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Utility Indifference Pricing of Stochastic Income Flows

LUO Yan® ,QIN Zhan-hui’

(a. School of Mathematics and Statistics ;

b. School of Management, Nanjing University of Audit, Nanjing 210075, China)

Abstract ; In this paper,we study a problem of utility indifference pricing of stochastic income flows. Based on
the assumption of exponential utility functions, we obtained the explicit solution to utility prices of the stochastic
income flows by solving Hamilton-Jacobi-Bellmen equation. Results indicate that the utility prices increase with the
increase of the average return rates of stochastic earnings flows but decrease with the rise of the risk aversion of
investors ,which are consistent with the intuitions.

Key words : stochastic income flows ;utility indifference pricing; Hamilton-Jacobi-Bellmen Equation
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