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Abstract

Pricing of multifactor derivatives has proven to be a challenging problem in computational
finance. We explore the use of a partial differential equation framework for the valuation of an
option depending on up to three factors. The financial application of this work is the pricing of
European and American basket options and the calculation of the corresponding hedging param-
eters. The techniques employed are benchmarked against analytic solutions for certain examples.
Some comparisons are made with the Monte Carlo approach.
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