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The purpose of this study is to generalize Pan and Hsiao’s [12] model, we relax the assumption that the lead time demand follows a normal distribution and merely assumes that the first and second moments of the probability distribution of lead time demand are known. The cases of the linear and logarithmic relationships between lead time and ordering cost reductions are considered. The objective is to minimize the total expected annual inventory cost by simultaneously optimizing the order quantity, reorder point, lead time and backorder price discount. A procedure of finding the optimal solution is developed, and two numerical examples are given to illustrate the results.

