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The value function of a finite fuel problem for a new class of singular
stochastic controls

Monica Motta and Caterina Sartori

Abstract— We investigate, via the dynamic programming
approach, a finite fuel nonlinear singular stochastic control
problem of Bolza type. We prove that the associated value
function is continuous and that its continuous extension to
the closure of the domain coincides with the value function
of a non singular control problem, for which we prove the
existence of an optimal control. Moreover such a continuous
extension is characterized as the unique viscosity solution of a
quasi variational inequality with suitable boundary conditions
of mixed type.

I. INTRODUCTION

We study a finite fuel stochastic control problem with finite
horizon via the dynamic programming approach. For any
initial condition (Z,k,z) € [0, 7[x[0, K] x R™ we consider
the nonlinear stochastic differential equation

PN f:erftt (r, mr)errf;B(
ft (r,zp) dW,,

T, Ty ) Uy dr+

(D

where the functions A, B, and D are deterministic, {W,} is a
Brownian motion (not necessarily n—dimensional), and {u,}
is a control. All the processes are assumed to be defined on
a probability space (Q,G,Q,{G:}). Given a closed convex
cone L C R™, the class of admissible controls, denoted by
C(t,k,z), is given by the set of K—valued, {G; }—predictable
processes verifying the constraint

T
k‘T—k‘—l—/ lut|dt < K, Q —as.. 2)

For any admissible control u we consider a cost of the form

J(tk,z,u) =

Bo [T Go(r2) + b)) dr 4 g(ar)] . @

where [y, l1, and g are deterministic functions. The value
function is defined as

Tt k, 7, u). 4)

In the paper we prove the continuity of the value function,
and, via a dynamic programming principle, we show that
the function V, which is the continuous extension of V to
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[0,T] x [0, K] x R™, is a viscosity solution of the following
generalized Cauchy problem

max {—2% + F(t,z, Dv, D?v), — —|—H(,x Dv)} =

max {— d”—i—F(txDv D), gZ—i—H(t,x,Dv)}zO

on |0,T[x{K} x R",

v < g and if v < g then
—9v 4 F(t,x, Dv, D), — % + H(t,z, Dv)} > 0

on {T}x]0, K] x R™,
)

max

where Dv and D?v denote the gradient and the matrix of the
second derivatives of the function v = v(¢, k, z) with respect
to the x variable,

7<A(t,1’),p> -
D(t,x)D(t,z)T, and
weIICI,la\Jq}u(\:l {7<B(t7 z)w,p) - <l1(ta ‘T)a ’LU>}

for any (¢,2,p,5) € Ry x R™ x R™ x M(n,n), where
M(n,n) denotes the set of n x n real matrices. A uniqueness
theorem proven in [MS2] allows us to characterize V as
the unique viscosity solution to the above boundary value
problem. V is in fact the value function of a non singular
problem for which we can also prove the existence of an
optimal control. Justified by the observation that optimal
controls for the problem (1)-(4) may not exist and in fact
quasi-optimal controls may be as close as desired to a control
of impulsive type (see e.g. [FS]), we introduce an extension
of our problem by considering a new set of controls, called
auxiliary controls, which are bounded valued. We can show
that our problem is equivalent to a problem of optimal
stopping time within the class of auxiliary controls. Using a
similar auxiliary control problem Dufour and Miller in [DM]
proved the existence of an auxiliary optimal control for a
Mayer problem with a dynamics like (1). From our point
of view, that is of the dynamic programming approach, the
equivalent problem is not standard and can be studied only
applying an abstract version of the dynamic programming
principle as introduced by Haussmann and Lepeltier [HL],
which is based on the compactification method due to El
Karoui et al. [EKNP].

