.

It is shown in Appendix 3 how these equations may be derived. The proof given in
Chapter 3 showing that the dynamic programming equation of section 3.5 defines

contraction mappings, applies equally well here.

In both cases, assuming efficient numerical methods are available to compute the costs
of any given policy, and a standard policy improvement algorithm may be used to

compute the optimal inspection strategy.

To apply the policy improvement algorithm, we must evaluate the costs of a specific
policy. Thus, in equations (5.4) and (5.18) we define v(x) =v(x,7(x)), where 7(x)

defines a state dependent inspection policy. These equations may be thus written
V() = c6) + HO)U(x) + [V K o (7 () (5 23)
0
and
v(x)=c(x) +u(x)v(0) + JiV(y)K,(x) (ylx)dy (524)
0

To allow concise description is all possible cases, we assume now that the discretised

integral equation, whichever one we are using, is written in operator notation v = T(v).

In either case, let us assume that the integral equation has been discretised, using a

mesh of m uniformly spaced points over the interval [0,c]. Following the development
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of sections 5.3.1 and 5.3 .2, the solution may now be expressed in the form v = M'¢

for some matrix M and vector ¢. The vector v, of course, gives the approximates

solution at points on the mesh

v(y,) |
v(y)

v(,)

—

The particular form of the matrix M depends upon the whether or not we are dealing
with random or deterministic repairs, and on whether or not the Kernel of the integral
equation is singular. In any case, we assume that it is invertible. We have not
investigated conditions for the invertibility of these matrices, but in all cases considered

we have yet to find a singular matrix.

Then, we may apply the following policy iteration algorithm, which is similar to that
given in chapter 3, (The algorithm is based an that given by Puterman, 1994), and is

identical to that used in chapter 3:

1. Set k = 0, and select an arbitrary inspection rule 7, = { g, enn Ty }
2. (Policy Evaluation) Obtain v* by solving v =M, 'c, , where the subscript &
indicates the matrix is to be evaluated with policy 7.
3. (Policy Improvement) Choose 7., = { LT }to satisfy
z,, =arg ?llin {T”(v") }
4. If r,,, =mn,, stop and set 7* =7, . Otherwise, increment & by 1 and return to

step 2.

Where we emphasise that the minimisation in step 3. is carried out component-wise.
We may of course use ‘min’ rather than ‘inf’, since we are dealing with a discretised
system, having a finite state space and action space. Again, the effect of the

discretisation is small for a fine mesh.
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As with most of the work in this thesis, the solutions require large amounts of
numerical work, and whether or not an efficient solution can be found depends largely
on the underlying process and assumptions made. In particular it is found that the case
of general maintenance is computationally demanding. It is doubtful whether or not the
increased effort required to solve the general problem is worthwhile. While the general
model is perhaps more realistic, the deterministic model has the advantage of being

computationally easier and giving more informative policies.

5.4 Optimal Maintenance for a given Inspection Policy

In this section, we shall look at a problem closely related to that of section 53 In
section 5.3 we considered optimisation of the inspection interval, for a given
maintenance policy. We shall now consider the problem of determining which
maintenance actions are optimal, for a given inspection policy. In this section, we will
only consider the case of periodic inspection, since the results are easily extended to an
arbitrary inspection policy. In the latter case, the inspection interval 7 is replaced by

the function 7(-) wherever it appears.

This analysis of this section is similar to that of Stadje and Zuckerman (1991), who
consider a model in which the virtual age of the system may be reduced by
maintenance. The other main difference between what follows and the work of Stadje
and Zuckerman, is that Stadje and Zuckerman define the failure mechanism in terms of
a hazard function, whereas we consider a threshold failure model, for reasons already
outlined. A model related to this is given by Dagpunar (1998), who develops integral
equations for the various maintenance policies, in which the virtual age of a system is

reduced by maintenance actions.

While our model differs by not considering hazard based failures, we feel that it
compensates by allowing us to model an observable effect, namely the effect of
maintenance on degradation, as opposed to the unobservable effect of the effect of

maintenance on the ‘age’ of a system. The models of course are different, and are

appropriate for different types of system.
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Our model is clearly focused on systems whose degradation can be affected by a
maintenance action. We look at a general case in which the degradation can be reduced
by any amount chosen by the system user. Of course, in reality the maintenance may
be more restricted than this. These restrictions simplify the model below, and are easily

accommodated.

5.4.1 Optimal Deterministic Maintenance

Let us assume that the inspection policy for our system is known and fixed. While an
inappropriate assumption for many systems, it is often the case that there are a limited
number of times available at which inspection, and subsequent repair may take place.
A classical example of this is that of commercial aircraft, which may only be inspected
at the end of each flight. In addition, an airline may only have facilities to carry out
certain maintenance actions in certain places, so that it is only possible for it to do

maintenance after a number of flights.

We assume then, that the system has a fixed inspection schedule, which, without loss of
generality, we assume is periodic. We shall briefly consider the case of joint
optimisation of periodic inspections and maintenance in section 5.4.3. In that case, the
results of this section are combined with a simple search algorithm to obtain the

optimal inspection and maintenance policy.

Thus, for a given maintenance function d and inspection interval 7, we can compute the
discounted total cost of this policy as described in section 5.3.1 above. It is of course

the solution of the integral equation.
s (6,7) = c(x,7) + v, (O,0)u(x,7) + [v5 (1, DK, (1A () dy (5.25)
0

with the functions ¢, # and K defined as in equations (5.5) or (5.6), whichever is

appropriate for the situation at hand.. As we have seen, this equation can usually be

solved by simple numerical methods.

From the nature and derivation of this equation, it is obvious that we may obtain a

dynamic programming equation of the form
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0<d<x

vs(x) = inf {C(x,d)+va(0)u(x,d)+jva(y)K,(y Id)dy}

This functional equation can be solved by similar methods to those described above for

optimal non-periodic inspections. Since r is assumed known, we drop it from our

notation in this section.
As usual, we begin by discretising the integral equation to form a set of linear
equations. Let us assume that a mesh M ={y, |i=0,...,n} is defined for the

discretisation. Then we assume that y e M = d(y)e M, so that the maintenance

action always results in the system being on a state on the mesh M. Thus, in the
dynamic programming equation above we must assume that d € M . Thus the problem
is reduced to a discrete action space problem, and we can solve the discretised problem

in the usual way.

The policy improvement algorithm is defined as above, with slight amendments.

1. Set k =0, and select an arbitrary inspection rule 7, = { dj,....d’ }

2. (Policy Evaluation) Obtain vF by solving v¥ =M;'c, , where the subscript &

indicates the matrix is to be evaluated with policy 7.

