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As of 31 March 2012
SOURCE: MarketGlide, PIMCO
Hypothetical example for illustrative purposes only

* Response to loss capacity
1 Maximum Loss is defined as the average expected loss at 99.5% confidence level for a yearly time horizon. Shown as positive percentage. The sample of risk factors is from January 1997 

through the present date. 
2 Tail risk hedge assumption: S&P 500 put options with 1-year maturity, 25% S&P 500 Index implied volatility, risk free rate of zero. Implied volatility surface is available since April 2005. For 

data before 2005, a threshold factor augmented vector auto-regression model was used to interpolate the implied volatility surface based on market factors including realized volatility, daily 
stock return and lagged values of the model's interpolated volatilities.
Outcome-based glide path is based on the PIMCO glide path.
Refer to Appendix for additional performance and fee, hypothetical example, investment strategy, portfolio analysis and risk information.
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As of 30 June 2012
SOURCE: Morningstar
Additional net cash flow correlation data can be found on page 22.
This analysis looks at monthly net flows for mutual funds using industry data calculated by Morningstar. At-Retirement Monthly Net Flows are derived from the Morningstar categories of 
Retirement Income and Target Date 2000-2010.
Target Date 2030 flows are derived from the Morningstar categories of Target Date 2021-2025 and Target Date 2026-2030 funds.
Target Date 2050 flows are derived from the Morningstar categories of Target Date 2041-2045 and Target Date 2046-2050 funds.
Refer to Appendix for additional correlation, index, investment strategy and risk information.

Market volatility does matter…down markets may 
prompt movement to cash

Net flow correlation to the S&P 500

Time Frame 2050 2030 At Retirement

Jan '06 - Jan '12 0.13 0.36 0.41
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Default focus: Create investments that enable 
people to retire successfully

Sample for illustrative purposes only
The income replacement target illustrates an example of the percent of their income that most plan participants will need to replace at retirement.

We define success as building and preserving purchasing power to meet retirement 
income needs for the majority of the people regardless of the economic environment

INCOME REPLACEMENT TARGET

0% 75%25% 100%

RealRetirement_phil_13a

50%
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SOURCE: PIMCO
Sample for illustrative purposes only.

1 A "risk free" asset refers to an asset which in theory has a certain future return. U.S. Treasuries are typically perceived to be the "risk free" asset because they are backed by the U.S. 
government. All investments contain risk and may lose value. 
Outcome-based glide path is based on the PIMCO glide path.
Refer to Appendix for additional investment strategy and risk information.

Traditional DB and DC

Nominal returns

Cash

Typical focus
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“Risk-free”1 asset
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Long Bonds

Defined Benefit

Future benefit payments

Long Treasury bonds

Outcome-based DC

Future consumption of goods and 
services (inflation equals change in prices)

Treasury Inflation Protected Securities 
(TIPS)

Bonds

Real Assets
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Long Bonds

DC default investment should have an 
outcome focus



pg 5pg 5

Target-dates should be diversified and include 
real assets 

As of 31 March 2012
SOURCE: PIMCO, MarketGlide 
Updated glide path data has at least a one month lag-time from the end of the quarter
U.S. large cap: S&P 500 Index; U.S. small cap: Russell 2000 Index; Non-U.S. equities: MSCI ACWI ex US Index; EM equity: MSCI EM Index; Real estate: Dow Jones U.S. Select REIT TR Index; 
Commodities: Dow Jones UBS Commodity TR Index; High yield: Barclays U.S. High Yield index; Emerging market bonds: JPMorgan Government Bond Index – Emerging Markets Global 
Diversified (Unhedged); Global Bonds: JPMorgan GBI Global Index (USD Hedged); Fixed income: Barclays U.S. Aggregate Index; TIPS: Barclays U.S. TIPS Index; Long treasuries: Barclays Long-
Term Treasury Index; Long TIPS: Barclays U.S. TIPS: 10 Year+ Index; Cash: BofA Merrill Lynch 3-Month Treasury Bill Index.
Outcome-based glide path is based on the PIMCO glide path.
Refer to Appendix for additional asset allocation, chart, glide path, index, investment strategy, and risk information.