We observe that the boundary conditions (6) and (7) are
original in the setting of singular stochastic control problems.
First of all, since we deal with problems of impulsive
type, even considering a finite horizon problem, the limit

F(tvvaa S) = ZO(taI) - %TI‘{D(t,I)S},

where D(t,x) =
H(t,z,p) =
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limz .- V(t,k,Z) does not coincide in general with the
final cost g(Z) and therefore, at time ¢ = T, we impose
(7) which is an alternative between the quasi variational
inequality (5) and v = g. At the boundary k& = K, instead,
we introduce the supersolution condition (6) which replaces
the Dirichlet condition v(¢, K,z) = J(t, K,Z,0), usually
assumed in finite fuel control problems (see e.g. [FS]). It
has the advantage that it does not require the computation
of J(t,K,z,0). Supersolution type conditions have been
first considered by [S] for problems with state constraints,
and in fact by considering k;, the fuel consumed at time
t, as a new variable, in view of (2) such a variable turns
out to be constrained in [0, K]. Boundary value problems
similar to (5)—(7) for first order Hamiltonians were already
investigated by the authors in the context of impulsive
deterministic control problems and in such a context, it is
worth mentioning that our approach leads to approximation
schemes for the numerical evaluation of the value functions
which for the second order case has not yet been done.
Finally we refer to [MS1] for the proofs of the theorems
that are not proved here and for a more complete bibliogra-

phy.
II. THE DATA, THE AUXILIARY CONTROL PROBLEM

Throughout the paper we will use the notation R, =
[0, +o0[ and the following hypotheses
(A0) There are some constants Ly, Lo such that the deter-
ministic functions A: Ry x R” - R", B: Ry xR" —
M(n,m), and D : Ry x R®™ — M(n,p) verify for all
t,se Ry and 2,y € R"

|A(t, )| + |B(t, z)| + |D(t, )| < Ly(1 + |x),

|A(t, z) — A(s,y)| + [B(t,z) — B(s, y)|+

|D(t, ) — D(s,y)| < La(|t — s| + [z — y]).
(A1) There are some constants L, L3 such that the functions
lp: Ry xR" =R, : R xR" =R, andg: R" - R
verify for all ¢£,5s € R4 and z,y € R"

[lo(t,z) —lo(s,y)| + |li(t,x) —
L(Jt = s| + [z — yl),

lg(z) —g(y)| < Llz —yl;
llo(t, )| + |l (¢, )| + [g(z)] < Ls. (8)

Remark 1: 1If we replace the boundedness hypothesis (8)
with

llo(t, )|+l (t, z)|+|g(x)] < L3(1+]x|) vVt € Ry, v € R",

©))
the main results of the paper remain true, except that, of
course, the value function V is no more bounded but 1_t
turns out to verify |V(t,k,z)| < C(1 + |z|) for some C
and Y(t, k,x) € [0, T[x[0, K] x R".

ll(say” S

A. The auxiliary control problem and the equivalence of the
two problems

Definition 1 (Auxiliary control problem): For
(t,k,z) €
is a term

B=(Q,F,P {'7:8}5 {ws}7{<tsvks7§s)}’9)7

any
[0,T] x [0,K] x R™ an auxiliary control
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where the following (B1) and (B2) are assumed.
(B1) (2, F,P) is a complete probability space, with a right
continuous complete filtration {F}},
{ws} is a By, (1) N K—valued control defined on [0, 7 +
K] x Q which is {F}-predictable,
6 is an {F;}-stopping time such that § < T + K,
and
(B2) {(ts, ks, &)} is an R?T"—valued {F,}-progressively
measurable process with continuous paths, such that,
for0<s<T+ K,

S—£+fsw06d0

ks —k+f%|w0|da
fg = J?‘F f() tU’go)woa +B(t0’§‘7)w‘7) do
+f0 Jagd \/ded?

where {W,} is a standard p—dimensional {Fj}-
Brownian motion defined on [0, T + K] x € and where
we set wo, (w) =1 — |ws(w)| V(s,w) just for the sake
of notation.

