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Abstract

An optimal stopping problem for stochastic differential equations with random coefficients is con-
sidered. Dynamic programming principle leads to a Hamiltion-Jacobi-Bellman equation which, for the
current case, is a backward stochastic partial differential variational inequality (BSPDVI, for short) for
the value function. Well-posedness of such a BSPDVT is established and a verification theorem is proved.
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1 Introduction.

Throughout this paper, we let (2, F,IF,P) be a complete filtered probability space on which a d-dimensional
standard Brownian motion W (-) is defined with IF = {F; },>¢ being its natural filtration augmented by all the
P-null sets in F. Let S[0, T] be the set of all IF-stopping times taking values in [0, T]. For any 71,72 € S[0, T
with 7 < 75 almost surely, and P{m; < 5} > 0, let

S[Tl,TQ]é{T €S[0,T) |1 <7< 1, as. },

S(m1, 7] é{T €S[r,m] |1 <7, as. on{n < 7'2}},

(1.1)
S|, 72) = {T € 8[r1, 7] | 7 <72, as. on{m < Tg}},
S(Tl,Tg)é {7’ € S[r, 1] | T <T<Ta as. on{mn < 7'2}}.
Next, for any s € §[0,7] and p > 1, denote
AP = L% (B R") 2 {5 : Q — R" | ¢ is Fy-measurable, E|¢]? < oo}. (1.2)

For any s € §[0,T) and £ € XP, consider the following stochastic differential equation (SDE, for short):

{ dX (t) = b(t, X(¢))dt + o(t, X(£))dW (),  t€[s,T], 13)

X(S) = 57
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where b : [0,7] x R" x @ — R™ and o : [0,T] x R" x Q — R"*? are given maps. We refer to the above
as the state equation. Under proper conditions (which will be assumed shortly), the above SDE admits a
unique strong solution X (-) = X (-;s,£). Introduce the following cost functional:

Joelr) = ]E[/Tg(t,X(t; s, O)t+h(r, X(rss, )| |, e SsT], (1.4)

where g,h : [0,T] x R" x Q — [0,00) are some given non-negative maps satisfying proper conditions. The
two terms on the right hand side of (1.4) represent the running cost and the terminal cost, respectively. We
point out that all the involved maps b, o, g, and h in our discussion are allowed to be random. With the
above setting, we can now pose the following optimal stopping problem.

Problem (S). For given s € S[0,T) and £ € XP, find the smallest T € S[s,T| such that

Jse(T) = Teggﬂ Jse(1) =V (s,€). (1.5)

Any 7 € S[s, T satistying (1.5) is referred to as an optimal stopping time, and the smallest one is referred
to as the smallest optimal stopping time. We compatibly define

V(T,€) = h(T,€), Ve P (1.6)

Random field V(- -) defined by (1.5)—(1.6) is called the value function of Problem (S). We point out that for
the maps g and h, non-negativity condition can be relaxed to the boundedness from below. On the other
hand, it is not hard to see that if h = 0 and g > 0, then any optimal stopping time of Problem (S) must be
the smallest one. But, in general, optimal stopping time of Problem (S) is not necessarily unique (one can
modify Example D.14 of [15]). Hence, to be definite, our Problem (S) is to find the smallest optimal stopping
time. We also note that, due to that the coefficients are allowed to be random, and our cost functional is
defined by a conditional expectation, our value function V(-,-) is actually a random field.

In the case that all the coefficients are deterministic, one can prove the dynamic programming principle
which leads to a partial differential variational inequality (PDVI, for short), as the corresponding HJB
equation for the value function (which is deterministic). Moreover, it can be shown that the value function
is the unique viscosity solution to the PDVI. In the case that the diffusion is uniformly non-degenerate, the
value function is the (unique) classical solution of the PDVI, provided that some mild smoothness conditions
are assumed for the coefficients. On the other hand, one can independently establish the well-posedness of
the corresponding PDVI, as well as a verification theorem. These will then provide a solution to the original
optimal stopping time problem (See [2], and the references cited therein).

We also note that, by some pure probabilistic approach, one can study optimal stopping time problem
for general continuous-time stochastic processes. Optimal stopping time is characterized by means of the
so-called Snell’s envelope, super martingale, and so on, without using dynamic programming principle. In
such an approach, no HJB equation is involved which is natural because no dynamic equation is assumed
for the considered stochastic processes ([15]). We refer to [10], [11], [27], [3], [26], [8], [30], [24], [31], [20], [1],
[5], [25], [4], [29], [7], [12], for relevant results on stochastic optimal stopping and optimal control problems.

For the problem under our consideration, since we have more structures on the stochastic process (satisfy-
ing an SDE, etc.), it is expected to have more detailed characterization on the optimal stopping time. On the
other hand, due to the randomness of the coefficients, the usual technique of dynamic programming principle
together with theories of PDVIs do not directly apply. In this paper, inspired by [23], we will formally derive
the corresponding HJB equation for the value function V(- ,-), which is now a backward stochastic partial
differential variational inequality (BSPDVI, for short). Using a result of semilinear backward stochastic
partial differential equations (BSPDEs, for short) from [28], together with a standard penalty technique for
(deterministic) PDVIs ([13]), we will obtain the well-posedness of our BSPDVT in a certain sense. At the
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same time, a verification theorem will be established, which says that, under proper conditions, the solution
to the BSPDVI coincides with the value function of Problem (S). Then an optimal stopping time can be
characterized. See [22] for some results concerning backward stochastic variational inequalities in an abstract
framework.

The rest of the paper is organized as follows: Some preliminary results, including certain basic properties
of the value function will be presented in Section 2. In Section 3, we will formally derive the BSPDVI, and
formally prove a verification theorem. Notions of adapted solutions will be introduced in Section 4. The
well-posedness of the BSPDVI will be established in Section 5. Finally, in Section 6, the adapted weak
solution of the BSPDVI will be identified as the value function of Problem (S).

2 Some Preliminary Results.

In this section, we are going to present some preliminary results related to the value function V(-,-) of
Problem (S). To begin with, for any p > 1, s € S[0,T) and 7 € S(s,T], we let L}.(Q; C([s, 7];R™)) be the
set of all processes ¢ : [s,7] — R™ having continuous paths and

]ELZEI,)T] \w(t)\p} < 0.

It is clear that LL.(Q; C([s, 7];IR™)) is a Banach space. Next, for p > 1, we denote (recall (1.2))
P — {(s,g) € 8[0,T) x XL | s € S[0,T], ¢ € Xg)}.

Now, we introduce the following standing assumption concerning the coefficients of the state equation (1.3).

(H1) Maps b: [0,T] x R" x @ — R" and o : [0,T] x R™ x Q — R"*? are measurable and they satisfy
the following:

(a) For each x € R", t — (b(t,x),0(t,z)) is F-progressively measurable and for some p > 1,
T P T z
E(/ |b(t,0)|dt) + IE(/ |a(t,0)|2dt) < . (2.1)
0 0

(b) There exists an L > 0 such that

|b(t7x,w) - b(t>y7w)| + |0(t,x,w) - U(tvyaw)l < le - 9‘7
a.e. t€[0,7], Vz,y € R", a.s. we Q.

Concerning the maps appearing in the cost functional, we introduce the following assumption:
(H2) Maps g,h : [0,T] x R" x Q — [0,00) are measurable and they satisfy the following:

(a) For each x € R"™, t — (g(t,x),h(t,x)) is IF-progressively measurable; for each x € R™ and almost
surely w € Q, t — h(t,x) is continuous, and

T
]E[ / g(t,0)dt + sup h(t, 0)] < . (2.3)
0 t€[0,T]

(b) There exists an L > 0 such that

|g(t,x,w) - g(tyvaﬂ + |h(t,a:,w) - h(tay7w)| < L|.§U - y|a
a.e. t €[0,T], Vz,y € R", a.s. w e Q,
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and there exists a continuous nondecreasing function p : [0,00) — [0,00) with p(0) = 0 such that

|h(t, x,w) — h(s,z,w)| < (14 |z])p(]t — s]), Vt, s €[0,T], x € R", as. (2.5)

The following result is pretty standard (see [14]).

