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Salvage value = $0.40

d  = 100 papers

σd = 12 papers.

Therefore,

Cs = the marginal cost of a shortage = $1.25 – $0.75 = $0.50 per unit

Co = the marginal cost of an overage = $0.75 – $0.40 = $0.35 per unit

Thus,
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 = 0.59 or 59%

The Z value that results in a service level of 58.8% is the value that yields a probability of 58.8% in 
the normal distribution. Appendix A shows that this Z value is approximately 0.22. Hence, the opti-
mum stocking level is:

FIGURE 16.10: Solution to Newspaper Order Problem
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SCREENSHOT 16.10: Example 16.11—Single Period Order Model: Variable Demand, 
Constant Lead Time