The cost corresponding to an auxiliary control 3 is of the
form

IR, 8) = Ep [y (o(te € )wo, + (h(te, &), w,)) do
+9(&o) + G(to, ko)]
0

where G(T,k) =
otherwise. We use I'(
controls, while

r*(t,k,z) =

for all & < K and G(t,k) = +00
t,k,Z) to denote the set of auxiliary

{Bel(t k,z): J(tk T, 0) <+oc} (10)

denotes the subset of admissible auxiliary controls. We define
for every (¢, k,7) € [0,T] x [0, K] x R™ the auxiliary value
function as

V(t k,z)= inf  J(tk,Z,0). (11)
Bere(t,k,z)

The original problem and the one formulated in the above

definition are equivalent in the following sense

Theorem 1 (Equivalence): Assume (AO0), (Al). Then for
any initial condition (, k,Z) € [0, T[x[0, K] x R™ one has
i) C(t,k,z) — T'%(t,k, ), that is, for every control ¢ €
C(t,k,7) there exists an admissible auxiliary control
B € T%(t, k,Z) such that J(£,k,Z,3) = T (L, k,Z,c);
ii) for any admissible auxiliary control 8 € F“(t:l;;,gf)
there is a sequence of controls ¢* € C(t,k,z) such
that lim,, J (£, k, z,c") = J(t, k,Z, B);
i)
V(t,k,z) =V k,T).
B. Existence of an auxiliary optimal control
We recall that in a relexed control the B,,(1) N K-
valued process {w;} is replaced by an M;(B,,(1) N K)-
valued process {15}, where My (B,,(1) N K) is the space
of probability measures on B,,(1) N K. We will extend

N
any bounded measurable map ¢ : B,(1)NK — R to
M, (B (1) NK) by setting

$(u) = /E o

(12)

1520



47th IEEE CDC, Cancun, Mexico, Dec. 9-11, 2008

For a detailed definition we refer to the Appendix. For
each (t,k, ) the set of relaxed controls will be denoted by
I'(t,k,z) and V& € T'(¢, k, T) we define the cost

= Bp [Jy (lolt:€)(1 = o)+
<ll(tm§a) to)) do+ g(&e) + Gt ko)l -

We use [%(£, k, Z) to denote the subset of admissible relaxed
controls, that is, with finite cost.

The set I'*(f,k,Z) can be naturally embedded in
T%(t, k, ), therefore the inequality

inf  J(E,
aele(t,k,z)

(13)

J(t, k,Z, ),

is trivially verified. In fact, also the converse inequality holds
true.
Theorem 2 (Existence): Assume (A0), (Al). Then for any

(t,k,z) € [0,T] x [0, K] x R™,
V(t k,Z2)= inf J(,k,z,a)= inf J{EkZT,a&
aele(t,k,z) aeglhe(t,k,z)

Moreover, the infimum over relaxed controls is attained and
so is the infimum over auxiliary controls.

C. Dynamic Programming Principle DPP

In order to state a dynamic programming principle for our
problem we need for each (¢,k,z) € [0,7] x [0, K] x R"
the notion of control rule R which will be defined in the
Appendix. For each (f,k,7) we will denote by R(Z, k, )
the space of control rules and by R (%, k, ) the subset for
which the cost is finite.

Let us notice that the auxiliary control problem is in fact an
unconstrained stopping time control problem. Indeed, from
Definition 1 it follows that for all (Z,k,Z) such that either
t > T or k > K, the set of admissible auxiliary controls
I'(f,k,Z) is empty. Hence the auxiliary value function V/
might be extended to the whole set [0, +00[x [0, +oo[xR"
in a natural way by setting V' = +oo outside [0, T] x [0, K] x
R".

Proposition 1 (DPP): Assume (A0),
(t,k,z) € [0,T] x [0, K] x R™, one has

V(i k,a) = inf { B |7 (tolts, &)1 = o))+
<l1<t0750)7uo>) do + V(tp’a kp"gp')]} )

where the infimum is taken over the set R%(%, k, ) and p’ =
p A6, p being any finite stopping time such that 0 < p < 6.

