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What is a Bond?

INTRODUCTION TO BONDS

Bonds are basically loans. A company, state or government issues bonds to raise money. When an
investor buys a bond they give the issuer — the company or government who issued the bond — a
loan. Often, the bond issuer agrees to pay its investors periodic “fixed” interest payments (hence the
name fixed income) while the loan is outstanding and to pay pack the full loan at the end of the bond's

life (called maturity).

The amount that is given to the issuer is called the principal or
face value of the bond. In return, the issuer agrees to pay the
investor both the face value of the loan on a specific date (the
“date of maturity”) and to pay the investor periodic interest
payments, known as coupons, in specific intervals.

The coupon is periodic interest payment that the bond holder
receives from the issuer from its issue date until it matures. The
coupon rate (expressed as a percentage) is calculated by
adding the sum of coupons paid per year and dividing it by the
bond'’s face value. Often coupons are paid semi-annually.

Unlike stocks, bonds issued by companies do not generally give
investors ownership rights. Instead, bonds provide a stream of
income. When held in a portfolio with stocks, bond investments
may help reduce overall portfolio volatility.

If a bond has a face value of $1,000 and a coupon rate
of 5% then it pays total coupons, or interest, of $50 per
year (assumes annual payment)
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$1,000

FACE VALUE
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INTEREST
PER YEAR

$1,000 |X| 0.05

For lllustrative Purposes Only

g WHAT IS THE DIFFERENCE BETWEEN “YIELD” AND “INTEREST RATE"?

You'll hear the word “yield” often when discussing bonds. It's a measure of interest that takes into account

the bond's fluctuating changes in value and is usually reported as an annual percent figure.

Yield is the annual income (percentage) that an investor earns on an investment. The interest rate is the
percentage charged by a lender for a loan. The yield on new bonds reflects interest rates at the time they

are issued.
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Interest rates and bond prices

Interest rates are a key driver of how bonds are priced. If rates rise, older bonds with lower rates
will drop in price to compensate for the lower coupon payments. The same is true for the opposite
situation. If interest rates fall, bonds with higher rates will increase in price due to the demand for
higher coupon payments.

Although rising rates will cause
existing bond holdings to fall in
price, higher interest rates and
subsequent rising yields are a
positive benefit for investors.
After all, investors can reinvest
maturing bonds into higher PRICES

FALL
yielding fixed income securities ‘
and earn more.

For lllustrative Purposes Only

P A WORD ABOUT TOTAL RETURN
@ The total return of a bond has two components: the price of the bond and the coupon income or yield.

Total return = [(Current Price of Bond - Original purchase price of the investment + Distributions) /
Original purchase price of an investment] x 100

Even if a bond's price return falls as a result from higher bond yields, the income return that an investor
experiences may be higher. That positive income return can help offset the price impact, resulting in overall
positive total return.
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What Types of Bonds are There?

Bonds can be issued by companies or governments when they want to raise money. There are
several types of bonds, including:

Government bonds - Bonds that are issued
by a government. These are lower yield
because the government guarantees that
these bonds are backed by the full faith and

Corporate bonds - Many public and private
companies issue bonds to help finance their
ongoing operations. These bonds can often
offer higher yields than municipal or U.S.

credit of their government (i.e. U.S. government, the Treasury securities, although they may entail a greater
German government, the Japanese government, etc.). risk of default.
Agency bonds - Debt securities issued by rﬂ_l High-yield - Bonds with ratings below BBB are
government sponsored agencies for public @ often referred to as “junk” bonds. These bonds
purposes, such as increasing home typically provide higher yields than investment-

ownership or supporting small businesses. grade bonds, but have a higher risk of default. High-yield

bonds can be issued by any of the entities shown (i.e.
Goverment, Corporate, etc).

finance public projects. Interest income is typically free from federal income taxes, and if held by an investor in

q ID Municipal bonds - Municipal bonds, or munis, are debt securities issued by state or local governments to
the state of issuance, may be exempt from state and local taxes as well.

The global bond market is very
diverse, and offers a range of
risk and return opportunities.

On one end of the spectrum,
there are lower yield
government guaranteed
bonds backed by the full faith
and credit of a government,
and on the end there are
higher yielding bonds issued
by speculative grade
companies that may
potentially experience some
default of interest or principal.

Investors want compensation for taking on more risk

A
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How Big is the Bond Market?

Many investors don' realize just how
large the bond market is. At $49 trillion,
the US bond market is only slightly
smaller than the US stock market, and
at $127 trillion, the global bond market
IS larger than the global stock market!
The bond market is, in part, so large
because governments issue bonds,

) $52 TRILLION $49 TRILLION $124 TRILLION $127 TRILLION
not stocks. For companies, bond U.S.STOCK U.S. BOND GLOBAL STOCK GLOBAL BOND
: . MARKET MARKET MARKET MARKET
financing can also be an attractive
source of fi mancmg_ For illustrative purposes only. Not to scale.
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@ WHAT IS A YIELD CURVE AND WHAT DOES IT MEAN FOR ME?

