AN ONLINE EDUCATIONAL RESOURCE EXPLAINING THE BENEFITS OF INVESTING IN FIXED INTEREST
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ABOUT OUR WEBSITE

Investing is a confusing business at the best of times, let alone when there’s lots of risk around.

“Rethink your defence” is a website created to explain what defensive assets are and how they

play an important role in helping to protect your client’s investment portfolio.

Within the site you'll find all you need to know about fixed interest — educational tutorials,
investment outlooks, guides to the various sectors that make up the fixed interest market

and much more.

Take a minute to join “rethink your defence” as a member. We'll then provide you with full access
to all the materials contained on the site, including a regular investment newsletter. You can also

earn CPD points by completing the educational tutorials.

Wise advisers know that defensive assets can play an important role in their clients’ investment
portfolios — to generate income and moderate risk. Fixed interest offers a great combination of

these benefits.

With increased opportunities across all fixed interest sectors, your clients may find a haven in

volatile times.
Isn’t it time to rethink your defence?

www.rethinkyourdefence.com.au



Fixed interest endeavours to provide three essential components
of a portfolio: a regular, known and dependable level of income,
the security of knowing that your capital will be returned to you
by the time your fixed interest investment matures and a source

of diversification within your wider investment portfolio.
This section of the website explores these concepts in greater
detail, as well as recent innovation within the sector.
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Security

Fixed interest assets are typically less
volatile than shares. Periods of negative
returns tend to be short and modest
compared to equities. As the chart below
shows, since 1995 there has only been one
brief period where bonds posted negative
12-month returns.
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Diversification

Predicting the future performance of any one
asset class is impossible, and a diversified
portfolio is the most effective way to minimise
risks associated with each type of investment.
This diversification of risk and return remains
a very important reason for investors to
continue to include an allocation to fixed
interest in their portfolios.

Income Generation

Traditionally, investors held bonds for income.
A bond is a loan; as such the investor can
expect to receive a steady stream of interest
payments for the life of the loan.

This predictability of payments has always
been a central attraction for institutional
investors such as superannuation funds, since
they can use the income to meet similarly
predictable liabilities.

Creating Excess Returns

Over the years, fixed-interest strategies

have evolved with innovations in the
superannuation and funds management
industries. As a result, investment managers
now use fixed interest to create excess returns,
as well as diversifying risk.




Duration, Yield Curves, Benchmarks.

Like anything, fixed interest can appear

confusing to the uninitiated. Here we
explain the basics of fixed interest

What is the Yield Curve?

The yield curve is a line graph that plots the
relationship between yields to maturity and
time to maturity for bonds of the same asset

Selecting a Benchmark

A benchmark serves a crucial role in
investing. Often a market index, a benchmark
provides a starting point for a portfolio

manager to construct a portfolio and directs
how that portfolio should be managed on an
ongoing basis from the perspectives of both
risk and return.

class and credit quality. The plotted line begins
with the spot interest rate, which is the rate
for the shortest maturity, and extends out in
time, typically to 30 years.

investing in an easy to understand manner,
shedding light on some of the concepts and
terms used. You'll be an expert in no time!
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Yield

Yield refers to the annual return on an
investment. The yield on a bond is based

on the purchase price of the bond and the
interest, or coupon, payments received.

A bond’s coupon interest rate is usually fixed,
but the price of the bond fluctuates with

changes in interest rates, supply and demand,

time to maturity and the credit quality of that
particular bond.
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What is Duration?

Duration is the most commonly used
measure of risk in bond investing. Duration
incorporates a bond's yield, coupon, final
maturity and call features into one number,
expressed in years, that indicates how price-
sensitive a bond or portfolio is to changes in
interest rates.
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Inflation and its Impact
on Investments

Understanding inflation is crucial to investing
because inflation can reduce the value of
investment returns. Inflation affects all aspects
of the economy, from consumer spending,
business investment and employment rates,

to government programs, tax policies, and
interest rates.




There are many different sectors within the fixed

interest asset class, from corporate and inflation Mortgage-Backed Securities

Mortgage-backed securities (MBSs) are fixed-interest

linked bonds through to the debt of emerging securities backed by pools of individual mortgage loans.
economies and more. This section of the website If you have a mortgage on your home, there’s a good

. . . chance your mortgage is now an asset backing up a
looks at each of these sectors in detail and outlines y geg Iup

publicly traded security. A high percentage of individual
the benefits to issuers and investors, general mortgages originated by banks and other lenders

are ultimately pooled and used as collateral to issue
mortgage-backed securities (MBSs), which are then
sold to investors.

characteristics and other useful information.
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Inflation-Linked Bonds Corporate Bonds Emerging Markets
Investors, who are concerned . When companies want to fund Developing economies around the
about the impact of inflation can Credit Default Swaps their businesses, they often turn world, known to investors as emerging
use inflation-linked bonds (ILBs) Credit default swaps (CDSs)are  to the corporate bond market. markets (EM), are maturing into key
as an investment that may preserve  the most highly utilised credit A company seeking to borrow money  players in the global economy. This
their future purchasing power. derivative. In its most basic terms, determines how much it would like  is opening opportunities for bond
As demand for ILBs has grown, a CDS is similar to an insurance 0 borrow and then issues a bond investors seeking the benefits of
so has supply. Issuers of global contract, providing the buyer in that amount. Investors who buy emerging market exposure, which can
inflation-linked bonds continue with protection against specific corporate bonds are effectively include potentially attractive yields,
to enter the market, seizing the risks. Most often, corporate bond ~ lending money to that company rising credit quality and diversification.
opportunity to restructure their investors buy credit default swaps ~according to the terms established
funding strategies to better for protection against a default by  in the bond offering.

match their revenue streams. the issuer of the corporate bond.