Proposition 2.1. Let (H1) hold. Then for each (s,£) € DP, state equation (1.3) admits a unique
(strong) solution X (-) = X (-;s,§) € LE(Q; C([s, T];IR"™)). Moreover,

E| swp |X(ts,6F | 7] <C(1+1r), Vs e, (2.6)
te[s,T)
]ELSF% X(t5,6) = X(t5,OF | B] <Cle—€P, ¥(s,).(5,8) € D", (2.7)
and when p > 1,
B[ sup [X(t5,) = 7 | 7] < €O+ M{E[Ir - o757 | £]} 7 o8)

V(s,&) e DP, 1€ S8[s,T], pell,p),

B[ sup [X(t:5,6) = X(65,01 | Fons] < CO+IP{B[Is =577 | Fons|} 7,
te[sVvs,T) (2‘9)
VS,EES[O,T], ge‘xvsp/\.% ]56 [Lp)a
hereafter, C' > 0 represents a generic constant which can be different from line to line.
A simple consequence of the above is that
(t, X(t;s,8)) € DP, t e S[s, T, V(s, &) € DP. (2.10)

We also note that if both s,5 € [0,T] are deterministic, then

B[ sup [X(tis,€) = X(15,01 | Fons| SCO+1eP)s— 55, vee (2.11)

te[sVs,T)

The following proposition collects some basic results concerning the value function V (-, -).
Proposition 2.2. Let (H1)—(H2) hold. Then

(i) For any (s,§) € D? and T € S[s,T], Js ¢(7) is a well-defined Fs-measurable random variable. Moreover,
there exists a 7(s,§) € S[s,T| such that

VisO= inf Jue(r) = Jue(7(5.). (212)

Consequently, for any (s,£) € DP, V(s,§) is Fs-measurable.
(ii) Value function V (-,-) satisfies the following:

Vs, Ol <C+E),  V(s,§) €D, (2.13)

|V(S,£) - V(87£)| < C|£ - g|v v(&f)v (875) € Dp» (214)
and when p > 1,

—1

BV (5,6) = V(5,6) | Fans]| < €1+ D [B(1s — 51777 | Funs )] o
+IE {p(\s —38)) +1s -3 | fm} } Vs,5 € S[0,T], € € XV,
4
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(iii) For any s € S[0,T) and any ¢(-) € LL(;C([0,T);R™), the map t — V (t,p(t)) is F-adapted on
[s,T]. In particular, for any (s,§) € DP, the map t — V (¢, X (¢;s,£)) is F-adapted.

Proof. (i) By Proposition 2.1 and (H2), we see that for any fixed (s,§) € DP,
e B[ [ 1o X (s €)ldr + h(r, X(ris, )] | 7] < CO+ e, 7€ Sl 7).

Hence, J, ¢(7) is a well-defined Fs-measurable random variable. Next, it is clear that ¢t — J, ¢(t) is contin-
uous. Thus, by Theorem D.12 of [15] (see also [8]), with a minor modification, we have the existence of an
optimal stopping time 7(s, &) for Problem (S).

(i) For any (s,§), (s,&) € DP, by (H2) and Proposition 2.1, we can get

9 —
[10(0) = Jo£(0)] < B| / l9(r, X (r;5,€)) = g(r, X (r; 5,€))|dr
(6, X (6:5,€)) — h(8, X (0:5,€)| | 7] (2.16)

< CE| sup [X(t5,6) = X(t:5,9) | Fl<cle-g, voeshs,
tels,

with C' > 0 being an absolute constant. Hence, (2.14) follows. Next, let s,5 € S[0,T], ¢ € X5, and
0 € S[s A8, T]. Observe the following:

‘]E[Js,g(s VO) — Jse(5V0) | fm]

- ‘E[h(s VO,X(sV0;s,6)—h(3V0,X(EV0;5E))

+ /:veg(t,X(t; 5,6))dt — /:veg(t,X(t; 5,6))dt | fm}
= [B{ v [0, X(0315,€)) — h(6, X (6:5,))]
+L(sco<s) [ H(0, X (6:5,€)) = h(5.8)] + [iscocs) [h5.€) = b8, X (6:5.€)

+I(5V§S9) [/ g(t7X(t737§))dt_ [ g(t7X(t;§7 5))dt

+ /89 (g(t,X(t; 5,8))dt — g(t, X (t; 5, f)))dt}

Vs

(2.17)

+ls<o<s) /@9 g(t, X(t;8,8))dt — I(5<9<s) /QG g(t, X (t;5,€))dt | fsAg}
< B{ Lavs<o LIX(0;5,€) = X(6:5,6)| + Liacocn) |[LIX (8:5,€) — €] + (1 +|€])p(ls — 5)]
+I(s<o<) | EIX(0:5,6) = €] + (L + [¢)p(ls = 31)]
+C(1+ sup [X(t5,)+ sup |X(:5,6)[ )]s — 5]

te(s, T te[s,T)
6
+I(sVéSé)/ L|X(t,57£) 7X(t;§7£)|dt | fs/\g}
sVs

< c{@+ 16D [E(ls - sl | Funs)] T+ (14 IEDE[p(s — ) | Fans]

1+ JEDE[s 51 | Fans] + (L4 16D [E(ls - 57750 | £ina)] 7 )

<+ [EN{[E(1s = 5177 | Fons)| T +B[olls — 51) + |s 51 | Fons] }.



Hence, taking 6 = 7(5, £), we obtain (note 7(5,£) > 3)

]E{V(s,f) -V(5,9) | ]:s/\§:| < IE{Js,f(S V7(5,6) - Jse(7(5.9)) | }—s“] (2.18)

p—1
< C+ED{[E(ls =577 | Fons)] 7 +E[plls =5 +1s =31 | Funs] |
Exchanging the roles of s and 3, we obtain (2.15).

(iii) is clear. O

3 Principle of Optimality and BSPDVI.

We now would like to formally derive the equation that the value function V'(-,-) should satisfy. To this
end, we first state the following principle of optimality.

Theorem 3.1. Let (H1)-(H2) hold.
(i) For any (s,€) € DP,
V(S’ g) S h(87€)7 a's' b (3.1)
and

V.8 < ot B [ o0 X (s )+ VX (s ) E], as (32)

(ii) For any (s,&) € DP, if § € S[s, T is an optimal stopping time of Problem (S) for the initial point
(s,€), then

V(0,X(0;s,€) =h(0,X(0;s,6)), a.s. (3.3)
Hence, the following is the smallest optimal stopping time of Problem (S) corresponding to (s,€):
#(s,6) = inf {t € [5, 7] | V(£ X (t:5,€)) = h(t, X (t:5,)) }. (3.4)
Moreover,
P({7(s,€) > s}A{V(5,6) < h(s,€)}) =0, (3.5)

where AAB = (A\ B) U (B\ A), for any A, B € F, and

V.X(05.6) = B[ [ olr X(i5,0)dr + V(. X (5,7
VO € S[s,7(s,€)], Te€S8H,7(s,8)], as.

(3.6)

The above results are basically known (see [8]). For readers’s convenience, we sketch a proof in the
appendix.

Note that (3.5) tells us the following: Up to a IP-null set, one has

{7(s,8) > s} ={V(s,€) <hl(s,8)}. (3.7)
Consequently, up to a IP-null set, the following holds:
{7(s,8) = s} ={V(s,6) = h(s,8)}. (3.8)

On the other hand, (3.2) implies that

[% T
VOXO5)+ [ ot Xss ) B[V X(ms )+ [ g Xeis R g
Vo € S[s,T), 7 € S[0,T).
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This means that .
0 V(O.X(0:50)+ [ glrX(ris,O)dr
is an F-submartingale on [s, T]. Likewise, (3.6) implies that

T

6
v&xwwf»+/gmwi@ww:EW@Xvw£»+/g@XvMQWW%} (3.10)
Vo € S[s,7(s,&)], T € S[0,7(s, )],

which means that )
0= VOXO5.)+ [ gl X(ris,€)dr
is an F-martingale on [s, 7(s, §)].

