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Abstract: This paper considered an optimal problem of dynamic investment and value evaluation under
uncertainty for a firm facing pollution constraints from the government. By the method of stochastic | S

dynamic optimal controls, we derive free-boundary ordinary differential equation for the firm value, and the
corresponding investment strategy and pollution control decision. The numeric results show that the Sty
corporation has no payout on the control of pollution constraints and the effect on investment, and pricing ¥4
is not significant when the capital stock is low. However, if the capital stock is high enough, the firm

optimally makes some payment to lower the emission and the corresponding constraints lower the firm's

total value and the average and marginal value of the capital, and it also restrains the motivation of the

investment.
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