I

. (Policy Improvement) Choose 7,,, = { dit,....d" }to satisfy

z,,, =argmin {T,,(v") }

rell

4. If z,, =x,, stop and set 7* = z, . Otherwise increment kby 1 and returnto 2..

This algorithm may be applied as in chapter 3.

The policy found using this algorithm gives the state to which the degradation should

be reduced. Thus, it provides us with a full description of the appropriate maintenance

action in any given state.
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It may also be the case that we are restricted to a small number of available
maintenance actions, similar to the situation we have described in the random
maintenance case. This restriction can easily be accommodated by simply restricting
the available values of d in each state. These values, however, must always be
members of the set M. Clearly, as the number of points in the mesh increases, this

restriction becomes less important.

5.4.2 Optimal General Maintenance

In the case of general maintenance under perfect inspection, we assume that there is a

single maintenance function d(x,8), but that the random variable may come from a

number of distributions, at the choosing of the decision-maker. We assume therefore
that there is a set of probability density functions D = { ACADNACAD N CAD! }
and that the aim of our optimisation problem is to decide which of these probability

functions should be used in each state of the process.

In particular we have in mind the maintenance function
d(x,0)=x-6

In this case, we assume that & represents the reduction in the degradation. Then, two
different distributions of € correspond to two possible maintenance actions, both of
which reduce maintenance, but by a random amount, with different probability
distributions. There are of course many other possible forms for the maintenance

function, but this one seems the most reasonable.

As in the assumptions M4 at the beginning of this chapter, we assume that the cost of
applying a particular maintenance action depends only on the state of the system prior
to maintenance and the maintenance action. In this section, this implies that the cost of

a maintenance action depends only on the state x and the distribution chosen for &

Thus, the policy is now described by 7 ={a,,...,q, } ., where f.(01x,) is the
distribution chosen in state x, . Then it is clear that the dynamic programming equation

1s of the form
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vy (x) = inf {c(x, D)+, 0)ux,r)+ [v, (K (y) x)dy} (5 27)

where in this case the kernel is defined by

X

K;p1x)=[e? £,(01x)1.(y|x-0)d6 (5.28)

0

Therefore, the policy improvement routine described in section 5 4 1 may be applied

directly, replacing the policy 7, = {d(’,‘ yernydr }with T, = {aé‘,...,a" }

n

As in the deterministic case, the policy gives a complete description of the optimal
maintenance action in each state. In this case, it is likely that the number of available
maintenance actions is small, and so the policy improvement is not computationally
demanding. As in the case of inspection of covariates, it is the policy evaluation that

proves to be computationally difficult.

5.4.3 Joint Optimisation of Maintenance and Inspections

It is possible, by a simple extension to the above results to consider optimal periodic
inspection and maintenance. Simply, we may find for each 7 the optimal maintenance
policy, and corresponding discounted total cost. By searching for the minimum optimal
maintenance costs over all values of 7 it is simple to obtain the value of r and
corresponding maintenance policy that has the least cost. This approach is taken in

section 5.6 below, using the Gamma degradation model as an example.

In order to consider the case of non-periodic inspection of a maintained system, we
need to extend the dynamic programming formulation of the problem. As before, we
can compute the cost of maintenance and inspection under any given policy. The

integral equation can thus be written explicitly in terms of the policies applied. Thus
v, (x) = c(x, 7(x), d(x) + v5 (O u(x, 7(x),d(X) + [N K,y [ Ay (5.29)
0

assuming we are dealing with deterministic maintenance. In the case of random

maintenance, we amend the equation as in the above case. We can now apply the
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standard policy improvement algorithm described above. This can be done bv
redefining the policy to be applied as 7z, = {(a’",...,d,’,‘ ) (Th, ... 1h) } where # is the

number of points in the mesh and m is the number of time points considered.

It is clear from previous results that the optimal policy will exist, at least for the
discretised problem. The problem with this method is that there are a large number of

policies that have to be evaluated during the policy improvement. In this case we have
to compute the cost under the m x n different combinations of 4 and 7. Clearly, for

large values of m and n» this will prove time consuming.

A possible approach to reducing the complexity of this problem is to separately

evaluate and improve the maintenance and inspection policies. We assume that the

discretised integral equation under policy 7, = (d*,7) is written in operator notation

as v =1,,(v). Then the policy iteration algorithm is given by

1. Set k=0. Choose arbitrary policies given by d°=(d,,...,d,) and

t’ =(20,...,7).

2. (Policy Evaluation I) Compute the discounted cost under policy (d*,t") by

solving v** =T, ,(v*")

3. (Policy Improvement I) Choose d**' component-wise such that

d*"' =arg min{ T(*) }

deD
4, (Policy Evaluation IT) Compute the discounted cost under policy (d*"',t*) by
solving v =T, (v""")
5. (Policy Improvement IT) Choose t“*"! component-wise such that

t“! = arg min{ T(v¥'™) }

r>0

6. If (0¥, t*"") = (d",t*) stop and set 7* = (d*,t"). Otherwise, return to step Z,

incrementing & by 1.
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This algorithm differs only slightly from the standard algorithm given above. The main
difference here is that much fewer evaluations are required in the policy improvement
section. The minimisation now requires only m + n evaluations, which for large m and
n reduces the computational effort required. On the other hand, this algorithm now
requires two policy evaluations in each cycle, and it may take more cycles to converge.
since not every combination of inspection and maintenance actions is considered in
each cycle. Which of the two algorithms is preferred depends largely on how
computationally demanding the policy evaluation is. In most cases, however, we would

expect that this algorithm is more efficient.

In the example that follows, we consider only the case of optimal periodic inspection
and maintenance. The case of non-periodic inspection is more difficult and adds little

to what we have already said.

3.5 Example : Gamma Process Degradation

In this section, we shall consider the case of a gamma process degradation model. We
shall mainly be concerned with periodic and non-periodic inspections of systems with
deterministic maintenance. The case of random maintenance may be solved by the
methods described in the chapter, but these cases are much more computationally

demanding than those we shall now look at.

We assume therefore the maintenance is deterministic, so that the maintenance function

is defined by d(x). Where necessary, we also make the assumption that
yeM =d(y)e M where M = {y |i= 0,...,n} is our chosen discretisation of the
state space.

As in previous chapters, we assume that the degradation process is a gamma process. so

that the transition density of the process is given by

A A
fr(y’x)_ I—-(ar) =X
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as we have seen this density function is singular along the line y = x, so that we apply

the results for a diagonally singular kernel for a monotone process. The properties of

this process as a degradation model are discussed in chapter 2.