Next, we would like to derive the Hamilton-Jacobi-Bellman equation for the value function V(-,-). To
this end, let us first make a convention: for any differentiable map f : R" — R™, with m > 1, the gradient
fe :R"® = R™ ", and for m =1, f, : R® — R". Now, we recall a special case of the It6-Kunita’s formula
([16], [23]).

Theorem 3.2. Let F : [0,T] x R" x Q — R satisfy the following:

(1) (t,x) — F(t,z,w) is continuous almost surely;

(2) x — F(t,x,w) is C2, for each t € [0,T], almost surely;

(3) For each x € R", t — F\(t,x,-) is a continuous semi-martingale with

F(t,x):F(O,x)—i—/O qo(r,m)dr—l—/o (q(r,2),dW (),  (t2) € [0,T] x R",

for some ¢°(-) and q(-) satisfying the following: For each x € R", t — (¢°(t,x), q(t,x)) is F-adapted, taking
values in R x R?, and for almost all (t,w) € [0,T] x Q, z + q(t,x) is C'. Then

FitX(0) = FOXO) + [ {00 X0) + (b0r: XOD Eulr X))
—&—%tr (o X (), X ()T Foa (r, X (1)] + 1 [0, X (1)) (r, X ()| Jr (3.11)
[ Galr X0 + o X )T X)W ().
According to our convention, ¢, is taking values in R¥", and F, is taking values in R™. Now, for

any (s,€) € DP, suppose 7T(s,£) is the corresponding minimum optimal stopping time. Suppose the value
function V(-,-) admits the following representation:

V(t,x):V(s,x)—i—/ qo(r,m)dr—l—/ (q(r,2),dW (), ()€ [s,T] x R",

with ¢%(-) and ¢(-) being undetermined. Then by It6-Kunita’s formula, for any t € S[s, T},

V(X (655,€) = V(9 + [ {0 X(55.0) + (bl X (r5,0). Vi X (155.6))
1
3t [o(r X (rs5,©)o(r, X (r:,6) Vaalr, X (r:,6))| 5.12)
or [0, X (r35,€))aa(r, X (735,€))]| }ar
+ [ X 035,9) + 01 X (755, ) Vil X755, €0). AW (1))
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Hence, by (3.2), we have

0<E[ [ grX(is.)dr 4 V(X (85.6) - V(s OI7]
= E[/ {g(r,X(r; $,8)) + ¢ (r, X (r;5,€)) + (b(r, X (75 5,€)), Va(r, X (r;5,£)))
—l—%tr [U(T,X(r; 5,6))o(r, X (r;8,6) Vo (r, X (r; 5,5))}
+tr [U(T,X(r; $,8))qu (1, X (15 8,5))} }dr ‘ ,7-"5}.
Dividing it by (¢ — s) and sending ¢t — s, we obtain

0.< gl5,€) +4°(5,€) + Va5, O0(5,6) + 5t [0(5, (5,6 Va5, )| #x [0(5, Da(5,)].

as. , V(s &) eDr.

On the other hand, on the set {V(s,£) < h(s,§)}, one has 7(s,§) > s, and

0
0 V(O.X(0:56) + [ glt, X(t:5,)i
is a martingale on [s,7(s,£)). Hence, it is necessary that
0=9(5,6) +4"(5, )+ (b(5.€), Va5, Vgtx[or(5, )05 " Vo s, )t (5, )2 5. 6)

a.s. on {V(s,€) < h(s,&)}, V(s,&) € DP.

Therefore, it is reasonable to require that

@ r,x) > —%tr [a(r,x)a(r, )TV (r, x)] —{b(r,x), Vy(r,x))
—tr [o(r,2)an(r,2)| —g(r0),  as. (@) €[0,T] xR,
C(r,x) = —%tr [a(r,x)a(r, )TV (r, 3:)] —{b(r,x), Vy(r,x))

—tr [a(r, x)qz(r,x)] —g(r,z), as. on{V(r,z)<h(r,z)}, (r,z)€[0,T]xR".

If we let 8 : R — [0, +00] be a monotone graph defined by
Oa +00 ) Z Oa
Blp) = | ] g
0, p <0,

then we should have

qo(r7 x) € —%tr {a(r,x)a(r, x)TVm(r, x)} —(b(r,x), Vy(r,x)) —tr |o(r, 2)g. (r, 33)}
—|—5(V(7‘, z) — h(r, x)) —g(r,z), as., (r,z)el0,T]xR",

which is understood as follows:

qo(rv‘r) = 7%‘“ |:O'(7”, $)(T(7”, x)TVME(Ta x)} - <b(7‘, x)v Vx(rv ’JJ) > —tr [O’(T’, x)‘]z(rv :L’)]
+¢(r,z) — g(r,x), as., (rz)el0,T] xR,
(ra) e B(V(ra)—hrna)),  as., (na)e[0,T) xR,
8
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In the above, {(-, z) is required to be [F-adapted. Consequently, we should have

T
V(t,x)=h(T,z)+ 1tr o(r,x)o(r, x)TVm(r, )|+ {b(r,x), Vo(r,x))+tr|o(r, x)q. (r, z)
)
T

—((ryz) + g(r,x) pdr — /t {q(r,z),dW(r)), tel0,T), zeR", (3.20)

C(t,z) € ﬁ(V(t,x) - h(t,a:)), te0,T], zecR"™

We call (3.20) a backward stochastic partial differential variational inequality (BSPDVI, for short). Note that
in (3.20), the unknown is the triple of F-adapted random fields (V,q,{) : [0,7] x R" x Q@ — R X R? x R.
Note that last inclusion in (3.20) is equivalent to the following:

V(t,x) — h(t,z) <0, ((t,z)>0, (t,z) € [0,T] x R", a.s. , (3.21)
V(t,x) — h(t,z)|((t,z) =0, (t,z) € [0,T] x R", a.s. , .

4 Adapted Solutions.

In this section, we will introduce notions of adapted solutions for BSPDVT (3.20), and will carry out some
preliminary studies. To begin with, let us make a little preparations.

By a multi-index @ we mean a = (aq, -+, a,) with each «; being nonnegative integers, and we define

lal = >0, a;. We write © = (21, - -, 2,,) for any generic point in R". For any multi-index a = (a1, -+, ay,)
and any smooth function f(-), denote

% f(x) = 05} -+~ O f (). (4.1)

For any domain G C R" (G is allowed to be R"), let C*(G,R) be the set of all functions f : G — R such
that

sup  |0%f(2)] < 0. (4.2)
2€G, |a|<k

We may similarly define the spaces C*(G;IR"™) and C*(G; R™*%), etc. Clearly, these are Banach spaces.
Next, we let W™?(G;R) be the usual Sobolev space of all functions f(-) such that

Ol = 3 [ 100 f@)Pde < . (4.3)

la]<m

and H™(R") = W™2(R"). For any Banach space B, let L (0,7 B) be the space of all bounded IF-
progressively measurable maps f : [0, 7] x Q — B, with the norm

1fOllLg o) = esssup  [[f(t w5 (4.4)
(t.w)€[0,T]x

Here, B could be C¥(G;IR"), say. Similarly, we let Cp(0,T;B) be the space of all B-valued IF-adapted
continuous processes, which is a closed subspace of Ly (0,T; B).

We now introduce the following definition.

Definition 4.1. (i) A triple of random fields (V,q,() is called an adapted strong solution of (3.20) if
for each x € R", t — (V(t,z),q(t,x), (¢, ) is F-adapted and for almost all (t,z,w) € [0,T] x R" x Q,
x — V(t,x,w) is twice differentiable, x — q(t,z,w) is once differentiable such that (3.20) is satisfied for
almost all (z,w) € R" x Q.

(ii) An adapted strong solution (V,q,() of (3.20) is called an adapted classical solution of (3.20) if for
almost all (t,w) € [0,T] x Q, x — V(t,z,w) is C%, x — q(t,z,w) is C', and x — ((t, ) is continuous.