RealRetirement_stru_04a
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Normal market Inflationary market2Turbulent market1

RealRetirement_phil_15b

As of 31 March 2012
SOURCE: MarketGlide, PIMCO. 
Hypothetical example for illustrative purposes only
Tail risk hedge assumption: S&P 500 put options with 1-year maturity, 25% S&P 500 Index implied volatility, risk free rate of zero. Implied volatility surface is available since April 2005. For 
data before 2005, a threshold factor augmented vector auto-regression model was used to interpolate the implied volatility surface based on market factors including realized volatility, daily 
stock return and lagged values of the model's interpolated volatilities.
Inflation rate – 2.5% in normal and turbulent; 4.5% in inflationary environment 

1 Turbulent market in the last 10 years before retirement. We identify turbulent regime periods as a function of both risk factor volatility and risk factor correlation. A month is turbulent if the 
returns across a set of factors behave in a significant uncharacteristic fashion. Please refer to appendix for more information.

2 Inflationary market in the last 10 years before retirement. An inflationary regime is defined for this study as a period of time where the annualized monthly change in CPI NSA – U exceeds 3%.
Outcome-based glide path is based on the PIMCO glide path.
Refer to Appendix for additional performance and fee, asset allocation, assumptions, glide path, hypothetical example, portfolio analysis and risk information.
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Target-dates should have high likelihood of success…
and minimal risk of failure 
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DC assets should have the probability of lasting 
throughout retirement years

 Outcome-based glide path with tail-risk hedging may offer a higher likelihood of more 
years of income in all three economic environments

As of 31 March 2012
SOURCE: MarketGlide, PIMCO. 
Hypothetical example for illustrative purposes only
Tail-risk hedge assumption: S&P 500 put options with 1-year maturity, 25% S&P 500 Index implied volatility, risk free rate of zero. Implied volatility surface is available since April, 2005. For 
data before 2005, a threshold factor augmented vector auto-regression model was used to interpolate the implied volatility surface based on market factors including realized volatility, daily 
stock return and lagged values of the model's interpolated volatilities.

* Based on 99% confidence interval of a distribution scenario analysis in the post-retirement decumulation phase
1 Turbulent market in the first 10 years after retirement. We identify turbulent regime periods as a function of both risk factor volatility and risk factor correlation. A month is turbulent if the 

returns across a set of factors behave in a significant uncharacteristic fashion. Please refer to appendix for more information.
2 Inflationary market in the first 10 years after retirement. An inflationary regime is defined for this study as a period of time where the annualized monthly change in CPI NSA – U exceeds 3%

Outcome-based glide path is based on the PIMCO glide path.
Refer to Appendix for additional performance and fee, asset allocation, assumptions, glide path, hypothetical example, index, portfolio analysis, and risk information.

A higher likelihood of more years of 
income in various economic 
environments may be achieved by:

– Improved return/risk management 
during working years

– Improved return/risk management 
post-retirement

RealRetirement_phil_33

Assuming retirement at 65, income should be expected to last until what age 
(with 99% confidence)*?
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Additional information
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Market average glide path asset allocation

As of 31 March 2012
SOURCE: MarketGlide
U.S. Large Cap: S&P 500 Index; U.S. Small Cap: Russell 2000 Index; Non-U.S. Equities: MSCI EAFE Total Return, Net Div Index; EM Equity: MSCI EM Index; Real Estate: Dow Jones U.S. Select REIT 
TR Index; Commodities: Dow Jones UBS Commodity TR Index; High Yield: Barclays U.S. High Yield index; Emerging Market Bonds: JPMorgan Government Bond Index - Emerging Markets 
Global Diversified (Unhedged); Global Bonds: JPMorgan GBI Global Index (USD Hedged); Fixed Income: Barclays U.S. Aggregate Index; TIPS: Barclays U.S. TIPS Index; Long Treasuries: Barclays 
Long-Term Treasury Index; Long TIPS: Barclays U.S. TIPS: 10 Year+ Index; Cash: BofA Merrill Lynch 3-Month Treasury Bill Index.
Refer to the Appendix for additional glide path, index, and risk information.
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40 35 30 25 20 15 10 5 0