Unlike the case in the previous two chapters, the cost function in the presence of
maintenance is now very flexible. The function C (x,d(x)) represents the cost of a
maintenance action that results in the degradation of the system being reduced from
level x to level d(x), including inspection costs. Clearly, it should be chosen to reflect

the costs incurred by the system to which the model is being applied. For our example,

we shall consider the cost function given by
C(x,d(x)) = C, +C,(x = d(x)) + C, (x - d(x))’

Clearly, this is not ideal for most systems. In particular it is assumed that the cost of
reduction in maintenance by a given amount is independent of the initial level of
degradation. This is not the case for many systems. We emphasise however that this

cost function is completely general and may take any form.

In all the following examples we assume that the discount rate § =0.01. In addition,
as in previous chapters we assume that the average rate of degradation is 1 per unit time

so that o/ =1 We vary the parameter a to reflect different levels of variability of the

degradation process. Similarly we assume that the failure threshold ¢ = 1, in all the
examples. These assumptions do not affect the results below, since other values can be

achieved by either a scale change or time change or a combination of the two.

5.5.1 Optimal Inspection of a deterministically maintained system

In this section we shall consider the results of section 53.1 and 5.3 3, and give

examples of optimal inspection policies for systems having a fixed and known

deterministic maintenance policy.

There are many possible maintenance strategies depending upon the type of system we

are considering. In the examples of this section, we assume that the maintenance

function d takes the following form:
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x forx<r,
d(x)=4x-r, forr,<x<r

0 forn<x<ec

The effect of this policy is simple. We define two control limits if the first is breached
a partial repair takes place, while if the second is breached the system 1s repaired to a

good as new condition. This policy is suggested simply as an example, to illustrate the

effect of the maintenance policy on the inspection schedule.

We begin by looking at the case of periodic inspections. We arbitrarily fix the value of

¢ to be c=1 and assume the cost function is given by
C(x,d(x)) =1+5(x -d(x)) +15(x - d(x))*

with cost of failure is given by C, =20. Tables 5.1 and 5.2 below show the effect of

variations in the maintenance policy on the optimal periodic inspection interval, in the
cases of a high and low degradation process variability. In table 5.1 we assume that

a = =7, and in table 5.2 it is assumed that @ = =25  These result in process

variance of 0.14 and 0.04 respectively.

¥
0.3 0.6 09
4 2 2
0.2
1632.13 1639.03 1548.38
8 4
Fo 0.5
1905.82 1823 .08
w0
0.8
~1950

Table 5.1 — Table showing effect of maintenance schedule with a = S =7, on

discounted total cost and optimal inspection interval (x 10)

These tables are computed using the numerical methods previously described e

assume that the state space [0,1] is divided into 10 steps, of length 0.1 and the
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Inspection intervals considered are in multiples of 0.1 time units, It is clear that this is a
crude approximation to the true integral equation, but even this rough approximation is

sufficient to show the form of the optimal policy and the effect of various parameters

V)
0.3 0.6 09
4 2 2
0.2
1457.46 1444.43 1396.49
7 3
I 4)] 0.5
1856.23 1714.25
Q0
0.8
~2050

Table 5.2 - Table showing effect of maintenance schedule with @ = 8 =25, on

discounted total cost and optimal inspection interval (x10)

It can be seen from these tables that model gives results which are intuitively
reasonable. In both cases a similar pattern is observed, with any differences accounted
for by the increased process variability. In the first case, with high variability, costs are
on the whole higher, with inspection intervals being shorter. The opposite case is found
when both values of r; and r, become large. In that case, the process with lower

variability is more expensive than that with high variability.

The main feature of both tables is that the maintenance costs increase as the value of ry
becomes larger. This behaviour is caused by the cost function chosen. The fact we
have a convex cost function means that it is more optimal to have small ry because this
results in maintenance actions with lower cost. We would expect to find this behaviour
with any convex cost function. Other than this the results are largely as we would
expect, and exhibit many of the features described in chapter 3. The behaviour here is,
of course, more difficult to predict, as the maintenance complicates matters. It is of
course very difficult to generalise these results, since they are heavily dependent on the

form of the cost function involved. In the case we have considered with a quadratic
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cost function, it is clear that systems with high values of r, will cost more to run. as the
relative cost of maintenance will be more. This effect is clearly visible in the results.
In both of the above examples, the cases in which 7, =0.2 and 7, = 0.9 give the least
cost. Again, this is due to the form of the cost function, which implies small reductions

in degradation cost relatively less than large amount of reduction in degradation.

In the same cases as above, we can also obtain optimal non-periodic inspection
schedules. The relationship between the two forms of policy is similar to that found in
chapter 3, which is of course a special case. Again we assume that , and r, may take

values as in the above tables and consider the cases @ = =7 and a = =25 The

results are shown in table 5.3 overleaf

As in the above case, the results for different values of process variability are largely

similar. The only difference of note comes in the case when 7, =0.8 and , =09 . In

this case, with high process variability the optimal policy is to never inspect the system,
and simply replace on failure. In the lower variability case however, this is only the
case in certain states, the other states having a defined finite inspection policy. Looking
at the corresponding periodic policy shows that the costs are almost identical. The
approximation we have used in this example is very rough, and in this case, it would be
necessary to use a finer subdivision of the state space in order to determine which
policy should be used. We would expect to find a policy of no inspections would be

optimal.

Within each group, the policies seem, at first sight, very strange. In the case of the
replacement model of chapter 3, it was found that the inspection interval was a
decreasing function of the system state, as we would intuitively expect. In this case,
however this does not appear to happen. If we take into account that the state will be

changed by the application of the maintenance action, the policies are very reasonable,