9



Once we have the well-posedness of our BSPDVI (which will be treated in next section), it is natural to
ask if the solution V(-,-) to the BSPDVI has anything to do with our Problem (S)? The following result
answers this question: Under appropriate conditions, the solution of BSPDVI (3.20) coincides with value
function of Problem (S), via which an optimal stopping time can be identified.

Theorem 4.2. Let (H1)—(H2) hold. Suppose (V,q,() is an adapted classical solution to BSPDVI (3.20).
Then V(-,-) is the value function of Problem (S). Consequently the part V(-,-) of the adapted classical
solution (V,q,() to (3.20) is unique. Moreover, the following gives the smallest optimal stopping time of
Problem (S):

7(s,6) = inf {t € [5, 7] | V(£ X (t:5,€)) = h(t, X (t:,€)) }. (4.5)

Proof. Let (s,£) € DP, and define 7(s,£) by (4.5). By It6—Kunita Formula, together with the BSPDVI
(3.20), we have

Vis.8) = E[ [ g(n X(ri5.)dr + V(r X(ris )|7]. vr € ST 7l (16)

Hence, taking 7 = 7(s, ), we have

7(s,8)
V(s, &) = ]E[V(?(s,f),X(?(s,f);8,5)) —I—/ g(r, X (r;s,€))dr ’ ]:s:|
s (4.7)

7(5,8)
=E [h(%(sv 5)7 X(%(Sa é—), S, 5)) + / 9(7“7 X(’I“; S, 5))d7’ | -7:5:| = S,E(i—(& 6))
This means that 7(s, £) is an optimal stopping time for our Problem (S). From the above, we further conclude

that the part V(-,-) of the adapted solution (V, ¢, () to BSPDVI (3.20) is unique, and from (4.5), 7(s,&) has
to be the smallest optimal stopping time (noting (ii) of Theorem 3.1). O

Next, we would like to make a reduction which will be very useful below. To this end, let
t t
h(t,z) = h(0,z) —|—/ pl (r, ) dr —|—/ (p(r,x),dW(r)), te[0,7], (4.8)
0 0

for some suitable p°(-) and u(-). Suppose (V,¢q,() is an adapted classical solution to the BSPDVT (3.20),
and all the coefficients have required order of derivatives. We fix a p > 2 and let

_ _ V(t,x) — h(t, z)

Vo) = =T e
q(t,z) = W, (t,z) €[0,7] x R", a.s. (4.9)
Gt =

Note that in the case z +— V(t,z) — h(t,z) grows at most linearly, z — V(t,z) will be L2-integrable over
IR"™. According to the above, one has

V(t,z) = (14 |z|P)V(t,2) + h(t,z),
q(t,z) = (1 +[z[)q(t, z) + p(t, 2), (4.10)
((t,x) = (1+ [z")((t, @)
Consequently (suppressing (t, z))
Ve = (14 |2P)V, + plz|P~2Vz + hy,
Viw = (1 4+ |2[P) Vo + pla|P~2 [(me)T+mf/4 + [p(p — )|zt 4 plx P2V 4 hyo, (4.11)

Gz = (1 + |x|p)‘jx +p|x|p72qu + H-
10



Hence,

with

V(t.w)= 1+ [2") MV (tz) - h(t,2)]

= (1+ i) (n(r, x)—h(t,x)—&—/t {5t [or 210t 2) Ve )] + (b, 2), Vil )

+tr o)) |~ +otra)}dr = [ (atr).aW (o))

T

- /tTlIL[Iq’xT;)ndr+ /tT< 1u4(rr,|§|)p,dw(r)>+ /t {5t [otr.)otr )"

plz|P~2 [z VI +V,2T] N plz[P~4(p — 2)9c:vT—|—|x|QI]V—|—hmﬂ
1+ |zlp 1+ |zP

plz|P2Va + hy
1+ |z|P

C(T’, ‘T) B g(T,:L') r q(’l", l‘)
St e }dr—/t (v (s)

) 4tr [U(n ) ((Iz + ple[P—2qx" +ux)]

+ (b(r,x), Ve + 5 2

plz[P~20(r,x)o(r,z) Tz (4.12)

- /tT{ % te[o(r,2)o (. 2) Vs | +{blr. 2) + ET Ve)

PP (p = D)o (r,2) al? + [af?|o(r, 2)*] + 2p|2[P72 (b(r, ), =
| 201+ []?)
plzlP20(r, )T .

1+ |z|P

+(1+[zf?)” [;tr(< D)7 (1, 0) b (7, )) + (b(r,2), o (7, ))
+tr(a(r,x)um(r,x)) (ryx) + g(r,x } /t Wi(s))
)

Ly

+tr [U(T, z)qx} +(

= [ L 2o, 200, 2 Taa )] + (502, T, 2)) 4300, )7 (1,2)
JREE! )

#tr o, 0)0s(r. )] 43 2) ) L) + 5 ) e [ (a0, W (),

S

plz|P~20(r,z)o(r,z)Tx
1+ [z
plz[P~[(p = 2)|o(r, 2)" x| + |2 (r, 2) *] + 2plx[?~2 (b(r,z),x)
2(1 + [[P) ’
plz[P?o(r,2)"x (4.13)
Ltz

b(r,z) = b(r,z) +

I (r,z) =

7 (r,z) =

(r2) = (14 [al?) ™ [Six (or,2)o(r, ) D)) + (b0, 2), B, ) )

—|—tr<0(r7 ) g (7, x)) + 10 (r, ) + g(r, x)] .

Note that by the definition of 3, we see that

C(t,z) € ﬁ(V(t,:E) - h(t,:lc))7 (t,z) € [0,T] x R", a.s. (4.14)

is equivalent to

§(t,x)eﬁ(f/(t,m)), (t,x) € [0,T] x R", as. (4.15)

Next, we have

(4.16)



where (with o = (01, -+, 04), each o; takes values in R"™)

V-o=(V-01,,V-04)7, (4.17)
and
d d .

V. ZV kafk Z( (o1%:0%), av'(ffnkak))

) k=1 k=1 . ]
= Z <U1k(V c0k)y e Onk(V - op ) + Z ( (01k)a ,o}f(onk)z) (4.18)

k;l . . k=1
= (V . o‘k)ak + Z(O’k>10'k Z [ V Uk ]+ Uk) ] Ok.

k=1 k=1 k=1

Then, we can get

1 = = o T _ 0 o\ r o~
2ti<UJTVII) +(b, V) +b°V + tr (U%) +(3%q)—C+g (4.19)
=5V (00" V2) + (b= V- (00"), Vo) +b"V + V- (09) + (6° =V - 0,7) —C + 3.
According to the above reduction, we have the following divergence form of our BSPDVI:
T
V(t,2) = /t {%v ot @), 0) Valr, @) + (b, ), Valr,2)) 480, 2) V ()
e (o 2)a(r,2)] + (3, 2),alr,2)) ~C(r,w) + (1, ) fdr w20)
—/t (q(r,x),dW(r)), tel0,T], ze€R"
((t,x) € B(V(t,x)) te0,T], =eR",
with
b(r, ) zg(r, x)—V- [0’(’/‘ x)o(r, m)T}
=b(r,x) —V- |:0'(7", x)a(r,x)T} + plz|P~ 01(:_» Tx)i(rv z)'w 7
(o) P2y = P10 = Do)l + oo (r.0) 2] + 25l =2 (0(r2). )
P = V) = 21+ aP) )
o =0 —V.o(rz _p—|x|p720(r,x) L _V.olrz
7(r,2) =5"(r,z) = V-o(r,z) = T o V-o(r,z),
902) = 3(r,2) = (L [of7)7" [Str (000, 2)0 0, 2) haar,2)) + (000, 2), ()
+tr(a(r, ) g (1, x)) + 10 (r, ) + g(r, x)] .

