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Abstract: Motivated by the energy management challenges faced by industrial firms, we
propose a method to reduce production costs by including the price of electricity in a
multiple machine, multiple product lot-sizing problem. When electric utilities face power
consumption peaks, they ask electricity-consuming firms to curtail their electric load,
rewarding the firms with incentives if they comply with the curtailment requests. Clearly,
these incentives are necessary to motivate firms to consider complying with the load
curtailment request. After formulating an initial deterministic model, we describe a two-
stage stochastic formulation to cover the case wherein the decision maker wants to satisfy
any curtailment request. After implementing a scenario reduction method to manage the
number of scenarios corresponding to curtailment requests, our initial computational
studies suggest that the cost savings potential of our approach can be up to 10%.
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