in terms of what we would intuitively expect.
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. . . . Per. Per.
Inspection interval in each state (state before maintenance) DTC Policy DTC
0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9
rro_=(()).§ 04 0.3 0.2 0.4 0.4 0.4 0.4 0.4 0.4 0.4 1601 04 1632
1— V.
rro_=(())26 0.4 03 0.2 0.3 0.2 0.1 04 0.4 0.4 0.4 1574 0.2 1639
1— V.
rr°_=_(())'29 0.4 0.3 0.2 0.3 0.2 0.1 0.1 0.1 0.1 0.4 1432 0.2 1548
1— U,
a=7 03
rro:o 6 0.7 0.6 0.5 0.4 0.3 0.2 0.7 0.7 0.7 0.7 1861 0.8 1905
1= UL
rr(’j(())s() 0.6 0.5 04 04 0.3 0.2 0.5 04 04 0.6 1757 04 1823
1— Y.
rr(f(())z o0 o0 o0 00 o0 00 o0 0 o0 o0 ~1950 00 ~1950
1= Y.
:(’_:(2)23 04 0.3 0.2 0.4 04 0.4 04 0.4 0.4 0.4 1431 0.4 1457
1— V.
rn,_=(()).26 0.4 0.3 0.2 0.3 0.2 0.1 04 0.4 0.4 0.4 1358 0.2 1444
1— V.
rr‘:(())‘%) 0.5 0.4 0.2 0.4 0.2 0.1 0.1 0.1 0.1 0.5 1296 0.2 1396
u=25 I_ :
:"“(’)-5( 0.6 0.5 0.4 0.3 0.2 0.1 0.6 0.6 0.6 0.6 1745 0.7 1856
=00
“':(())f) 0.6 0.5 0.4 0.3 0.3 0.2 0.5 0.4 0.3 0.6 1578 0.3 1714
n==u
0% o o 0.8 0.7 0.6 0.5 03 0.2 0.1 o | <2049 | o | ~2049
n=u.

Table 5 3 — Optimal Non-periodic Inspection schedule for system subject to maintenance. Table shows optimal

inspection policy and corresponding discounted total cost, alongside optimal periodic policy and cost.
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Looking at all of the cases (with the exception of the final one), the followine pattern

seems to apply. We see that for 0 < x <7, the policy is indeed a decreasing function
and is in line with what we might expect. In the case when r, <x <r, the policy is

‘restarted’, since the state of the system is reduced by r, if the system is found to be in
state x. In the final case when x >, the system state is reduced to zero and so. the

policy is identical to that which would apply if we had in fact observed the state of the

system to be zero.

With regard to the cost of the non-periodic polices, it is found in most cases that the
cost of the non-periodic policy is less than the corresponding optimal periodic policy.

The only exception being when a policy of no-inspections is optimal.

In summary, the model provides inspection policies for given maintenance policies that
are both intuitively sensible and informative. In this case, it is more difficult to be
precise about the properties of the model, as each case is highly dependent on the
particular cost function used. As always, it would be very interesting to see the
application of the model to a real system, where physical comparisons would be

available to test the model.

5.5.2 Optimal Periodic Inspection and Maintenance Policies

In this section, we give an example of the computation of jointly optimal inspection and
maintenance policies, given by section 5.4.3. We assume that the inspection is periodic
and use a simple search algorithm to compute the least cost policy. We do not consider
optimal random maintenance in this example. The methods used in the example may
be easily applied to that case. The functions in that case are more difficult, and thus it
takes much longer to compute the optimal policies. For similar reasons, we do not
consider the joint optimisation of maintenance and non-periodic inspections. This case

can be solved using the policy improvement algorithm given in section 5.4 3 above.

We make similar assumptions to those given in the section 5.5.1 above. In this case
however, the maintenance policy is freely determined by the optimisation process. We

do not, therefore, have to specify a maintenance function, and so the values of r..and ry
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are redundant. We now consider the effect of changes in the cost function parameters

but again assume a fixed form

C(x,d(x)) =1+ C, (x - d(x)) + C,(x - d(x))*

and assume that Cr may take different values. Once again, we consider both high and

low process variability. Apply the methods described above, gives the results shown in
Table 5.4 overleaf.

The table shows the maintenance action in each state, alongside the optimal periodic
inspection policy, and corresponding discounted total cost. As before, we consider
inspection intervals in multiples of 0.1 time units, and subdivide the state space [0,1]
into 10 intervals of length 0.1.  We note that the ‘maintenance action’ in each state
gives the ‘level to which degradation should be reduced to’. Therefore, a value of 0
implies a complete repair (or replacement) should be carried out, whereas a value of x
in state x implies no action should be taken. Once again, the results are heavily
dependent on the cost function, and it is difficult to generalise comments about the

properties of the model results.

As in previous cases, the cost function chosen means that a small reduction in
degradation is relatively chapter than a large reduction. The effect of this can be seen
in the results, which show that the optimal maintenance strategy is to reduce the
degradation in each state by a small amount, rather than to have a complete repair.
Correspondingly, the inspection intervals in each case are relatively small, so that , in
general, the optimal policy seems to be to carry out small maintenance actions quite
often, rather than have longer inspection intervals. Deciding which of these strategies

is most appropriate is very important for many systems.

For given levels of « and Cr, it is clear that the maintenance functions behave as
expected. For lower repair costs, it is optimal to apply a complete repair in most states,
only when the level of degradation gets close to 1, is it more cost effective to apply
partial maintenance. When costs of repair become high relative to costs of failure, 1t 1s

still optimal to carry out low levels of maintenance, but again this depends largely on

the cost function.
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Optimal Maintenance Action in each state T DTC
0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1.0
C] =5
Cs 0 0 0 0 0 0 0 0.1 0.1 0.1 0.2 0.4 1061
=7 C,=5
C=20 | C,=15 0 0 0 0 0.1 0.2 0.2 0.3 0.4 0.4 0.5 0.3 | 1376
C] =5
=30 0 0 0.1 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.9 0.2 1671
C] =5
oo 0 0 0 0 0 0 0.1 0.1 0.1 0.1 0.2 0.3 1130
(?Ljo CC;: 155 0 0 0 0.1 0.1 0.2 0.2 0.3 0.3 0.4 0.4 0.2 1432
-
C] =5
=30 0 0 0 0.1 0.2 0.3 0.3 0.4 0.4 0.5 0.6 0.2 1778
C1 =5
o 0 0 0 0 0 0 0 0.1 0.1 0.1 0.2 0.4 960
((fz_zzs() C(‘;‘; 155 0 0 0 0 0.1 0.2 0.2 0.3 0.4 0.4 0.5 0.3 1299
-
((::]_=350 0 0 0 0.1 0.1 0.2 0.3 0.4 0.4 0.5 0.9 0.2 1651
,=
g‘ - g 0 0 0 0 0 0.1 0.1 0.1 0.2 0.2 0.2 0.4 965
)=
o CC'_= . 0 0 0 0 0.1 0.2 0.2 0.3 0.3 0.4 0.4 0.3 1302
= 2= 1.
S 0 0 0 0.1 0.1 0.2 0.3 0.4 0.4 05 0.5 02 | 1651
. 2=

Table 5.4 — Jointly Optimal Maintenance and Periodic Inspection schedule. Table shows optimal
policy and corresponding discounted total cost
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In the case of a linear cost function, the results are sensitive to the relative cost of repair
and failure. In general, if repair cost per unit reduction in degradation is less than
corresponding failure cost, employ a complete repair at each inspection. Otherwise, do

nothing and replace the system on failure. Clearly, this is an extreme case, and

unrealistic in most situations.