(Al). For any

(14)

III. CONTINUITY OF THE VALUE FUNCTION

Theorem 3: Let (A0Q), (A1) hold. Then the value function
V' is bounded and continuous. More precisely, there exists
some C' > 0 such that V satisfies the following:

VI kD <C Yk e0T] x [0, K] x R
V(1 ki, 1) = V(ta, ko, @) < o
C 1z — Tl + (1 +[T1| V |Z2]) ([t — 2|2 + [k — kal)]

for all (El,];‘l,i‘l), (EQ, kg,fg) € [O,T] X [O,K] x R™.
Proof:  Boundedness. 1t is very easy to see that for
any initial condition (¢, k,z) € [0,7] x [0, K] x R" the set
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of admissible control rules is non empty. Since the stopping
time 6 is bounded from above by T+ K, the boundedness of
V follows therefore straightforwardly from the boundedness
of both the process {w;} and the data Iy, [y, and g.
Lipschitz continuity in x. Fix (t,k,71), (t, k xg)
[0, K] x R™ and assume that V (¢, k,Z1) > V (L, k

has

[0, T] x
T3). One

0< V(L k, z)

- k,To) <
SUPpeRra(ik,z (

V{(t, <
J(t k,z1,Q) — J(t, k, T2, P))

for every Q € R%(t, k,%1). Take P € R(L, k, o) arbitrary
and let (Q, F, P, {Fs}, {us}, {(ts, ks, E2,) }, 0) be the associ-
ated relaxed control. By the definition of control rules, there
exists an extension (Q, F, P, {F,}) of (0, F, P, {F.}), i.e
there exists another probability space (', F’, F., P') such
that Q = QxV, F = FxF', Fy = FoxF,and P = PxP'.
We can extend the process {((t.,k.,),p.,0)} to Q by the

_ following: for & = (w,w’) € Q,

(k€)1 0)(@) = (¢, 5,6), 1, 0) ().

On (Q,]:" , ﬁ’,fs) there exists a standard p—dimensional
Brownian motion {W} such that for s € [0,T + K],

(t37ksy§23) = (E+ fOs(l - |M|o’) dU?l% + fOs |:u0'| dUa
T2 + f[) (A(ta”gQa)(]' - |M‘O') + B(fm&g)ﬂa) do
+Jo Dt 1~ [uls dWs),

( o 620)
the control 3 = (Q,F, P, {F.}, {1s}, {(ts, ks, E24)},0) €
[%(L, k, Z3), where, by the definition of the set Z in (25),
¢ is the first time in which xs>¢ jumps from O to 1 and
(t k $2,ﬁ) (t k ,Ta, ) (t ]41 ,To, )
Consider the equations with the initial condition (Z, k, 71),
for s € [0,T + K],

(ts,ks,gl ) (t+f0 1_‘:u’| )do-’]%—"_fos |I’LU|d0-a
515 =1+ fo Uaglo)( |u‘o') + B(taaglg)/u‘ﬂ) do+

07510' \/ |/~L‘adW0) (15)

on the stochastic basis (Q, F, P, {F,}). Under assumptions
(A0), (A1), the strong solution to (15) exists and one can
see that & = (Q,F, P, {Fs},{ush {(ts, ks,&15)},0) €
[%(f, k,Z1). Therefore there exists a control rule Q €
R(t,k, 1) such that

J(t k,z1,a) = J(t k, 71, Q).

