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Abstract: Assuming payments of a project follow an arithmetic mean-reverting process, we provide an optimal strategy
of investment and consumption, and the optimal object function in an incomplete market by using utility indifference
pricing principle. Unlike the complete market in which an increase of volatility would merely raise the investment trigger,
however, in the incomplete market the trigger is also influenced by investor’s precautionary motive. It is shown and ex-
plained that effects are different between lump sum payment and cash flow payment. Finally, the relationship between the
investment trigger level and the mean-reverting coefficient is discussed.
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Fig. 1 The variation of investment trigger to accompany
with both volatility and risk aversion
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Fig. 3 The variation of investment trigger to accompany

with both volatility and risk aversion
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