PIMCO offers a range of fixed interest products
which encompass all sectors of the bond market.
Feel free to contact us to discuss in more detail
which fund may be the most suitable for

your clients.
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Global Bond Fund

The PIMCO Global Bond Fund
is designed for investors
who wish to have a broadly
diversified exposure to
international fixed interest
markets. The Fund invests

in government, corporate,
mortgage and other fixed
interest securities.

DEFENCE
#

Diversified Fixed
Interest Fund

The PIMCO Diversified Fixed
Interest Fund is designed for
investors who wish to have a
broadly diversified exposure to
both domestic and international
fixed interest markets. The Fund
invests in both domestic and
global government, corporate,
mortgage and other fixed
interest securities.
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Australian Focus Fund

Australian Bond Fund
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Global Credit Fund
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Global Real Return Fund

The PIMCO Australian Focus Fund

is designed for investors interested

in exposure to high quality
Australian credit, whilst limiting

their exposure to interest rate risk.

The PIMCO Australian Bond
Fund is designed for investors
who wish to have a broadly
diversified exposure to the
Australian fixed interest market.
The Fund primarily invests in
government, semi-government,
corporate, mortgage and

other fixed interest securities
denominated in Australian and
New Zealand dollars.

The PIMCO Global Credit Fund

is designed for investors who
desire a well-diversified exposure
to global non-government bond
markets and greater long-term
performance but with a greater
appetite for volatility and risk.

The PIMCO Global Real Return Fund is
designed for investors who recognise
that their liabilities often are in real
terms and wish to protect against a

rise in inflation.



Funds managed by PIMCO and distributed by Equity Trustees include: register

Fund Name APIR Code ARSN Classification now

PIMCO EQT Australian Focus Fund ETLO182AU 132708 402  Wholesale for f"ll

PIMCO EQT Australian Bond Fund ETLO008AU 093519816  Retail access

ETLO015AU

PIMCO EQT Diversified Fixed Interest Fund ETLO016AU 093 519 558 Wholesale

PIMCO EQT Global Bond Fund ETL0011AU 093530486  Retail
ETLO018AU Wholesale

PIMCO EQT Global Credit Fund ETL0019AU 093519352  Wholesale
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PIMCO EQT Global Real Return Fund ETL0020AU 105379413  Wholesale

PIMCO EQT Extended Markets Fund ETLO017AU 100 167 511 Wholesale

Equity Trustees Limited (EQT) (ABN 46 004 031 298 AFSL 240975) is the issuer and
responsible entity, and PIMCO Australia Pty Ltd (PIMCO) (ABN 54 084 280 508 AFSL 246862)
is the investment manager, of the PIMCO Funds range. For further information please visit
the Equity Trustees website www.eqt.com.au or call 1300 555 511 to speak with a Business
Development Manager in your state.

For further information please visit the Equity Trustees’ website
www.eqt.com.au or contact us at pimco@eqt.com.au or call 1300 555 511
to speak with a Business Development Manager in your state.

PIMCO Australia Pty Ltd
ABN 54 084 280 508

AFS Licence 246862 Rethink your defence

Level 19, 363 George Street

Sydney NSW 2000 PIMZCCDO

Australia

The services and products provided by PIMCO Australia Pty Ltd are only available in Australia to persons who come within the category of wholesale clients as defined in the Corporations Act 2001. They are not available to
persons who are retail clients, who should not rely on this communication. Investors should obtain relevant and specific professional advice before making any investment decision. The information contained herein does not
take into account the investment objectives, financial situation or needs of any particular investor. Before making an investment decision investors should consider, with or without the assistance of a securities advisor, whether
the information contained herein is appropriate in light of their particular investment needs, objectives and financial circumstances.

Investment management products and services offered by PIMCO Australia Pty Ltd are offered only to persons within its respective jurisdiction, and are not available to persons where provision of such products or services is
unauthorized.

Past performance is no guarantee of future results. No part of this publication may be reproduced in any form, or referred to in any other publication, without express written permission. This article is provided for educational
purposes only and contains the current opinions of the author but not necessarily those of the PIMCO Group and does not represent a recommendation of any particular security strategy, or investment product. The author's
opinions are subject to change without notice. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. This article is distributed for educational purposes and should not be
considered as investment advice or an offer of any security for sale.

Copyright 2011, PIMCO