In order the above reduction to be possible, and for the purpose of some other further discussions, we

introduce the following assumption.
(H3) For some k > 24 %, the maps b(-), (-), 9(-), po(-), p(+), and h(0,-) satisty the following:
{ b(-) € Li(0, T; CH(R™R™),  o(-), u(-) € Lg(0, T; CH(R™ R™ 7)), (12
90 po(-) € L (0, T; CHR™R)),  A(0,-) € CHR™R).
Under (H3), we see that
7 70 -0 <
{ :b(t"’;)' HOG Dl GOl <C e ha) e [0,T] xR, as. (4.23)

g(t,z)] < C(1+J27) 7,
12



In what follows, we will choose p > 2 which will lead to
/ Gta)de < C, Ve (0,T], as. (4.24)

We may introduce adapted classical and strong solutions to the divergence form of BSPDVT (4.20) similar
to Definition 4.1. On the other hand, let us now introduce the following notion.

Definition 4.3. A triple
(V,q,0) € Lip(0, T; H'(R™)) x L (0,5 LA(R™; RY)) x Li: (0, T; L*(R™)) (4.25)

is called an adapted weak solution of (4.20) if for any p € H*(R"),

V(t,x)p(z)dx = / / o(r,x)TVu(r,2) + q(r,z), o (r,2) T, ()
[(b( x), Vo (r, ) Y400 (r, 2)V (7", z)+(a°(r, ), q(r, x) Y +g(r,x)—C(r, J;)]gp(x)}dxdr (4.26)

// (r,2)p(x)dz, dW(r)),  te[0,T].

{ V(t,z) <0, ((t,e)>0,  (tz)€[0,T]xR", as.,
V(t,z){(t,z) =0, a.e. (t,z) €[0,7] x R", a.s.

R"™

and

(4.27)

We point out that any adapted strong solution (V,g,(¢) of (4.20) must be an adapted weak solution of
(4.20). Similar to [18], we can show, by an argument using integration by parts, that an adapted weak
solution is an adapted strong (classical) solution if it have the regularity that the later requires.

5 Well-Posedness of the BSPDVI

In this section, we are going to discuss the issue of the well-posedness of BSPVDI. First, we have the following.
Theorem 5.1. Suppose (H3) holds. Let (V,q,() and (‘7,(7, E) be adapted weak solutions to (4.20) with
V.,V € L} (0,T; H(R™M),
7,4 € L%(0,T; L*(R™; R%)), (5.1)
¢.C € Lp(0, T L*(R™)).

Then

Vit,z) =V(t,z), qlt,z)=q(t,z), C(tz)=C(t), (t,z) € [0,T] x R", as. (5.2)
Proof. Suppose (V,q,¢) and (‘7, q, Z) are two adapted weak solutions to BSPDVT (4.20). Set
V=V-V, G=q¢-¢ (=(-C (5.3)
Then (‘7, q, Z) is an adapted weak solution to the following linear BSPDE:

~

\7(75795) = /tT {%V . {a(r,x)o(n x)TVm(r, x)} +{b(r,z), 1795(7“, x)) —1—1710(7‘7 x)\//\'(r,x)

+V. [U(T, x)q(r, x)} +(a%(r,z),q(r,x)) —E(r,x)}dr (5.4)

T
—/t (q(r,x),dW(r)), te0,T], zeR"
13




By an Itd’s type formula (see [18] for details), we have

T
E [ |[V(t2)|de = ]E/ / { — 0" Va2 + [20° — (V- D)IV? - 2(q, 0" Vs)
R’IL t n
+2(5°,q)V — 20V — |2ﬂ2}dxdr
T
:IE/ / {— 0TV 43— V2 + 16°2 V2 - 2(a™V,,5°V)
o e
H[28° — (V- D)V - 26‘7}dwdr
T A~ A~ — — A~ AN
:IE// {f |0TV1+5750V|2+{|50|2+V~(060)+2bof (v.b)}\ﬂ —2§V}dmdr
-

Note that

V(t,2)C(t,2) =Vt 2) =V (t,2)] [Ct 2) =t 2)| ==V (8 2) Xt 0) -V (1, 2)C () 20,

Thus, the above implies that

T
]E/ [V (t,z) = V(t,z)]Pdx < C]E/ / |V (r,z) — V(r,z)|>dzdr.
n . n

Hence, by Gronwall’s inequality, we obtain that

Vt,z) =V(t z), (t,z) € [0,T] x R", a.s.
Further, (5.5) implies that
q(t,x) = q(t, x), (t,z) €[0,7] x R", a.s.

Then, by virtue of (5.4), we have

((ta)=C(ta), (L) €[0,T] x R, as.

which proves our conclusion.

To establish the existence of an adapted weak solution, we define

0, p € (—00,0] LJ(2,oo)7
n(p) = 0, pE (O7 1],
2 —p, p € (1,2],
and define o ,
Y(p) Z/O /o U(T)dmh':/o (p —r)n(r)dr, peR.

Thus, 9 : R — R is C?, nondecreasing, and convex.

(5.11)

(5.12)

Now, for any € > 0, we consider the following semilinear backward stochastic partial differential equation

(BSPDE, for short):

T

1 _ _

Ve(t,x) = / {§V (UUTVf) + (b, VEY+°VEHV - (0¢°) + (°,¢°)
t

+g—w(‘f)}dr—/tT<q6,dW(r)>, (t,2) € [0,T] x R",

14
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The unknown of the semilinear BSPDE (5.13) is the pair (V¢, ¢°) of F-adapted random fields. The following
is a special case of a relevant result found in [28].

Theorem 5.2. Let (H3) hold. Then the semilinear BSPDE (5.13) admits a unique adapted classical
solution (V¢,¢%). Moreover, for any p > 1 and any compact set K C R",

T
IE{ sup |8aV5(t,ac)|p} + ]E/ sup |0%¢° (¢, x)|Pdt < 00, V]a] < 2. (5.14)
te[0,T], zeK 0 zeK

We hope that the unique adapted classical solution (V¢,¢°) of (4.20) will converge to (V,q) in some
sense, where (V,q, () is the adapted weak solution to our BSPDVI (4.20). Moreover, it is a hope that the
value function V' of Problem (S) can be identified by V' through (4.10). However, we note that in the above
estimate (5.14), the bound of the left hand side not only depends on the compact set K, but also depends
on € > 0, in general. Hence, we first would like to establish some estimates for (V¢,¢%) (on the whole space
[0,7] x R™) which are uniform in £ > 0. To this end, we begin with several lemmas whose technical proofs
will be given in the appendix.

Lemma 5.3. Let 0 : R — [0,00) be convex and piecewise smooth. Suppose that

0=46(0) = glei]g 0(p), (5.15)
and
0 (o) < CO)0"(p),  ac. pER, (5.16)

for some constant C > 0. Let (V¢,¢°) be the adapted classical solution to BSPDE (5.13). Then
T 2
E [ o(V(ta))ds+ IE/ / {07 (Ve r,a))| olr,2) Ve (1) + ¢ (r,)|
R t JR»

_HQ/(VE(T’ x))q/)(@) }dzdr S C]E/tT/ . |9/(V6(T7 )| (|VE(T, x)| + |g(r, :c)|)dxdr, (5.17)

te[0,T].

The above lemma can be used to establish several interesting estimates for (V¢ ¢%).

Lemma 5.4. Let (H3) hold and (V#,¢°) be the classical solution to the BSPDE (5.13). Then there
exists a constant C' > 0, independent of m > 1 and € > 0, such that

T
sup E |V8(t,x)\2mdx+IE/
0

mA|VE () 272 | (r,2)TVE (r, @) 407 ()
t€[0,T) R

R (5.18)

€ T
st () (SN e e [ gt ve >0, m 1,
€ 0/r"
2 T T 2
sup E <V€(t,x)+) dgc—HE/ / {‘a(r,x) V;(r,x)_;_q‘f(r,m)‘ Iivesoy
R" o Jrr

te[0,T] . (5.19)
+V€(r,x)+w(@) }da:dr < C’]E/0 /n (7, )P Ivesopdadr, Ve > 0,
. Ve(t, x) T Ve(r,z)\ 2 e 9
sup Ef V (t,$)¢<7)d$+E w<7) dzdr < CE |g(r, z)|*dzdr. (5.20)
te[o,7] JR™ € 0o JR™ € 0 JR"
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Next, differentiating the BSPDE (5.13) with respect to zx, we get
T 4 B B
Vi (t2) = / {3V (007 (Vi )a) + (B, (VE)e) 48OV, +V - (045,) + (0%, 65, )

_1/’/(?) Vg + %V (007N Vi) + (B Vi) 88, V¢ (5.21)

T
+V - (02,9°) + <5gwq€ ) —|—gzk}dr - / (qik,dW(T) ).
t

We have the following result.