‘We have
J(t,k,z1,Q) — J(t, k, T2, P) <
Ep [ Mo(tos€1,) = loltos€20)| 11 = |tio] | do+
I (to,€1,) = L(te, 2, l1a] do + g(1g) — g(E2p)]] <

— o]

where we have used the Lipschitz continuity of [y, /1, and
g and L is the same as in (Al). Let us define §;, = Eiuno
for all s > 0 and 7 = 1,2. By the Burkholder—-Gundy’s and
Gronwall’s inequalities we obtain that there exists a constant

LEp [ [y 1615 — &2,1do] + L Eplléis
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C, depending on the Lipschitz constant Ly in (AO) and on
T + K, such that, forall 0 < o <T + K,

B [sup(és, — 0.)] < Clar - 2P
Since from the definitions of {£;_} and {&.} it follows that
Ep [y le1s — €aoldo] < Bp [y 1, — &l do] <
( 0T+K Ep [Supsgaﬂéls —&,0%) } )

T+K

(16)
in view of the arbitrariness of P € R(Z, k, Z2), the previous

estimates yield that

0<V(tk,z1)— V(L k, T2) <Oz — T

for a suitable constant C, depending just on L, Ly, and T +
K.

Holder continuity in t. Fix (t},fs,i}_) (

ta,
[0, K] x R™ and assume that V (1, k,Z) >
First case, t; < to. One has

OSV(El,E,.f)—VKEQLE,ZE)S o
SupPER“(t},I;,i) (J(tla k) z, Q) - J(t27 ka T, P))

for every Q € R%(t1,k, 7). Take P € R(ta, k, ) arbitrary
and let (Q,F, P, {Fs}, {us}, {(to,, ks, &2,)},02) be the as-
sociated relaxed control. Now, as in the previous step, there
exist an extension (Q, F, P, {F.}) of (Q,F, P, {F.}), and
a standard Brownian motion {W,} on (Q, F, P, {F,}) such
that, for s € [0,T + K],

(t28? k§7£2s) = (52 + fog(l - |/’(‘U|) dO’, ];‘l + f()g |IU/O'| d07
T+ [y (Altz,,&2,)(1 = |po|) + Blta, , 2, ) pto) do+

Ditz, &2, )V/T~ [ual dWa)

the control 3 = (Q, F, P, {F.}, {ts}, {(ta., ks, €2.)},02) €
[%(ty, k,Z), and J(f2,k,Z,3) = J(ta2,k, T, P). Let us
now consider the relaxed control that one obtains from the
definition of ﬁ when p; is replaced by HsX{s<05} for s > 0.
It is easy to see that this control belongs to I'(fy,k, ),
and that the corresponding cost coincides with J (2, k, 7, P).
With a small abuse of notation, from now on let us use B to
denote such control.

Let us introduce the stopping time 61 = 03 + ({5 — 1) and
let {(¢1,,ks,&1.)} be the strong solution to

<t157k§7£15) = ({1 + fos(l - |:u0|) do, k+ fos ‘/U'U‘ do,
T+ [ (At &1,)(1 = |pol) + B(ty,, &1, o) do+

D(t1,.61, /1~ gl 1V, )

on the stochastic basis (Q, F, P, {F.}) for s € 0,7 + K].
(3 admissible implies that 0y < (T — t5) + (K — k), t2,, =
T, and kg, < K (see Remark 2.2 in [MS1]). Hence, one
deduces

&2|

:E)_ e [0,T] x
(ta, k, T).

91§(T—t_2) (K k) (2—t1)<T—|—K.
Moreover, since we identified ps with f15X{s<g,} One has
tlel = t292 + (01 — 92) — (Eg — 51), k‘gl = /4592 < K.

TuC09.3

Therefore t,, = T, kg, < K, and the control & =

(ij:—a pv {‘7:—5}’ {IU’S}7 {(tlsaksv 515)}7 91) _iS i_Il fa({h ‘127 j)
Thus there exists a control rule @) € R%(t1,k,Z) such that

J(ty,k,z,a) = J(t1, k, %, Q). By some calculation we can
deduce that
- - - = i
J(t1,k, 2, Q) — J(ta, k, 2, P) < L [Ep[|&1,, — &2, 1°]] % +

—ta, |+ [&1,

LB [J;* (1,

In order toAconclude the proof, let us introduce for s > 0 the
processes &, = &, . for t = 1,2. Since

— (t2—t1),

620_|) dO’i| + Lg(fg — {1)