For high and low process variability, the optimal policies are very similar, the costs
being slightly higher in the high variability case. Likewise, the cases of low and high
cost of failure are very similar. This is particularly the case for low process variability,
in which, the policies employed and costs are almost identical. The reason is clear:
with low variability, chances of failure are very low, so the actual cost of failure has
little effect on the optimal policy. For high process variability, the optimal policies are
almost identical, but the case of high failure cost results in a higher discounted total

cost, as we would expect.

As before, the maintenance policies found are intuitively reasonable, and fit the system
model well. It is clear that the model, as in previous cases, provides useful and
informative information about the nature of the system, which can be effectively used
by decision-makers. While we have not considered variations in all the parameters, the
model responds positively to those we have considered, and is not overly sensitive to
changes in any particular parameter. As before, the crucial assumption lies in the cost
function. Any change to the form of the cost function may result in completely

different policies.

5.6 Conclusions

In this chapter, we have considered optimal maintenance and inspection policies for
systems whose degradation is modelled by a Levy process. We assume that the system

may have a completely general maintenance and inspection policy, and that the system

failure is modelled by a threshold-crossing model.

Using the methods of previous chapters, we may derive equations for the optimal

discounted total cost in each case, allowing us to compute optimal maintenance
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policies. In particular we consider the cases of periodic and non-periodic inspections

coupled with both deterministic and random maintenance.

The example of the gamma process degradation model is again used, and the model

gives realistic and informative maintenance policies in this setting.

There are many possible extensions to this model that could be considered. Of these,
the most obvious would be to consider the case of imperfect inspection, or inspection of
covariates. This case is more difficult, since a separate model must be specified for the
effect of maintenance on the observed degradation or covariate process. Clearly, if the

true level of degradation cannot be observed with certainty, it is extremely difficult to

model the effect of maintenance.

Another extension would be to allow failure to occur in any state, rather than employ
the restrictive assumptions of threshold failure models. This could easily be
accommodated for a system with constant killing rate, but would become more difficult

if a degradation dependent hazard rate were to be introduced.

It would be very useful to apply the methods of this chapter to a real system, to see how
the policy compares to that used in reality. This is of course the ultimate test of any
model. In particular it would be interesting to consider whether intrinsic reliability of a
system may be substituted by maintenance. For example, can a system which has low
reliability, in conjunction with an appropriate maintenance policy, be more cost

effective than a more advanced, higher reliability system.

Clearly, maintenance and inspection decisions are difficult. ~There is so much
information available, and it is difficult to combine this in a coherent way, to achieve an
optimal result. As we have seen in the examples, the maintenance policies themselves
are not always obvious. We believe this model provides a basis in which relatively
complex systems may be analysed to determine which form of maintenance is better.
Clearly, there is an increasing need for models that can incorporate all the features of
such complex systems, and while this model does not accomplish this, it provides a

useful starting point for further models in this direction.
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Chapter 6

Summary and Conclusions

6.1 Summary and Conclusions

In this thesis we have been largely concerned with the optimal inspection and
maintenance of systems whose degradation may be directly or indirectly observed, and
whose failure is a direct result of such degradation. To obtain optimal policies we make

simplifying assumptions, most important of which are:
1. System degradation 1s modelled by a Lévy process
2. The system fails when the degradation of the system reaches a critical level

Subject to these assumptions, we have seen that this model provides a flexible wayv of
looking at many problems in maintenance optimisation. Clearly, these assumptions are
not appropriate for all systems, but some degree of simplification is necessary for

progress to be made. We have focused on three important cases.

Firstly, we considered the case of optimal perfect inspection, for a given replacement
policy. This corresponds to the standard case in the literature in which we seek an
inspection policy that gives the inspection interval in terms of the observed level of

degradation. Clearly, subject to the above assumptions, this type of policy is applicable

to many types of system.
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In some cases, however, the degradation of the system, while still being the cause of
failure, cannot be observed. In this case it may be appropriate to use a related covariate

process as the basis for an inspection policy. The case in which the covariate process is

modelled by a time homogenous Markov process is given in chapter 4.

Thirdly, we look at the important case of maintenance optimisation. In many cases it is
not appropriate to use an inspection/replacement policy, and instead a maintenance
action may be undertaken, to reduce the level of degradation of the system. In chapter S
we considered a general maintenance model, which applies to both deterministic and

random maintenance.

The gamma process model is used throughout. In chapter 3, optimal perfect inspection
policies are found, and these are extended to optimal imperfect inspection policies in
chapter 4, when the degradation is observed subject to a Gaussian measurement error.
The results of these examples are described in the appropriate chapter. Mainly, the

results are as would be expected. In summary, for periodic inspection policies

1. The optimal inspection interval decreases, as the cost of failure increases over

the cost of replacement.

2. Increasing degradation process variability results in increased inspection
intervals for relatively low cost systems, but results in decreased inspection

intervals for relatively higher cost systems.

3. The replacement limit chosen by the decision-maker is extremely important.
Generally, an optimal value may be found minimising the overall cost of
inspection. Extreme values of the replacement limit result in higher overall

costs, showing that a structured inspection/replacement policy is better than an

age replacement policy.

]
In the case of non-periodic inspection policies, similar results are found. In most cases,
the optimal general policy is not periodic, and in cases of high cost systems,

considerable reduction in costs can be obtained by using a non-periodic policy.

Extending these results to imperfect inspection, we find the same general pattern. The
main effect here is that of observation error. In this case, it is found that the optimal
inspection interval tends to be greater than in the case of perfect inspection, depending
on the relative costs of replacement and failure  This result seems somewhat

paradoxical but can be explained by looking at the effect of the error on the system
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(Section 4.7.4). This result emphasises the importance of appropriate maintenance and

inspection models.

In chapter 5 we consider the case of optimal maintenance. As before the results are
largely as one might expect, but are more difficult to generalise since the cost structure
is more complex. Based on a quadratic cost function, jointly optimal periodic
inspection and maintenance policies were obtained. The main feature of this model
was that the costs of maintaining a system with large degradation process variability
were less than the costs for a system with small degradation process variability. Again,

this 1s somewhat paradoxical.

In all of the models considered we have encountered the problem of computational
complexity. All of the models require solution of integral equations, which in itself is
computationally demanding. Additionally, in the case of imperfect inspection and
general maintenance, the added degree of randomness results in an integral equation
which is specified in terms of functions, which themselves are given by multiple
integrals. This means that, for relatively simply defined systems, solutions take some
time to obtain. Clearly, as computers become faster, this will become less of a problem.
However, this problem must be borne in mind when considering extension of this model

to more complex Cases.