GLIDE PATH SLEEVE 2050 2045 2040 2035 2030 2025 2020 2015 2010

Cash 0.9% 1.1% 1.5% 2.0% 2.9% 4.2% 6.1% 8.4% 10.6%

Fixed income 3.5% 4.1% 5.1% 7.1% 10.2% 14.8% 20.5% 26.3% 31.0%

Long Treasuries 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Global bonds 2.2% 2.4% 2.6% 2.8% 3.0% 3.2% 3.4% 3.5% 3.5%

Emerging market bonds 1.6% 1.6% 1.7% 1.9% 2.1% 2.3% 2.4% 2.4% 2.3%

High yield 1.4% 1.5% 1.8% 2.1% 2.6% 3.2% 3.9% 4.5% 5.0%

TIPS 0.5% 0.6% 0.7% 0.9% 1.2% 1.6% 2.1% 2.7% 3.3%

Long TIPS 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Commodities 1.3% 1.3% 1.4% 1.4% 1.3% 1.3% 1.2% 1.1% 1.1%

Real estate 2.1% 2.1% 2.1% 2.1% 2.0% 2.0% 1.8% 1.7% 1.6%

U.S. large cap 53.9% 53.1% 51.8% 49.7% 47.0% 42.9% 38.0% 32.4% 27.2%

U.S. small cap 9.5% 9.4% 9.1% 8.7% 8.0% 7.0% 5.7% 4.6% 3.9%

Non-U.S. equities 17.0% 16.8% 16.4% 15.7% 14.5% 12.9% 10.9% 9.0% 7.5%

Emerging market equities 6.1% 6.0% 5.8% 5.6% 5.2% 4.6% 4.0% 3.4% 3.0%

YEARS TO RETIREMENT

MARKET AVERAGE GLIDE PATH
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Outcome-based glide path asset allocation

As of 31 March 2012
SOURCE: PIMCO
U.S. Large Cap: S&P 500 Index; U.S. Small Cap: Russell 2000 Index; Non-U.S. Equities: MSCI EAFE Total Return, Net Div Index; EM Equity: MSCI EM Index; Real Estate: Dow Jones U.S. Select REIT 
TR Index; Commodities: Dow Jones UBS Commodity TR Index; High Yield: Barclays U.S. High Yield index; Emerging Market Bonds: JPMorgan Government Bond Index - Emerging Markets 
Global Diversified (Unhedged); Global Bonds: JPMorgan GBI Global Index (USD Hedged); Fixed Income: Barclays U.S. Aggregate Index; TIPS: Barclays U.S. TIPS Index; Long Treasuries: Barclays 
Long-Term Treasury Index; Long TIPS: Barclays U.S. TIPS: 10 Year+ Index; Cash: BofA Merrill Lynch 3-Month Treasury Bill Index.
Outcome-based glide path is based on the PIMCO glide path.
Refer to Appendix for additional glide path, index, investment strategy, and risk information.
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40 35 30 25 20 15 10 5 0