1, = t2,,

one can prove that

Eﬁ[ 0,
s<o

for every 0 < ¢ < T 4+ K, with C a suitable constant
depending on L, Ly in (AQ) and T+ K which yields

‘5292 - fl91 |2] =
2
]g@u+mﬁmm,

]sWa+MP&—m,

E

o

E

’£2T+K - §1T+K

vl

Therefore, by (16) we obtain J(t1, k

c [(1 FlED[E — ol + |1 — Do
ness of P, yields

2,Q)~J(f, k.7, P) <
} Wthh by the arbitrari-

0< Vs, k,2) — V(i k,2) < C(1+ |z)|f — &7,

for some constant C' depending on the constants L, Lo, L3,
and 7'+ K in (A0Q), (Al).

Second case, t1 > ts. Consider the Dynamic Programming
Principle (14) for V (2, k, T),

V(Ea, b, ) = infpepar, i) { Br [ Jg " (lolt, &)
(]- - |/~LJ|) < ( 0'750)7 0’>) do + V( r/\Oakr/\Gvfr/\G)}};

where we choose the (deterministic) time r = #; — to.
It is easy to see that there exists an admissible control
rule P € R%fy,k,T) associated to a relaxed control
(QF, P{Fs},{1s}, {(ts, ks, &)}, 0) and such that P(pus =
6oy 0<s<0, 0=T—1ty)=1 Then P(0 >7)=1;
by the boundedness of [y one has

V(te, k%) < Ep [ [ llo(to, &o) do + V (tr, kr, &)] <
Lar 4+ Ep[V (t, kr, &),

and by the Lipschitz continuity of the value function in z,
V(t’f‘a kT'a 57) S V(tT'v k’r'a j) + C‘g’! - i‘|
Hence

(1?2,]2‘ .f) Ep[ ( k,

v, 2)] < Lyr + CEp[|&, — 2]
< Lyr + C(Ep[l& — z[?))=.

N R

(17)
From the definition of control rules, we know that under P,

(tr7k7‘7§7‘) = ta7€a)dU+Mr)
(18)

(totr=t, k, =+ [ A(
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where {M,} is a continuous square integrable martin-
gale with (M), = [ Tr{D(t,,&,)} do. Therefore by the
Burkholder-Davis-Gundy inequality there exists a constant
C, depending on L; in (A0), such that

Bpllg — 2] < C*(1 +|a])*(r* + ).

Therefore (17), (18) and (19) yield

19)

0 < V(la k@) — V(tr, k@) < O+ |2|)[E2 — ]
for some constant C' depending on the constants introduced
in (A0), (Al).

Lipschitz continuity in k. Fix (t, k1, ), (t,k2,2) € [0,T] x
[0, K] x R", and assume that V'(, k1, Z) > V(t, ko, )
First case, k1 < ks. One has

0< V(E,/;‘l,i‘) —V(ELEQ,.f) < B

SUP peRra (T ks,7) (J(t, k1,Z,Q) — J(t, ka, j:,P))

for every Q € R(t, k1,%). As in the previous step, take P €
R (t, ko, ) arbitrary and let {I} be a standard Brownian
motion on a suitable (€, F, P, {F,}) such that

B=(0,F, P AT} {nst {(ts, ko, &6)}, 02) € T(L, 2, T)
is a relaxed control, where, for s € [0,T + K],

(tsa k2§a€S) = ({Jr fos(l - |:u0|> do, EQ + fos |Urr| do,
T+ [y (Alte, &) (1 = |pol) + B(to, &) o) do+

D(toago)\/ 1- |Mo| dWaa)

and J (i, ko, T, B) = J(t, ko, T, P). Moreover, setting for s >

09
ki, =k +/ || do = ka, — (k2 — k1),
0
one easily sees that a = (Q, F, P, {F.}, {us},
{(ts,k1.,&5)},02) € Tt k1,Z). As before, there

exists a control rule Q € R%(%k1,Z) such that
J(t, k1, z,&) = J(t,k1,7,Q). Since the cost functional J
and the state process {{;} do not depend explicitly on the
k variable, one has that

J(t, k2, %, P) = J(t, k1, 2,Q).

