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0J 0 Welcome onboard the second edition of this book on interest rate modelsC] to all old and new readers. We
immediately say this second edition is actually almost a new book[]l with four hundred fifty and more new pages
on smile modeling calibration inflationd credit derivatives and counterparty risk.[]1 [0 As explained in the
preface of the first edition] the idea of writing this book on interest-rate modeling crossed our minds in early
summer 1999. We both thought of different versions before[] but it was in Banca IMI that this challenging project
began materially(] if not spiritually (more details are given in the trivia Appendix G). At the time we were given the
task of studying] [0 and developing financial models for the pricing and hedging of a broad range of derivatives[]
and we were involved in medium/long-term projects.[] [J The first years in Banca IMI saw us writing a lot of
reports and material on our activity in the bank[J to the point that much of those studies ended up in the first
edition of the book[J printed in 2001.00 [J In the first edition preface we described motivation] explained what
kind of theory and practice we were going to address(] illustrated the aim and readership of the book[] together
with its structure and other considerations. We do so again now(] clearly updating what we wrote in 2001.
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0 O In the recent years[] there has been an increasing interest for hybrid structures whose payoff is based on assets
belonging to different markets. Among them[] derivatives with an inflation component are getting more and more
popular. In this chapter] we tackle the pricing issue of a specific hybrid payoff when no smile effects are taken into
account. The valuation of more general structures is to be dealt with on a case by case basis and is likely to involve

numerical routines as Monte Carlo.
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