GLIDE PATH SLEEVE 2050 2045 2040 2035 2030 2025 2020 2015 2010

Cash 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 2.5% 5.0% 5.0%

Fixed income 2.5% 2.5% 5.0% 5.0% 7.5% 12.5% 17.5% 20.0% 20.0%

Long treasuries 5.0% 5.0% 5.0% 5.0% 2.5% 0.0% 0.0% 0.0% 0.0%

Global bonds 0.0% 0.0% 0.0% 0.0% 5.0% 7.5% 10.0% 10.0% 10.0%

Emerging market bonds 2.5% 2.5% 2.5% 5.0% 5.0% 5.0% 5.0% 5.0% 7.5%

High yield 2.5% 2.5% 2.5% 2.5% 5.0% 5.0% 5.0% 5.0% 7.5%

TIPS 0.0% 0.0% 5.0% 7.5% 12.5% 20.0% 25.0% 30.0% 30.0%

Long TIPS 7.5% 7.5% 5.0% 5.0% 2.5% 0.0% 0.0% 0.0% 0.0%

Commodities 12.5% 12.5% 10.0% 10.0% 7.5% 7.5% 5.0% 2.5% 2.5%

Real estate 12.5% 12.5% 10.0% 10.0% 7.5% 7.5% 5.0% 2.5% 2.5%

U.S. large cap equities 15.0% 15.0% 15.0% 15.0% 12.5% 10.0% 7.5% 7.5% 5.0%

U.S. small cap equities 10.0% 10.0% 10.0% 10.0% 7.5% 5.0% 2.5% 2.5% 2.5%

Non-U.S. equities 15.0% 15.0% 15.0% 12.5% 12.5% 10.0% 7.5% 5.0% 5.0%

Emerging market equities 15.0% 15.0% 15.0% 12.5% 12.5% 10.0% 7.5% 5.0% 2.5%

YEARS TO RETIREMENT

OUTCOME-BASED GLIDE PATH
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As of 30 June 2012
SOURCE: Morningstar

* Correlation measures monthly S&P 500 return with Morningstar category. 
Target Date 2010 flows are derived from the Morningstar categories of Retirement Income and Target Date 2000-2010 funds.
Target Date 2020 flows are derived from the Morningstar categories of Target Date 2011-2015 and Target Date 2016-2020 funds.
Target Date 2030 flows are derived from the Morningstar categories of Target Date 2021-2025 and Target Date 2026-2030 funds.
Target Date 2040 flows are derived from the Morningstar categories of Target Date 2031-2035 and Target Date 2036-2040 funds.
Target Date 2050 flows are derived from the Morningstar categories of Target Date 2041-2045 and Target Date 2046-2050 funds.
Refer to Appendix for additional asset allocation, correlation, glide path, and index information.

2040 Vintage

Jan '06 - Oct '07 0.51

Oct '07 - Feb '09 0.18

Feb '09 - April '10 0.22

Jan '06 - Jan '12 0.16

2050 Vintage

Jan '06 - Oct '07 0.92

Oct '07 - Feb '09 -0.23

Feb '09 - April '10 0.24

Jan '06 - Jan '12 0.13

Monthly return correlation* S&P 500

2010 Vintage

Jan '06 - Oct '07 0.57

Oct '07 - Feb '09 0.80

Feb '09 - April '10 0.68

Jan '06 - Jan '12 0.41

2020 Vintage

Jan '06 - Oct '07 0.45

Oct '07 - Feb '09 0.71

Feb '09 - April '10 0.84

Jan '06 - Jan '12 0.40

2030 Vintage

Jan '06 - Oct '07 0.54

Oct '07 - Feb '09 0.60

Feb '09 - April '10 0.52

Jan '06 - Jan '12 0.36

Net cash flow correlation data for target date 
vintage relative to S&P 500
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RISK FACTOR DEFINITIONS
DURATION (“INTEREST RATE” RISK FACTOR)
 Duration measures a bond’s sensitivity to a parallel shock of the par yield curve. PIMCO’s systems use a scenario-based duration calculation. Our algorithm first prices the security, and then shocks 

the interest rate to calculate the bond’s duration. 
 Our systems generate several additional versions of interest rate duration, including proprietary duration measures such as:

− Bull Duration: bond sensitivity to a fall in interest rates,
− Bear Duration: bond sensitivity to a rise in interest rates,
− Forward secular duration: bond sensitivity to a forward-looking yield curve shift scenario specified by PIMCO’s Investment Committee.

CURVE DURATION (“SLOPE” RISK FACTOR)
 Interest rate duration assumes a parallel shift in the yield curve. But parallel shifts rarely occur because monetary policy acts mostly on the short end of the curve, while inflationary expectations 

are expressed in the longer end of the curve. Therefore, the yield curve typically steepens or flattens as interest rates move.
 Our systems define curve duration as the price sensitivity of a bond to a steepening of the yield curve. Every day, each bond is priced using our proprietary pricing models and then shocked to 

calculate its curve duration. Our algorithm uses the 10–year bond as anchor point and measures steepening as the change in the 2–to–10 year yield spread.

CORPORATE OR CREDIT SPREAD DURATION (“CREDIT” RISK FACTOR)
 Credit spread duration measures the sensitivity of the bond’s price to changes in the spread of a reference single A rated security. Our process to calculate credit spread duration follows two steps:

− First, the algorithm calculates the sensitivity of the bond price to its own spread. This process occurs overnight and leverages our proprietary pricing models.
− Second, the algorithm translates this own-security spread duration into a duration related to the reference single A rated security. This mapping relies on a proprietary model that takes into 

account the OAS of the bond under consideration and the OAS of the reference bond.

