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Abstract

In this paper, we find an optimal policy for the (Q, r) inventory model under the lead time uncertainty.

The (Q, r) inventory model is such that the fixed order quantity Q is placed whenever the level of on

hand stock reaches the reorder point r.

We first develop the single level inventory model as the basis for the analysis of the multi-level dist-

ribution system. The fundamental problem is to determine when and how much to order in order to min-

imize the expected total cost per unit time, which includes the set up, inventory holding and inventory

shortage cost.

The model, then, is extended to the multi-level distribution system consisting of the factory, warehou

uses and retailers. In this case, we also find an optimal policy which minimizes the total cost of the cen-

tralized multi-level distribution system.
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