Lemma 5.5. Let (H3) hold and (V¢,¢°) be the classical solution to the BSPDE (5.13). Then there
exists a constant C' > 0, independent of € > 0, such that

T € €
E |Vf(t,x)|2dx+]E/t/Rn{|g(7.’x)TV;I(T,x)_i_qi(r’x)TF_’_|Va; (r,x)l2w,(V W o

R" < (5.22)

T
ch// (IgCr. )P+ g (r.2)? ) dedr, ¥z > 0,1€[0,7],
.

Note that in [18] (see [19] also), to obtain an estimate similar to (5.19), a symmetric condition was
assumed. Our proof above removes such a condition. Next result gives the monotonicity of the sequence
{Ve(-,")}eso ine > 0.

Lemma 5.6. Let (H3) hold and 0 < € < §. Let (V¢,4¢%) be the adapted classical solution of BSPDE
(5.13), and (V?,¢%) be the adapted classical solution of (5.13) with ¢ replaced by §. Then

VE(t,x) < VO(t,x), (t,x) € [0,T] x R", a.s. (5.23)
Proof. We observe that by the definition of 1(-), one has
v v
—) > — . .
w(e)_zzj(é), Vo<e<d, veR (5.24)

Hence, by letting
R e A e (5.25)

we have

T
1 - -
Veitta) = / {5V (00TVET) + (B VED) 4OV 4V - (067%) + (0”07
t

» s . ) (5.26)
[o(5) -0 (5)Jar= [ wtawen). o) e 0.1 xR
Note that S S S S
N T I CO R ) I
SAVEH (1 =NV Ve Vv Vv
[ [ () (5]
with
)] <o o
Hence, by a comparison theorem for linear BSPDEs ([18]), we have
VES(t,z) <0, (t,z) € [0,T] xR", as., (5.29)
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which proves our conclusion. 0O

Having estimates (5.18)—(5.20), (5.22) and (5.23) for (V¢,¢%), we are now ready to prove the following
result.

Theorem 5.7. Let (H3) hold. Then BSPDVT (4.20) admits an adapted weak solution (V, q, ().

Proof. First of all, by Lemma 5.6, we see that

lim VE(t2) = V(ta),  ¥(t,@) € [0,T] x R", as. (5.30)

for some F-adapted random field V(-,-) with (¢,x) — V(¢,z) being upper semicontinuous, almost surely.
Next, by taking 2m-th root in both sides of (5.18), and then sending m — oo, we get

esssup [VE(t,z,w)| < C esssup lg(t, z,w)l, Ve > 0. (5.31)
(t,2,w)€[0,T]xR™ xQ (t,z,w)€[0,T]xR" xQ

Hence, by taking m =1 in (5.18) and combining it with (5.22) and (5.31), we have

esssup [Ve(t,z,w)* + sup E |VE(t, )| Pdx
(t,2,w)€[0,T] X R™ xQ tefo,1]  JR»

+IE o(r, ) VE (rx) + ¢S (r,2) T |2 + |¢° (r, 2) |
[ Al v m + i+ o) -

VETI‘ Ve(r,x) — el + |Vi(r,z
W) VR Vi
T
<C esssup lg(t, z,w)|* + ]E/ / |G (7, nc)\Qd;zcdr}7 Ve > 0.
(t.,w)€[0,T] X R™ x Q2 0 n

Next, by (5.32) and (5.20), together with the above, we know that with the V as in (5.30), and for some g
and (, one has

Ve SV, strongly in LE(0,T; L*(R")),

VE -V, weakly in L.(0,T; L*(R™; R"*")),

q — q, weakly in L2 (0,T; L*(R"; R%)), (5.33)
Ve
1/)(?) ¢, weakly in LA(0,T; L3(R™)),
and
]E/ / VE (r,z) —e]* + |VE(r, 2))? } vesoeydadr < Ce. (5.34)
This yields
(V= &) 4 [VE [ Iyesany — 0, strongly in L} (0, T3 L*(R"™)), 55
[vs(t,x) n |V;(t,z)|]I{V5225} ~0, ae. (t,z) €[0,T] x R", as
Then it is necessary that
V(t,z) <0, (t,z) €0,T] xR", as. , (5.36)
and together with (5.30), we have
{V <o} = J{v: <o} (5.37)
e>0
Also, it is necessary that
((t,x) >0, a.e. (t,x) €[0,T] x R", a.s. (5.38)
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On the other hand, by applying the dominated convergence theorem to (5.19), we obtain

(V5)+¢<§) = V%/J(%) — 0, strongly in L (0,T; L*(R™)),

VE(t,x)qﬁ(@) —0, ae. (t,z) € [0,T] x R",

Hence, it is necessary that
V(t,z)((t,z) =0, a.e. (t,x) €[0,7T] x R", a.s.

Now, for any ¢(-) € C§°(R"), we have from (5.13) that

T
1 — —
Viba)p()dn = [ [ { = (GoTVE oo (B VE) VS
R™ t "

+<00,q5>+g—w(‘f)}w}dxdr—/tT</ang0dm,dW(r)>7 te|0,7T).

Then letting € — 0, along a sequence, we obtain
_ T 1 e
| vitaeade= [ {~(GoT+a0Ten)
+[(B,V2) OV + (0°,) +g — C|p fdudr —/ </ Gpdz, dW (r)),
t n

Hence, (V,q, () is the adapted weak solution of (4.20).

a.s.

te 0,1

(5.39)

(5.40)

(5.41)

(5.42)

From the above, we see that for any ¢(-) € C§°(IR"), the map t — [p. V(t,2)@(x)dz is continuous.

6 Identification of the Value Function

In this section, we are going to identify the weak adapted solution of BSPDVI as the value function V(- )
of Problem (S). Suppose (V¢(+),q°(+)) is the adapted classical solution of (5.13). Let

{ Ve(t,z) = (1+ [2P)VE(t, ) + h(t,2),
E]ve(tam) = (1 + ‘x|p)q€(t7x) + M(ta Cﬂ),

Then

(t,xz) € [0,T] x R™.

Ve(t,z) = (T, :c)+/tT{;tr [0(7‘, 2)o(r, :z:)Tf/:fx(r,:r)} +(b(r,z), VE(r,z))

Ve T

+tr [J(r, x)q, (r, x)}fw(w)Jrg(r, x)}drf/t (q°(r,z),dW(r))

T T
Eh(T,xH—/t qNO’E(r,x)dr—/t (G5(r2),dW (), (b) € [s,T] x R

18
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Consequently, by Ito-Kunita’s formula, we have

t

V(8 X (155, €)) = V(5. €)+ | {7070 X (035,94 (b0 X35, €)), 2 (. X 135,6)))

S

b5tr o X(ri5,€)o(r, X (735, 0) V2 (r, X (7:5,0))
i [0 (r, X (rs5,€))35 (r, X (r:5,€))] far

+ / (G0 X (15, )) + o (r, X (13 5,€)TVE (1, X (15 5,€)), dW (1))

_ e(s.) +/t {w(VE(nX(r;s,ﬁ)) —h(nX(r;s@))) gl X (ri5,)}dr

9

S

" / (G5, X (r15,)) + o (r, X (15, €))7V (1, X (15 5,€)), AW (r) )

Thus, for any 7 € S[s, T,

Jse(T) = ]E[/STQ(T,X(T; $,€))dr + h(7, X (3 575))|Fs}

o) + E[/ST¢(VE(T,X(T;S,§)) — h(r, X (r; 8’5)))dr|fs}

3

+IE {h(T,X(T; $,€)) — XN/E(T,X(T, s,f))’fs}.

By our discussion above, we know that under (H3),

VE(t,z) LV (tx),  Y(tz)€[0,T] x R", as.
with (¢,2) — V*(t,x) being upper semi-continuous, and by (5.36),
V*(5,6) = (L +[z[P)V(s,) + h(s,€) < h(s,€),  as., ¥(s,§) € DP.