Bearing this in mind however, the methodology used in this thesis can be applied as a
general model. The Lévy process structure implies that the future degradation of a
system is independent of previous levels of degradation, thus allowing the costs of
maintenance to be expressed recursively. Clearly, the picture is not so clear if any of

our basic assumptions is relaxed. It is this possibility which we now consider.

6.2 Possibilities for Further Research

To make progress in the previous chapters we have made many simplifving
assumptions. It is clear that some of these assumptions may be relaxed, providing more

general models. We have commented on some of these possibilities in the chapter

conclusions, and now focus on more general points.
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Firstly, this thesis has focused entirely on the case of a Leévy degradation process. A
useful extension to the model would be to generalise the form of the stochastic process
used to model degradation. It is clear from the derivations of cost functions given in
chapters 3, 4 and 5 that the results may be extended to time-homogeneous Markov
processes (Karlin and Taylor, 1981) with little effort. Whether or not the results here

can be simply extended to more general Markov processes remains to be seen

Secondly, as we commented on briefly in chapter 4, there is some scope for Bayesian
methods to be applied in the case of an unobservable degradation process. When
considering imperfect inspection we have assumed the degradation process has known
parameters. In addition, we have considered inspection policies based only on the
current observed covariate value. This could be extended to the case in which the
underlying degradation process has unknown parameter values, and the inspection
policy is based on the entire history of the covariate process. However, even the simple
case described in chapter 4 is extremely computationally demanding. So we would
expect that the general case involving complete history dependence would suffer these

problems to an even greater extent.

Thirdly, a clear extension of the model described here is to the case of multi-component
systems, or systems with multivariate degradation processes. In previous chapters, we
have assumed that the degradation of the system is modelled by a univariate stochastic
process. In many practical applications this is not a realistic assumption, since failure of
a system depends on more than one factor. From a theoretical point of view there
should be little difficulty in extending the results and methods given here to this case,

but we would expect that the resulting equations would be extremely computationally
demanding to solve.

Finally, it may be possible to consider the case in which system failure is not modelled
by threshold failure, but instead is modelled as a degradation dependent hazard rate. As

we have commented, this assumption is more appropriate for certain types of system,

and this may provide a useful extension to our results.

More generally, there is still a need for models of condition based maintenance of

modern systems. The methods used in this thesis are not new, and the results required

to carry out this work have been available for some years.
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Appendix A1l

Approximate Solution of Integral equations

Al.1 Approximate Solution of Fredholm Integral Equations

We follow Press et al (1992). The equation we wish to solve is of the form

v(x) = e(x) +u(x)v(0) + [v(»)K (3, x)dy (A11)

This is identical to the equation considered by Press et al, except for the atom at zero. In
this section we deal with the case of a non-singular Kernel, section A1.3 gives the
corresponding result for the case of a diagonally singular Kernel, which appears in the

case of gamma process degradation.
Again, we define a mesh y =ih, i=0,,....N where h=r/N, and apply quadrature

rule based on this mesh to the integral, giving, for a particular y;.

N
v(),'j) = C(}'j) + Il(},'j_ )\r(}'n) + Z \‘('1" )K(‘ Y )i y

1=0
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Rearranging this gives

—e(,)=v)u(y,) + 2 V0K, )W, ~v(y,)

i=0

which can be written in Matrix Form as
—e=K+U-Ty = v=(1-U-K")

where 1 is the (n+1)x(n+1) Identity Matrix and

—V(}/O)_ Fc(yo)-
Ve V('yl) .- C(_yl)
_V(J’N )_j L c( Yy )4
FK(yano)wo,o K(yoay1)wo,1 K(yo’yA')wo,N—
KT = K(yl’yo)wl,o K(y1>y1)w1,1 o KOy w
_K(yN’yO)wN,O K(yN7y1)WN,l K(yN’yN)WN,NA
(u(y,) 0 0]
U= u(.y‘) O O
_u(yN) 0 - 0]

The solution is thus reduced to solving a system of (#+1) linear equations.

Having obtained the cost vector v, we can use the original approximation as an

interpolation formula, thus giving

v(x) = (x) + u(x)v(0) + 3 v(y)K(y,, x)¥,

i=0

which gives v(x) as a function of the elements of the cost vector v.
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Al.2 Fredholm equations with diagonally singular kernel

As in section A1.2, we have a Fredholm equation of the form
v(x) = c(x) + u(x)(0) + [ V(1)K (y | x)dy (A13)
0
In this case however, we assume that the Kernel is singular when y = x. We follow Press

et al (1992) and modify the equation to remove the problem.

To this end, we rewrite the above equation as

V() = e(x) + u((0) + [F(3) VK |90y + [ V(0K (Y | x)
N 0 (Al 4)
= ¢(x) +u(x)(0) + [ V() - v(x)K ([ ¥) dy + v(x) (x)

where g(x) = _LrK (¥ | x)dy, which we assume exists. In this case the integral becomes
zero for x = y, and so for purposes of computing this integral we assume K(y,x) =0

Again, we define a mesh y, =ih, i =0,,...,N where h=r/N, and apply a quadrature

rule to the integral, giving, for a particular y,,

v(y,)=c(y,)+v(youy,) +v(y) gy )+ 2 ) v NK W, y,w,,

1=0

which, after some rearrangement becomes

N N
—e(y;)=u(y V(o) + X V) K,y wi, vy )= 9(y ) =v(y, ){Z K(».y, )W,,,}

i=0 i=0
Which can be written in matrix form as
—¢c=(U+K" -Q-W)v

Where the matrices are defined by

(v(y,) | [ e(y,) |
v(y) _ c(»)
V= : c=
vy ) L (Yn) ]
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i 0 K(yo !yl )WOJ T K(}"o |y‘\' )wo.,\' |
KT = Ky [yoIw, 0 K()'ll}',\')wl,..\r'
_K(yN |yO)WN,O K(yy ‘yl)wN,l 0
(u(y,) 0 - 0] 1-q(y) 0 .. 0
U u(:y]) 0 0 Q-] 9 1-90) 0
u() 0 - 0] 0 0 1=gq().

and W is defined by W = diag(w), and w is a vector defined by
w=K"e

where e is an 1x (n+1) vector of 1’s. So that if w” = (wy,w,,...,w ), the matrix W is

given by
w0 0
W= 0 w 0
= : .
0 0 W, |

Assuming the matrix M =Q+ W -U-K s non-singular, (which in all cases we have

considered it is), the cost vector v is found by
v=(Q+W-U-K)"¢ (A15)

In this case however, interpolation is not as easy, since the numerical solution requires
the value of the function v at the point y;. Another problem is that numerical matrix
inversion is often a difficult problem, and some combinations of parameters may lead to
an ill-conditioned matrix, which does not provide a stable solution. We have not,

however, encountered such problems in the calculations made for this thesis.
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Appendix A2

Results in the case of Wiener Process

Degradation

A2.1 Introduction

As we have remarked in this thesis an important practical example of a Lévy
degradation process is the Wiener process. The calculations for computing the optimal
inspection and maintenance policies are generally no more complex than those for the
gamma process examples given in chapters 3, 4 and 5. The most difficult part of these
calculations has been found to be computation of the joint density of the degradation
process (or observed degradation process) and the maximum variable of the degradation

process. In this appendix we consider these calculations as they apply to the

computation of these densities in chapters 3 and 4.