The yield curve plots the interest rates for similar quality bonds against their maturities (years to expiration).
There are three main types of yield curve:

Normal Yield Curve Inverted Yield Curve Flat Yield Curve

) ) )

E : 5

Maturity Maturity Maturity

Normal Yield Curves are seen An Inverted Yield Curve is seen A Flat Yield Curve may be seen
during typical periods of during times of anticipated when the economy is in
economic expansion. The curve economic slowdown and in the transition, so from expansion to
goes up from left to right. This past has been rare. The curve is slowdown or visa versa. It
upward slope indicates market inverted from a normal curve, it shows a relatively flat line. This
participants believe rates are indicates market participants type of curve suggests investors
likely to go up — remember thatif ~ expect rates to go down, pushing ~ may not expect meaningful
rates go up bond prices go down bond prices up and yields down. change in the interest rates.
and yields go up.

For illustrative purposes only

1. Market values on stock and bond markets are based on estimates and are used for illustrative purposes only.
SOURCE: SIFMA Capital Markets Fact Book 2022, Bank of International Settlements (BIS)
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The Role of Bonds in a Diversified Portfolio

Bonds can play an important role in diversifying a portfolio. Three key potential reasons to

consider bonds:

DEFENSE AGAINST
CAPITALLOSS

Barring default, the principal value
of abond is expected to be

This can make bonds attractive to
risk-averse investors who are
concerned about losing capital.

returned to the investor at maturity.

INCOME

Bonds can provide investors with
a source of income in the form of
coupon payments. Often coupon
rates are set, so investors can
receive this income during
different market conditions.

DIVERSIFICATION

Bonds may help diversify a
portfolio of riskier assets like
equities and this is generally due
to the low to negative correlation
of bonds with other asset classes.

P WHAT IS DURATION?

@ Duration risk reveals how sensitive a bond is to interest rate movements. In general, the higher the duration,
the more the bond value will fall if interest rates rise. Duration (measured in years) estimates the % change in
a bond's price for a 1% change in yield.

HOW A 1% RISE IN INTEREST RATES CAN IMPACT BONDS WITH DIFFERENT DURATIONS

1-YEAR
DURATION BOND

For illustrative purposes only

Source: PIMCO.
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Key Terms to Know

Asset-Allocation:

How an investor distributes their money between different types of investments, such as stocks, bonds and
cash. Asset allocation can help balance a portfolio's risk and return (a strategy known as diversification).

Coupon: A coupon is the annual interest payment that the bondholder receives from the bond from its issue date until
it matures. Coupons are normally described as the “coupon rate,” which is calculated by adding the sum of
coupons paid per year and dividing it by the bond's face value.

Equities: Ownership or proprietary rights and interests in a company.

Fixed Income:

Securities/Investments in which the income during ownership is fixed or constant. Generally refers to any
type of bond investment.

Maturity: The date on which a loan, bond, mortgage or other debt security becomes due and is to be paid off.

Spread: The risk premium that investors demand, over a base government bond yield, to compensate for the risk
taken. Investors should understand that higher-yielding bonds often have considerably higher risk.

Yield: The annual income that an investor earns on an investment. Setting aside time and interest rates, a bond

yield equals the bond's coupon. Money today is often not worth the same as in the future, though, so yields
tend to be higher for longer-maturity bonds.
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Interested in learning more? Speak with your financial professional or visit pimco.com

All investments contain risk and may lose value.

There is no guarantee that these investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate their
ability to invest long-term, especially during periods of downturn in the market.

This material contains the opinions of the manager and such opinions are subject to change without notice. This material has been distributed for informational purposes
only and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein
has been obtained from sources believed to be reliable, but not guaranteed.

PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own
financial professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction where
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United States
Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 2604517, 11 Baker Street, London W1U 3AH, United Kingdom) is authorised and regulated
by the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN) in the UK. The services provided by PIMCO Europe Ltd are not available to retail
investors, who should not rely on this communication but contact their financial adviser. | PIMCO Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich,
Germany), PIMCO Europe GmbH Italian Branch (Company No. 10005170963, Corso Vittorio Emanuele II, 37/Piano 5, 20122 Milano, Italy), PIMCO Europe GmbH
Irish Branch (Company No. 909462, 57B Harcourt Street Dublin D02 F721, Ireland), PIMCO Europe GmbH UK Branch (Company No. FC037712, 11 Baker Street,
London W1U 3AH, UK), PIMCO Europe GmbH Spanish Branch (N.I.F. W2765338E, Paseo de la Castellana 43, Oficina 05-111, 28046 Madrid, Spain) and PIMCO
Europe GmbH French Branch (Company No. 918745621 R.C.S. Paris, 50-52 Boulevard Haussmann, 75009 Paris, France) are authorised and regulated by the German
Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 15 of the German Securities
Institutions Act (WplG). The Italian Branch, Irish Branch, UK Branch, Spanish Branch and French Branch are additionally supervised by: (1) Italian Branch: the Commissione
Nazionale per le Societa e la Borsa (CONSOB) (Giovanni Battista Martini, 3 - 00198 Rome) in accordance with Article 27 of the Italian Consolidated Financial Act; (2)