Now, sending e — 0 in (6.4), we have

Toe@= V(5. O+ B[ [ €0 X35, )ar | F B[ X (35,0~ (X (. )7,
with
CH(tx) € B(V*(t,x) - h(t,x)), (t,z) € [0,T] x R", as.

Hence,
JS,E(T) > V*(5a§)7 (575) € Dp7 TE S[SvT]a

which leads to
V(s,) > V*(s,6),  (5,€) € D,

Next, let (s,&) € DP be fixed. We define

w(s,€) = inf {r € [s, 7] | V*(r, X(r:5,€)) = h(r, X (r;5.€) }.

(6.4)

(6.8)

(6.9)

(6.10)

(6.11)

Since t — V*(r, X(r;s,€)) — h(r, X (r;,£)) is F-progressively measurable, by Début Theorem (see [6], [21]),

7*(s,&) € S[s,T). Then taking T = 7*(s,£) in (6.7), we obtain

Vi(s,8) < Jsg(17(s,€)) = V7 (5, 8).

19
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Hence, combining the above with (6.10), one must have the following:
Vi(s,§) =V(s,§),  V(s,§) € D" (6.13)

That means V*(-,-) must be the value function V(-,-) of Problem (S). Consequently, (t,z) — V*(t,x) =
V(t,z) must be continuous itself. Moreover, the smallest optimal stopping time can be identified through
(3.4).

Acknowledgement. The authors would like to thank the anonymous referee for his/her suggestive
comments which leads to the current much better version of the paper.
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7 Appendix

In this appendix, we collect some proofs.

Sketch proof of Theorem 3.1. (i) For any 7 € S[s, T], we have
V(s,6) < Joe(r) = IE{/: g(r, X (r;5,€))dr + h(r,X(r))|fs] (7.1)
In particular, taking 7 = s, one obtains (3.1). Next, for any T € S[s, T, take 6 € S[r,T]. One has
V(5.8 < Ju0) = B[ [ glr X5, 4 x(rny O)] 7] (1.2
Taking infimum with respect to 6 € S[r,T] yields

V(.8 <E[ [ gn X5, 9)dr + V(r X(ris. )| 7] (7.3
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Hence, (3.2) holds.
(ii) Suppose § € S[0, T is optimal for the initial point (s,£&) € DP. Then

B [
V(s,€) = J,E(e)zlE[/ o(r, X (r:,€))dr + V(8. X(8:5,6)| 7]

(7.4)
> inf ]E[/ (r,X(r;s,&)dr + V(r, X (1;5,€) |.7-"}>V( ,6).
TES[s,T)
Hence, the equalities in the above have to hold, which implies
E[V(0,X(0;5,6)|F.| = E[n(0, X (3:5,€)| 7] (7.5)
Combining the fact
V(0,X(0;s,8) < h(,X(0;s,)), a.s. ,
we obtain (3.3). Next, for (3.5), if there exists a Qo C {V(s,£) < h(s, &)} with P(Qg) > 0 such that
?(Saf) =S, on Q0- (76)
then, trivially,
V(s,f(w)) = h(5?€<w)>7 w e QOa (77)

which contradicts the choice of Q. Conversely, if Q¢ C {7(s,£) > s} with P(Q) > 0 such that (7.7) holds,
then (7.6) has to be true (by definition of 7(s,€)), a contradiction to the choice of . Hence, (3.5) holds.

We now show (3.6). To this end, let (s,£) € DP. Define 7(s,£) by (3.4) and suppose P{s < 7(s,£)} > 0.
The case § = 7(s,§) is trivial. Thus, we fix a 0 € S[s,7(s,§)), and let 7 € S[0,7(s, {)]. From (3.3), we know
that any p € S[0,T) with P{u < 7} > 0 is not optimal for the initial point (0, X (6;s,¢)). Hence,

X (0, = inf X(r; .
V(ev (9’875)) /LE}S‘I%T,T}E[/Q g(T’ (T,S,ﬁ))d?"+JT,X(7-751§)(/1,)’-7:9}

i /eTgon,X(r; 5,€))dr +V (7, X (75 5,€))| o,

proving (3.6).
Finally, by taking § = s and 7 = 7(s,£) in (3.6), we see that

7(s,x)
VO =E[ [ gls X(sis.0)ds + hr(s.0), X (5,005, O)IF] = er(s.) (19)
which means that 7(s, &) is an optimal stopping time of Problem (S) for the initial point (s,£), and it must
be the smallest one. O

Proof of Lemma 5.3. By (5.16), we may assume that

0'(p) _ 0'(p)
0”(p) H/I(p) I{@”(p)>0}? Vp S IR,, (710)
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since 6 : R — [0, 00) is convex and piecewise smooth. Applying It6’s formula to 6(V¢), we have

T

_ € _ ava 1 A Ty/e T 1€
E Rne(v (t,x))dm- lE/t / {9(V )[2v (aa Vx)—i—(b,Vx)

= Ve 1

Oy/e . € ~0 ¢ = v e AE)2

VY - (00°) + (0% ) +5 =6 (<) | = 50 (VO)lg*|? fdadr
1 T
5B [ [ {owaleTveR 2 (a0 ()T - 0y o (V)
-

VE

+2(V - B)O(VE) + 20/ (V) [w(f) — Ve - g] }dxdr

o [ [ {rwn[omvir vt otv - o) e
+2(V - D)O(VE) + 20/ (V) [zb(%) — Ve — g] }dxdr

- ;E/tT/ Aorve|ovi+a - g((“//))oo‘z +2[(V5) = V- (06%)|6(v?)
JZ/SX/?;Q 15°% 4+ 6'(V°) {1/1(?) —b0veE — g} }d:cdr

> ;E/T/n (E omvs g +2[(v 8 - v (03] 00v7)
—2|g,/,((“i?)|2 %1% + 0/ (V?) [w(VE) — 80V — g }dudr

VE
ol Vitq®

>;]E/tT/ "{9“(1/8)

In the above, we have used the fact that |a — b| > 1|a| — [b|. Note that under our conditions,

9’(p)w(§) >0, a.e. p € R.

Hence, by Gronwall’s inequality, we obtain (5.17).
Proof of Lemma 5.4. For any m > 1, taking
0(p) = IpI>™,  peR™

Then (5.15) and (5.16) hold. Hence, by Lemma 5.3, we obtain

T 2
]E/ VE(t,z)?"d + ]E/ / {2m(2m - 1)(VE)2m72’ oTVE+ ¢°
R" ¢t JRn
€

am(veyri () badr < OB / ' /R 2mfVP (V] + 1) }dedr

< CIE/tT/n {(4m —1)(VeE)Pm 4 |§|2m}dxdr.

Then by Gronwall’s inequality, one has

T 2
E Ve(t,z)*™dx + IE/ / {2m(2m - 1)(V€)27”_2‘ oTVE +¢°
Rn, t n

5 T
+2m(vs)2m*1¢(v?) }dmdr < CeC™E / / 72" dadr,
S

which implies (5.18).
23

2+9'(v5)¢(?) ~CO(V)= €18/ (V)| (1V¥|+Ig1) pdadr.

(7.11)

(7.12)

(7.13)

(7.14)

(7.15)



Next, by taking
0(p)=(p")*, peR,
we have
0'(p) =2p", 0"(p) = 211450y,
which leads to
0'(p)* = 4(p™)* = 20()0" (p)-
Thus, (5.15) and (5.16) hold. Hence, by Lemma 5.3, we have

]E/ (vet.a)t) d:c+1E// {2vesoy|oVi

(V€)+1/1< )}dl’d?"

<C]E// 2VE)* |V5|+|g| dxdr<C]E// VE +\§|QI{V5>O}]}dm‘dr.

It follows from Gronwall’s inequality that

IE/Rn (Vs(t,x)+)2dx+lE/0T/Rn {\ oTVE +q5‘21{w>0} + (V€)+¢<¥)}dxdr
< CE /T/ lg(r, x)|21{vs>0}dxdr, Ve > 0,
o

with C' > 0 independent of € > 0, which leads to (5.19).