EQUITY ("WORLD AND EQUITY INDUSTRY" RISK FACTOR)
 World Equity is a sensitivity of the portfolio to changes in the global equity markets.
 Equity Industry includes exposure to 34 equity industries.

CREDIT SPREAD DURATION (“CREDIT” RISK FACTOR)
 Credit spread duration measures the sensitivity of the bond’s price to changes in the spread of a reference single A rated security. Our process to calculate credit spread duration follows two steps:

− First, the algorithm calculates the sensitivity of the bond price to its own spread. This process occurs overnight and leverages our proprietary pricing models.
− Second, the algorithm translates this own-security spread duration into a duration related to the reference single A rated security. This mapping relies on a proprietary model that takes into 

account the OAS of the bond under consideration and the OAS of the reference bond.

HIGH YIELD ("HIGH YIELD" RISK FACTOR)
 High Yield spread duration measures the sensitivity of the bond’s price to changes in the spread of a reference single A rated security. Our process to calculate high yield spread duration follows 

two steps:
− First, the algorithm calculates the sensitivity of the bond price to its own spread. This process occurs overnight and leverages our proprietary pricing models.
− Second, the algorithm translates this own-security spread duration into a duration related to the reference single A rated security. This mapping relies on a proprietary model that takes into 

account the OAS of the bond under consideration and the OAS of the reference bond.

CURRENCY ("HIGH YIELD", "EMERGING MARKET CURRENCY", AND "DEVELOPED CURRENCY" RISK FACTOR)
 EM Currency includes exposure to a basket of 30 emerging market currencies 
 Developed Currency includes exposure to a basket of 11 developed market currencies

REAL ESTATE AND COMMODITY ("REAL ESTATE" AND "COMMODITY" RISK FACTOR)
 Real Estate is a sensitivity of the portfolio to real estate industry
 Commodity is a sensitivity of the portfolio to changes in a basket of diversified commodities 

Appendix

pg 12
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Appendix

MORTGAGE/SWAP/EM SPREAD DURATION (“MORTGAGE/SWAP/EM” RISK FACTOR)
 Our process to calculate these spreads follows several steps:

− We build yield curve simulation paths based on a swap curve. 
− We then generate cash flows and discount those cash flows with a spread (OAS) to get a par value equal to the market price.
− Finally, we shock the OAS to get different prices. The spread durations are calculated based on those prices.

 The result is a measure of the sensitivity of the bond’s price to changes in the corresponding spread. For example, for every 1 basis point of mortgage spread tightening, a portfolio with 
mortgage spread duration of 1 year will rise in price by 1 basis point.

PERFORMANCE AND FEE
Past performance is not a guarantee or a reliable indicator of future results. Certain performance figures do not reflect the deduction of investment advisory fees (described in Part II of 
PIMCO's Form ADV) in the case of both separate investment accounts and mutual funds; but they do reflect commissions, other expenses (except custody), and reinvestment of earnings. 
Such fees that a client may incur in the management of their investment advisory account may reduce the client's return. For example, over a five-year period, annual advisory fees of 
0.425% would reduce compounding at 10% annually from 61.05% before fees to 57.96% after fees. The “net of fees” performance figures reflect the deduction of actual investment advisory 
fees but do not reflect the deduction of custodial fees. All periods longer than one year are annualized. Separate account clients may elect to include PIMCO sector funds in their portfolio; 
sector funds may be subject to
additional terms and fees.

ASSUMPTIONS
Return assumptions are for illustrative purposes only and are not a prediction or projection of return. Return assumptions are an estimate of what investments may earn on average over the 
long term. No fees or expenses were included in the illustration. Return assumptions have certain inherent limitations, and unlike an actual performance record, do not reflect actual trading, 
liquidity constraints, fees, and/or other costs. In addition, references to future results should not be construed as an estimate or promise of results that a client portfolio may achieve. Actual 
returns may be higher or lower than those shown and may vary substantially over shorter time periods.