Only basic numerical computations based on these results have been carried out.
Generally it is found that the added complexity of a non-monotonic degradation process

results in the time taken to find the optimum policy being greatly increased. As in

chapter 4 this is largely due to the number of multiple integrals which have to be

numerically computed during calculation.
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A2.2 Joint Density of X, and M,

It is shown by Rogers and Williams (1994), that the joint density of a standard

Brownian motion B, and its maximum variable S, is of the form

2(2a-x) (2a - x)?
a,x)= ———= _ 7
fun 09 E"{ 2 } R

with By = 0. Now let W, = o B,, so that

P

a X
57w, i

(a,x)dadx =P , [ jda dx

oo
=P 5 (@', x")da’ dx’

= Mexp{-— (2a'-x')" }dadx

2m3 2t

o
Now define X, =W, + ut, so thﬁt, upon dividing by o, we get
X,
o

= ’+#—t:B + 4y
o) o)

t

q | =

Now applying the Cameron-Martin-Girsanov Theorem (Rogers and Williams, 1993),
we can change the measure to one incorporating a drift term at the required rate. The

Radon Nikodym derivative is thus given by

dpP’- 2
—=exp By 12
ap o o

to|—

So applying the change of measure gives

P%(S¥ = a,W, = x)dadc= P(S* =a, X, = x)dadx

=__.__2(2a —x)exp _Q@a-xy da(zix X eXp ﬁx'—%—&t}
2t 2t :

om0t 2071 o'l

giving the density as required, so that in the notation of chapter 3,

2m-y) | -ur) {_2_"1(_":‘_)}
f,(m,y)—mexp{ 267 }exp o'

This however is conditional on X, = 0. It is clear that
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J(my| Xy =x)=f(m-x,y-x|X,=0)
2(2m—y—X)exp{_(y—x—m)” i’ 2(m—x)(m-),{)} (A2

= fmyl|x)= — L expe -

2no’t 2077 ) . o

for —o<y<om>xand m>y.

A2.3 Distribution function of X, and M,

We require Fy ,, (y,m|x):= P(X, <y,M, <m|X,=x) for m>x,m>y. Then we

get

FX”M, (Yo, M, | X) = J'J Py

"2 (2m - y - x) exp{_ (y—x-uz) }exp{_ 2(m - xYom - .V)} dm dy

which we can simplify as follows:

FX,,M, (Yo.mq | X)

_ T 1 exp{— (y—x—,uz-)2 }Tz(zm—y—x)exp{_ 2(m—x)(m—y)}dmdy

V2r6r 20°T o’r
Yo _ 2 - —
- 1 exp{_ (y=x-pr) Hl_exp{_ 2(m, ;Z(Tmo ,V)de

V2ro'r 20t
. o 2m-xkm-y) . . .
where we have made the obvious substitution # = ( X ) in the inner integral.
0T

Expanding this integral gives

] (y-x-ut)
Ey, a, Wos1o | X) = I eXP{— dy

oA\ 27m0T 20°t

Yo . _ 2 — — 1
—I ] exp{— (y-x-pur) + 4(’m0 x)(m, -3 )L/y
’ 20°t J

270°T
Expanding the exponent of the second integral gives

(y—x—,ur)z+4(m0—x)(mo—y)z[y—(2m0—x+yr)]2—4yr(m - x)

So that
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T 1 (y=x—pur)?
Fy 3 (Voo | %) = exps - E7) La
ot o _'[,\/27:021 20t 4
[2u(m, —X)}
—exp{
'[\/220'7

_(D(J’o X= ﬂfj exp{z'u(mo_x)}cb Yo+t X=2m,—ur
ot o’ oT

_ h]
exp{ (y-Cm,—x-~pur)" "
20°r J :

For y 2m, it is clear that
P(X, <y M, <m|X,=x)=P(X, smM,<m|X,=x)=P(M,<m! X, =x)

Hence the distribution function of M- alone is given by

F, :q)m”x_ﬂfj_ {2y(m—x)} -m+x-ur
1) ( ot U T o

We also require the form of the functions

K.(y1x)=[ f.(y.m|x)dm

which represents the probability density that the process reaches state y by the next

inspection, but does not fail before that time. Using the above derivation it is clear that

K.(y|x) = f(f/l;f_ﬂay_rx) { - zxo_ :w)z}exp{j(m—x)(m—y)}dm

exp{ (y-x-uz) }I 2(2m -y - x) exp{_ 2(m = x)om —)’)}dm

20°T o°T

1
—\/27z
__ 1 mx—pnf | (L {_2<c—x)(c—y)}j
- 27[0_.21 exp{ s } (1 exp 2,

which is the product of a normal density and an exponential term. This formula is also

used by Whitmore, Lawless and Crowder (1998).

A2.4 Probability density function of ¥, and M,

We now consider the joint density function of ), the observed degradation level, and
M., the true maximum variable of the process. This is required in chapter 4 for the

example of an imperfectly observed degradation process. — As is stated there,
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computation in the general case of a covariate process depends largely on the assumed

nature of the relationship between the degradation and covariate processes.