Finally, we take

0p) = p(2) = 2 / " ey — p / " ey

£ 9

Then
ple ple ple
<0'(p) = v(” 3/3_3/ _/ g/
00 =v(5) + L0 (E) =L [ nmar— | raydr+ £ [ nryar
) ple ple
_ n(r r—/ rn(r)dr,
€ Jo 0
and
PN L P (P 2 [7° p (p
00" = v'(5) + 5v(2) = 2 /0 n(r)dr -+ L (£)
Note that

sii-cn = (2) 2o (O e D2 ()50 2]

Now, for p € (—o0, 0], we have
0'(p)* — CO(p)8" (p) =0,
for any C' > 0; For p € (0,¢],
3 3
12 neN_ [P PP P’ r2pp* PP %
0'p)" = CO(p)0 ('0)_[663+5252] 0653{5 252+s3}_96(4 3C) =0,

provided C' > %; For p € (g, 2¢], since both ¢(-) and ¢'(-) are nondecreasing,

oii-cn=[o(2) 20 (] -0o(2) 20 ()£ (]

<[v@+20@)] —20vmwny=9- € <o,

Q
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(7.16)

(7.17)

(7.18)

(7.19)

(7.20)

(7.21)

(7.22)

(7.23)

(7.24)

(7.25)

(7.26)



provided C' > 54; And for p € [2¢, ),

2 2 2 4 4
0 (p)2—CH(p)0" (p ):[f—@ —C(g—l ?'0 _%——pﬂ—ch +2cp

2p(p
= —(C— £ < —4(C — - <
(c-2F (E 1)+1_ A(C—-2)+1=—-4C+9<0,

provided C > % Further, we claim that
Bw’(f) < 3¢(3) +1, peR
€ € €

In fact, the above holds for p < 0. Now, for p € (0, ¢],

3

(5) =g =w(2)

20(2) - -5 ) <2 -0(8) 1

and for p € (g, 00),

Hence, by Lemma 5.3,

E Vf(t,x)w(v

R

Darrf [ {B(D) - o (D)o
+[w(§) # o ()] (5) pawar

SCIE/T/n z/) E +§w’(§)}(|vf\+|g|)dmr

< C]E/ / VE + |g\)dxd7" te 0,17

Then by Gronwall’s inequality, together with Cauchy-Schwartz inequality, we obtain

€ T e\ 2 T
E Vs(t,x)w(m>dx+ﬂ3/ / zp(v—) dwdr < C]E/ / \g|%dzdr, t e [0,T).
Rn 6 t n 6 t n

This leads to (5.20).

Proof of Lemma 5.5. Applying Ito’s formula to |V (¢, 7)|? yields

—]E/ Ve (t,2)Pdx
o [ Vs 59 (00 05)2) #5020 BV 4 (0t + ()

fw'(?)%%v(( T VE) (b Vi) 482,V

TV (00,07) + (02,.07) 400, | — |5, 2 fdadr
—E// 0T (VE el +2(d5, . 0T (VE)e — VEGY) +d5, P +2 (a5, 0L (VE ) — Vi 50,

VE

OV (Ve (00T Vi)

H(v-8) - zbO} (VE P =2VE Gy + 20 (—
—OVE (B, VE) B2, (VE)? }dmdr.
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(7.27)

(7.28)

(7.29)

(7.30)

(7.31)

(7.32)

(7.33)



Note that (recalling o = (o1, -, 04), with each o; taking values in R"™)

<

Veon] = (V- Wa(o0ad .V WV (owa])

= (V2o (00)e ) FVEY (01 VDo (0)a ) HVET - [(00)s,])
= 08 (Vi)o + VAV - (02):

Hence, (recall that ¢ takes values in R%*™)

/ / q° ,ka e ) dedr = / / q°,V - a@k} Vi Voy, ) dedr
= —IE/ / kaqw> +(¢°,V-0g,) }dxdr.

On the other hand,

[((00T)e VEVE) | = (00T ) Vi V) H (00T )i (Vi) Vi V(00 ) Vi (Vi)
= <(00 )mkmkVZE7 Vzg > +2 <(00T)Ikvz€7 (Vze)fbk >7

which implies that

IE/ / Vars (067) 4, ViE dxdr——f]E/ / (001 2,2, VE, VE) daxdr.

Thus, (7.33) can be written as

—]E/ |V.S t:v|2dx

-5 oW 2, 0TV~ Ve g, - 2Vt (o)

2(¢°,00 — V- g b) — 20°)(Vs, )* 2 oy (Vo) Vi)
+2(¢%,58, = V-0, ) Vi, + (V- 8) = 2800 (VE )2 =2V, g, + 208 (— ) 2
1 € £ e /7 € 7 £

5 (00T o VEVE) =2V, (bay V) 482, (V9)? pdadr.

In what follows, we let

T bT
n ay 1
(A,B) =tr(ABT) = Zakbk, vA=| : |, B=| : | erv™
aT bT
Then one has .
AP =tr (ATA)=>" Z lai; >, VA= (ay) € R™™.

1=1 j=1
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(7.35)
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(7.38)



Now, summing (7.38) up with respect to k, we obtain (recall that ¢, takes values in R*™)

—IE/ VE(t, o) 2da

_Z]E// 0T (VE)al? +2(d5, . 0" (VE)a —V;kc’ro>+|qik\2—2katr<o—xkq§)
+2<q8,72k v U$k> x

& [(V b) — 2()0](‘/‘S ) —92Ve kgwk + le(§) w

€
1
<(‘7C’ )xkxkvxgv Ve

) =2V (bay, Vi) +l_)2kxk(V€)2}dxdr
—IE/ / (o™ Va2 2t (@) 0TV + el — 2t [(a2)7 (502 - Z 2on)]
1<[A( MVE,VEY =2(b, VE, V5>+(ABO)|V5|2}dxdr
_IE/ /n |0TVE +qx—‘OVE Z c mk \UOVE—i—Z < zk

+2tr {VE( v, zn: )} 2(q", (aofv.g)zvﬁf (

2(Vs: 02
L [t

+2(¢, (50 fv.g> V;>+[(V.5) 7250}“/;‘2 o (VELg) s (V) Vel

3

Note that

IE/ / tr VE o5° dxdr = ]E/ / Vwaf Uaodacdr
- 71E/ / |V;|2 a&odxdr:—flE/ / |v;\2(
2 t n m 2 t n
T
> —C’]E/ / |VE|?dxdr.
' n

Also, we note that

\Y [060]) dxdr

T
tr [meaafk} = tr {(Vfwaagk) } =tr [awkaTVfw} =tr [V 0w, O T]
Now, if we denote @y, = o0l + 0,07, then it is R™*"-valued, symmetric, and

w[vavie] = [(views) |- (v (vaen) v
= V- (VE8VE) = (VA V- @0 VE) — (0u(VE)e, Vi)

=V (Viowvs) - <v;kv~<I>k,V;>—%[<<I>ka,V§>} +

Tk

((Pr)ae Vi, Vi) -

DO =

Thus,

]E/ / tr VE Vskoawk dxdr— f]E/ / tr

—IE/ /n - - Z ool +o,,0" (z": 00l +04,0 wk)VE V5>}dxdr

=1
> —CIE/ / |VE 2 dadr.
. "

27

(0’0’ + 05,0 )}dmdr

+bo b — (V- B) = 2°) 1| Vi, Vi )+(A8)| V|2 bdadr.

(7.39)

(7.40)

(7.41)

(7.42)



Consequently, making use of (5.18) with m = 1, we obtain

T n
[ etafaze [ [ {07V v - VAT = Y Vaok P P
R"™ t n =1
Ven |Ve 2
+2¢'(?)7‘ z' ~ OV = CIVEP = ga[? }dudr

T
vey [Ve|? _ )
>E TVE €12 2/7 T _CV52_ 12_ 2dd
B [ [ {loTVa 2 () FEE OV — Jauf? — ClaP pdadr

By Gronwall’s inequality, we obtain (5.22).
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