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Investment and Financing of the Enterprise based on CARA Utility
under Incomplete Markets

Yang Jingiang, Peng Juan

School of Finance, Shanghai University of Finance and Economics, Shanghai 200433, China

Abstract; This paper considers a corporate finance problem for a risk-averse entrepreneur facing business risk to
maximize the expectation of total consumption utility through optimal financing, consumption smoothing, real/
financial investment under a given tax environment. We derive semi-closed-form solution for the value of the equity
and investment option as well as the optimal investment and financing strategy. The theoretical and numerical
results show that the risk attitude of the entrepreneur has significant effects on financing strategy, investment option
value, real investment strategy and so on under incomplete markets.

Key words: Risk Aversion; Downside Risk; Bankruptcy Protection; Real Investment
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