As a consequence, in this case, V/(t, ki,%) = V( ko, T).
Second case, ki > ka. Consider the Dynamic Programming
Principle (14) for V (¢, k2, T),

-7 . N
V(t, k2, T) = inf gea(i iy 2) {ER [ M (lo(te, &)
(1= [pol) + (Lto,&o)s o)) do + V(trnes krno, Erno)l} s
where we choose the (deterministic) time r = k; — k. Let

us fix an arbitrary w € K with |w| = 1. Then there exists a
control rule P € R*(t, ko, ) associated to a relaxed control

B = (Q,f7 P, {‘7:5}7 {,us}7 {(tSa ks,fs)},e)

such that P(ps = 6y 0< s <0, 6=K—ky) =1,
and J(t, ko, 7, 0) = J(t, ko, Z, P). Then, arguing as in the
case “t; > t3” of the proof of the continuity in ¢, we can
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deduce that an estimate analogous to (17) is still verified,

that is
V(t_ ];2a 7) EP[V(t'mkr;j)] <
Lsr + CEp[|¢, — ] < Lgr + C(Ep||& — z/?])=.
(20)
Now, under P we have

(t’l"ak?“7£7“) = (Ea ];:2 +r= Elaj +/ B(tové.o) dO’) (21)
0

Therefore, since Ep||B(ts, &)%) < Ep[[Li1(1 + |£)]?] <

C?(1 + |z])?, we deduce that for 0 < r < 0,
Eplle: — 7] < C*(1 + [z])*r. (22)
Then (20), (21) and (22) yield
0< V(t ke, @) — V(L k1,2) < C(1+|Z|)|k2 — k.
The proof of Theorem 3 is so concluded. [ ]

IV. DYNAMIC PROGRAMMING EQUATION AND
BOUNDARY CONDITIONS

This section is devoted to show that the value function V
is a viscosity solution of (5)—(7). To this aim, we refer to
[MS1] for the definition of viscosity sub— and supersolution
to (5)—(7) which is based on the definition in [CIL] . We
also give a formal derivation of the boundary value problem
described in the Introduction in the following subsection.

A. Heuristic derivation of the quasi variational inequality
and of the boundary conditions.

It is quite easy to deduce heuristically the boundary value
problem (5)—(7) once we consider the value function V' of the
auxiliary optimization control problem defined in Definition
1 to which the original control problem, described in the
Introduction, is equivalent. The auxiliary control problem
is indeed formulated as an unconstrained stopping time
problem, with bounded controls and discontinuous final cost
given by

G(t, k,z) = g(z) — Y(t, k) € R*T™.

Therefore, assuming V of class C2, using Ito’s formula
and arguing as usual (see e.g. [FS]), we can deduce from
the dynamic programming principle (14) that V' verifies the
following equation

ov ov
ot ok’

G(t, k)

F <:c DV, — DQV) =0 n |0, 7[x]0, K[xR™,

F (2, ey Pty Prs S) = MAX{ (1,0): [w]<1, weK, wot|w|=1}

{—2woTr{D(t,2)S} — (A(t, z)wo + B(t, z)w, ps)—

lo(t, x)wo — (l1(t, x), w) — pr wo — pr|w|},
which is in turn equivalent to the quasi variational inequality
(5), as shown in [MS2].

More precisely one can show that the value function of an
optimal stopping time problem verifies

v 8—V D2V> ;V—é} =0in R**",

max{F (x DV, — TR
(23)
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due to the fact that the controller can decide to stop as soon
as it is convenient (for the derivation of (23) in a viscosity
framework we refer e.g. to [BP] ). Since V (¢, k,2) = 400
outside [0, 7] x [0, K] x R™ and the lower semicontinuous
exit cost G(t, k, x) is equal to g(x) for (t,z,k) € {T} x
[0, K] x R™ and to +o00 otherwise, by (23) it easily follows
that (7) holds for every (¢,z,k) € {T'} x [0, K] x R"™ and
that (6) holds for (¢,x,k) € [0,T[x][0, K] x R™.

