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In this paper two different methods are presented to approximate the solution of the Black-Scholes
equation for valuation of barrier option. These techniques can be applied directly for all types of dif-
ferential equations, homogeneous or inhomogeneous. The use of these methods provides the solution
of the problem in a closed form while the mesh point techniques provide the approximation at mesh
points only. Also, the two schemes need less computational work in comparison with the traditional
methods. These techniques can be employed for problems with initial condition. In this paper we use
the variational iteration and homotopy perturbation methods for solving the Black-Scholes equation
with terminal condition. Numerical results are compared with theoretical solutions in order to con-
firm the validity of the presented procedures.
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