Irish Branch: the Central Bank of Ireland (New Wapping Street, North Wall Quay, Dublin 1D01 F7X3) in accordance with Regulation 43 of the European Union (Markets in
Financial Instruments) Regulations 2017, as amended; (3) UK Branch: the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN); (4) Spanish Branch:
the Comision Nacional del Mercado de Valores (CNMV) (Edison, 4, 28006 Madrid) in accordance with obligations stipulated in articles 168 and 203 to 224, as well as
obligations contained in Tile V, Section | of the Law on the Securities Market (LSM) and in articles 111, 114 and 117 of Royal Decree 217/2008, respectively and (5) French
Branch: ACPR/Banque de France (4 Place de Budapest, CS 92459, 75436 Paris Cedex 09) in accordance with Art. 35 of Directive 2014/65/EU on markets in financial
instruments and under the surveillance of ACPR and AMF. The services provided by PIMCO Europe GmbH are available only to professional clients as defined in Section
67 para. 2 German Securities Trading Act (WpHG). They are not available to individual investors, who should not rely on this communication. | PIMCO (Schweiz) GmbH
(registered in Switzerland, Company No. CH-020.4.038.582-2, Brandschenkestrasse 41 Zurich 8002, Switzerland). The services provided by PIMCO (Schweiz) GmbH
are not available to retail investors, who should not rely on this communication but contact their financial adviser. | PIMCO Asia Pte Ltd (Registration No. 199804652K)

is regulated by the Monetary Authority of Singapore as a holder of a capital markets services licence and an exempt financial adviser. The asset management services
and investment products are not available to persons where provision of such services and products is unauthorised. | PIMCO Asia Limited is licensed by the Securities
and Futures Commission for Types 1, 4 and 9 regulated activities under the Securities and Futures Ordinance. PIMCO Asia Limited is registered as a cross-border
discretionary investment manager with the Financial Supervisory Commission of Korea (Registration No. 08-02-307). The asset management services and investment
products are not available to persons where provision of such services and products is unauthorised. | PIMCO Investment Management (Shanghai) Limited Unit
3638-39, Phase Il Shanghai IFC, 8 Century Avenue, Pilot Free Trade Zone, Shanghai, 200120, China (Unified social credit code: 91310115MATK41MU72) is registered with
Asset Management Association of China as Private Fund Manager (Registration No. P1071502, Type: Other) | PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL
246862. This publication has been prepared without taking into account the objectives, financial situation or needs of investors. Before making an investment decision,
investors should obtain professional advice and consider whether the information contained herein is appropriate having regard to their objectives, financial situation and
needs. | PIMCO Japan Ltd, Financial Instruments Business Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO
Japan Ltd is a member of Japan Investment Advisers Association, The Investment Trusts Association, Japan and Type Il Financial Instruments Firms Association. All
investments contain risk. There is no guarantee that the principal amount of the investment will be preserved, or that a certain return will be realized; the investment could
suffer aloss. All profits and losses incur to the investor. The amounts, maximum amounts and calculation methodologies of each type of fee and expense and their total
amounts will vary depending on the investment strategy, the status of investment performance, period of management and outstanding balance of assets and thus such
fees and expenses cannot be set forth herein. | PIMCO Taiwan Limited is an independently operated and managed company. The reference number of business license
of the company approved by the competent authority is (112) Jin Guan Tou Gu Xin Zi No. 012. The registered address of the company is 40F., No.68, Sec. 5, Zhongxiao
East Rd., Xinyi District, Taipei City 110, Taiwan (R.0.C.), and the telephone number is +886 2 8729-5500. | PIMCO Canada Corp. (199 Bay Street, Suite 2050, Commerce
Court Station, P.0. Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or territories of Canada and only through dealers
authorized for that purpose. | PIMCO Latin America Av. Brigadeiro Faria Lima 3477, Torre A, 5° andar S&o Paulo, Brazil 04538-133. | No part of this publication may be
reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset Management of America LLC in
the United States and throughout the world. ©2023, PIMCO.
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