We underline that, as far as we know, there is not in the
literature a dynamic programming principle for the problem
described in the Introduction, hence, even assuming the value
function V regular enough, there is no way to deduce the
equation and the boundary conditions (5)—(7) directly for
the original control problem.

B. Existence and uniqueness

We have the following two theorems which characterize
the function V.

Theorem 4: Assume (AQ), (Al). Then the value function
V :[0,7T] x [0, K] x R™ — R solves the boundary value
problem (5)—(7) in the viscosity sense.

Theorem 5: Assume (AQ), (Al). Then the value function
V:[0,7]x[0, K]xR™ — R is the unique viscosity solution
of (5)—(7) among the bounded functions defined on [0, 7] x
[0, K] x R™ which are continuous on 9(]0, T[x]0, K[xR™).

V. APPENDIX

Definition 2: [Relaxed controls] Given (%, k, ) € [0, 7] x
[0, K] x R™ we say that & is a relaxed control and we write
ael'(tk,z) if

a= (Q7 -7:a P7 {‘,’ts}v {/}Js}7 {(t87 ksv fs)}v 9)

where the following (B3’), (B4') are assumed.

(B3') (Q,F,P) is a probability space with a filtration {F,},
{us} is a My (B,,(1) N K)—valued process defined on
[0, T+ K] x Q which is { F }—progressively measurable,
0 is an {Fs}-stopping time such that 6 < T + K,

B4) {(ts, ks, &)} is a R?*T—valued {F,}-progressively
measurable process for s € [0,T + K|, with continuous
paths, such that (,, ks, &,) = (£, k, %) for s =0,
for any ¢ € CZ2(R*™), M,(p,a)is a (P, {Fs}) square
integrable martingale for s € [0,T + K], where

MG(@v&) i‘ﬂ(twk‘wES)*/ £¢(t03k07507u0’) dO’
0
and where

Lot k,z,w) = [1 N Dij(t,x)%g;j(t,k,m)—i—

> Ai(t, x) 52 e ~(t, k. x) + “"(t k m)} wo (24)
+2.:(Bilt, 2). w) 52 (t, k, x) + G2 (¢, k, ) |wl,

U={v:[0,T+K] — M; (B
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Definition 3: [Control rules] In order to introduce a
canonical space for the problem, let us define the following
spaces

C*n ={f:[0,T + K]

endowed with the topology of uniform convergence;

— R*™" f continuous},

m(1)NK), v Borel measurable},
endowed with the stable topology;
Z={¢:[0,T+K] =R, ¢ =xs>a, A €[0,+00]} (25)

endowed with the topology of weak convergence of the
corresponding (point) probability measures. We denote the
map ¢ — A by A(). Let C, U, Z denote their Borel o—
fields, let C;, Z;{s, 23 denote the a—ﬁelds up to time s (e.g.,
Z, = o{¢(s)) : 0 < < s}), and let us introduce the

canonical setting

O=C""xUxZ, F=CxUx2Z,

Fs =Cs X Us X Zs.

Notice that € is metrizable and separable under the product
topology. Fix (¢,k,z) € [0,7] x [0, K] x R™, and let Q, F
and {F} be defined by (26). We say that R is a control rule
and we write R € R(t,k,Z) if R is a probability measure
on the canonical space (€2, F), such that

a=(QF, R AFY, s}, {(ts, ks, €6) 1, 0)

is a relaxed control (i.e., & € T'(¢, k, Z)), where

(tsukmgs)(w) :fS7 ,us(w) = Vs, 9<w) :A(C)
for w = (f, v, ¢ ) e Q. Finally, we define the cost associated
to R as J(t,k,z, R) = J(t,k,z,&) where J(t,k,Z,q) is
given in (13).

(26)
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