We compute now the density conditionally on the true initial level of degradation, which

can then be averaged out later. Thus we let
fr(u>m | x) = pY,,M,[Xo (uam I x)
with p denoting probability density. We begin by conditioning on the true degradation
level X.. so that (with abuse of notation)
fm|x)= [pt, =uM, =m| X, =2,X, =x) p(X, = 2| X, = x)dz

- Ip(y,:u|X,=z)p(M, =mX,=z|X, =x)dz

The first of these densities is simple to compute,
pll,=ulX =2)=p(X,+¢&, =ulX, =z)=p(e, =u-=x)

So that

p(Y,=u|X,=2):V\/—exp(—l*(u—z) )

The second of the densities in this integral is given by equation (A2.1) in section A2.2

above. Combining these equations gives

m2(2m z- x)exp{_l((u—z)2 ( -X- ur) 2(m—x)(m—z)\}dz
2

f,(u,mlx)zj 27voth v’ 20°7 o1

The exponent of this expression may be factorised after much tedious algebra as

5

2 2\° 2 2

- - X))V vio'r . )

(ozr+v2)[z—uo- T+(2ﬁmiﬂf ) J +0:T+L:(2m+,ur—x—u) —4urv-(m-—x)
o THV ’

So we obtain

o’

5 _
fr(l’,mlx)zexp{ (u+x 2m — IUZ') }exp{ﬂ_x)_}

2ot +Vv7)

2 ] : T P, -
— | (2m —x) exp{ (z—-m,) }dz— -exp{— 7—;(- m_) }L-jl
27ve’r [ I 2s] J; 2y
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Where

B uo’rt+(2m + ut —x)v? ,  vier

2 T -

m

T

2 - .
o't +v? o T+V"

The first integral can clearly be expressed in terms of the normal cumulative distribution

function, thus

(& =) ]’eXp{_ 222 (z- mz)z}dz =(2Zm - x)s, \/E;q)(m B j

A)

T

The second integral is a truncated first moment of a normal distribution. It is clear that

making a simple substitution we have (see proposition immediately below)

Zfzexp{—z%(z—mr)z}dz = ZSTﬂ{m,d)(m _me—srqj[m_mfﬂ

T A} S

T 4

So the expression becomes

f(um|x)= eXp{— (u+x-2m- yr)z}exp{z—%ni—:_—ﬁ} X

20t +v?)

2s m-m m-m
. 1(2m-2m_ —x)d Li+2s L
J2rveith {( =) [ s, j T(I{ 5. H

Rearranging we find

1 2 2pu(m - x)
f.(u,m|x)= \/572'(0':‘[ v exp{— 2T v (u+x-2m— ur) }exp{—‘—l—%—i} x

—%——l:(Zm —m, - x)(D[m i j + s,¢(’” M. H
o't S, s,

The following result is used in the above derivation:

The first truncated moment of the normal distribution is given by

I(m):ix 1 exp{— lz(x—y)z}dx:,u(b(—m—;—#)—oq{ln—;—/i)

c o2rw 20

o X—u
This can be shown using a simple substitution. Let « = — then

170



APPENDIX AZ

m-p

I(m) = I ’u+o_uexp{—~;—u2}du

2z

mpu mou
2 1 1 2} 2w 1 .
= U exps——u‘ rdu+o exps— —u di
_J;, N27 { 2 _J; N2 p{ 2 } l
The first integral is clearly a normal cumulative distribution function, and the second

may be easily integrated applying the substitution v=u"  Then, after some

simplification we get,

T ox 1
exps —
_J;)a«/ 2 p{ 20°
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Appendix A3

Derivation of Dynamic Programming Equation

(3.60)

A3.1 Derivation of Dynamic Programming equation

We follow Ross (1970) is showing that the dynamic programming equation (3.60) given

in section 3.5.1 results in an optimal solution.

We consider a general inspection process, in which X, represents the level of
degradation and let c(x,y, 7) represent the cost incurred at time 7, if inspection interval r
is chosen in state x and the process jumps to state y at the next inspection. We assume

that ¢ 1s a bounded function for all x,y € Rand 7> 0. Let C denote the critical failure

set.

Let 7 be a policy which chooses inspection interval 7 in state x, so that 7(x) =z. Then

define the cost function to be the expected total discounted cost, namely

v (x) _ E” (i 6_5("+""")C(X,n_l ) X:,, , T’H) Xo = xj

n=1
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where # represent inter-event times (an event being an inspection or a failure) and -

represents the inspection interval chosen at the i epoch. Expanding the summation we

have

v.(x) =E, (e—étlc(x’ X, T)"' ie-a(z,+..-z,,)c(Xln_l X T ) Xy = xj
=2

-0 0 n=2

_ J‘ J‘E;ro:x,)lr,1 =y,Hi=h (e_az,c(x’ th,r)+ ie—5(11+---l")C(th_l , X," T )jfr (h,y | x)dhdy

=2t )+ [ [, (3)1.(h, p | x)dhdy

-~ 0
where f, (h, y|x) is the density of H:, X, given X, = x.

Since, if v, (x)is the optimal policy given by v,(x) = inf v_(x). Then

v, (V)2 vs(y)

So that

v, ()28, 7)+ [ [y () f,(h,y | x)dhdy

-0 0

> igf{E(x, A+ [ 00,y 61 dy}

- 0

Since 7 is an arbitrary policy, this implies that
vs(x) 2 inf{a(x, o)+ [ [ (0, (hy | x)ah dy}
-

Now, let 7 be such that (which exists since both ¢ and the Kernel of the intergal are

bounded)

c(x, 7))+ [ [e2 v, (1), (h,y |x)dhdy

-0 0

= inf{E(x, T)+ T ]ee-a(rﬁh)"’a W f.(h,ylx)dh dy}

- 0

Let 7 be the policy which chooses 1 at time zero, and if the next state is y, then views

the process as originating in state y, and follows a policy 7, which is such that
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v, W) <vs(y)+e, yeR

where & is arbitrary, hence

v, (X)=C(x, 7))+ T Ie‘”“'“vﬂy W), (B, y | x)dhdy
<e(x,7,)+ ]o Ie"s(r"m[v& () +e€lf, (hy|x)dndy
=C(x,75) + T Ie“”"““v(s W), (hy | x)dndy

+g°jo Te-‘“’o“') f..(h,y|x)dhdy
=T(x,7,) + T Ie‘“’o“ﬂva WS, (hy | x)dhdy + e K (z,)

noting that K(7y) is greater than or equal to zero.

Since v;(x) <v_(x) we must have that
vs()STx,7)+ [ [e v, (5)f. (hy | x)dhdy + £ K(z,)
-0 0
Hence, we obtain

Vs(x) < in)%‘{E(x, T)+ ]2 Te"s(”h)va(y)f,(h,y | x)dhdy} +¢&K(z,)

-0 0

Since ¢ is arbitrary, we may make it very small, and in the limit we have

) = igg{ax, O+ [P, 1,0y | ) dy}

- O

Which is the dynamic programming equation for the optimal non-periodic policy.

In computation of the optimal solution, we make use of the relationship between the
hitting time of a point and the maximum of the process, so that under certain

circumstances we may use the distribution of the maximum variable rather than the

hitting time.
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