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One of the most famous inventory management models is the Economic
Production Quantity (EPQ) model. In the economic manufacturing
model, there is the possibility of producing defective items. Missing of it
causes to make unrealistic model. In addition, inflation and the time
value of money in the economic model make a significant difference in
the cost calculations. In this paper, the production of defective items in
multi-product state by considering inflation and the time value of money
has been investigated. Considering the multi-product state in these
issues is a new analysis that has not been done. Studies showed that
inserting the issue of inflation and the time value of money in inventory
management model lead to change optimal batch. Because finding the
optimal cycle through differentiation method, we used an algorithm
based on the combination of accelerated search method and deco-
Thomas algorithm to determine the optimal point. Finally, a sensitivity
analysis based on the parameters of interest rates, inflation rates and
combination rate has been done. The results show that not considering
inflation and interest rates and set up time associated with products
order will lead to errors in calculating costs.
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