ASSET ALLOCATION
U.S. Large Cap: S&P 500 Index; 
U.S. Small Cap: Russell 2000 Index; 
Non-U.S. Equities: MSCI EAFE Index; 
EM Equity: MSCI EM Index; 
Real Estate: Dow Jones U.S. Select REIT TR Index; 
Commodities: Dow Jones UBS Commodity TR Index; 
High Yield: Barclays Capital U.S. High Yield index; 
EM  Bonds: JPMorgan Government Bond Index –
Emerging Markets Global Diversified (Unhedged); 
Global Bonds: JPMorgan GBI Global Index (USD Hedged);
Fixed Income: Barclays Capital U.S. Aggregate Index; 
TIPS: Barclays Capital U.S. TIPS Index; 
Long Treasuries: Barclays Capital Long-Term Treasury Index; 
Long TIPS: Barclays Capital U.S. TIPS: 10 Year+ Index; 
Cash: BofA Merrill Lynch 3-Month Treasury Bill Index.

Starting salary – $50,000
Real annual wage increase – 1%
Savings rate – 6% to 12% over 40 years 
Saving rate schedule – 1-10 yrs (6%–12%); 11-40 yrs (12%) 
Employer match – 3.5%
Annuity rate – 6%

pg 13

Return assumptions

ASSET "NORMAL" MARKET TURBULENT MARKET INFLATIONARY MARKET

Cash 2.5% 2.5% 5.0%

Fixed Income 4.5% 5.5% 5.0%

High Yield 6.5% 3.0% 8.0%

TIPS 4.0% 5.0% 9.5%

Long Treasuries 5.0% 7.5% 4.0%

Global Fixed Income 4.0% 5.0% 4.5%

Emerging Markets Fixed Income 7.0% 6.5% 7.5%

Long TIPS 4.5% 6.5% 8.5%

Real Estate 6.5% 1.0% 11.0%

Commodities 6.0% 1.5% 18.0%

U.S. Large Cap 7.5% -2.5% 6.0%

U.S. Small Cap 8.5% -0.5% 7.0%

Non-U.S. Equities 7.5% 0.0% 8.0%

Emerging Markets Equities 9.0% 2.0% 10.5%



pg 14

Appendix

Salary at retirement - $73,706
Retirement age – 65 years
Ending balance – $614,217
Drawdown rate – 50% of final salary over 30 years
Inflation rate – 2.5% in normal and turbulent market; 4.5% in inflationary environment

GLIDE PATH
The glide path is intended to illustrate how allocations among asset classes change as a target-date approaches. The target asset allocation is based on a target date, which assumes a normal 
retirement age of 65, and time horizons based on current longevity of persons reaching retirement in average health.  The glide path is designed to reduce risk as the target retirement date 
nears, but may also provide investors diversification across a variety of asset classes, with an emphasis on asset classes that may protect against inflation over time. The target allocations used 
in this presentation are for illustrative purposes only. They are based on quantitative and qualitative data relating to long-term market trends, risk metrics, correlation of asset types and 
actuarial assumptions of life expectancy and retirement

The PIMCO glide path implements an optimal asset allocation mix that moves from higher risk to lower risk over time and is designed to manage the risk of an individual’s savings as they 
approach retirement.  The glide path acts as a “benchmark portfolio”, reflecting an allocation that is optimal with respect to our long-run, real return assumptions for each asset class (referred 
to above as “capital market assumptions”). The PIMCO glide path optimization takes into account the compounding of returns over the given investment horizon, unlike standard mean-
variance analysis. PIMCO’s approach to developing a glide path incorporates liability-driven modelling in a “real return” framework, using a broad opportunity set of asset classes seeking to 
deliver meaningful improvements over traditional approaches.  This approach may increase the median return and narrow the range of expected future outcomes when compared to the typical 
glidepath (see chart below), while hedging the risk of future inflation and reducing the risk of a shortfall in future sustainable spending power. More income is likely to distribute near the 
median.

HYPOTHETICAL EXAMPLE
No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.  Hypothetical or simulated performance results 
have several inherent limitations.  Unlike an actual performance record, simulated results do not represent actual performance and are generally prepared with the benefit of hindsight.  There 
are frequently sharp differences between simulated performance results and the actual results subsequently achieved by any particular account, product, or strategy.  In addition, since trades 
have not actually been executed, simulated results cannot account for the impact of certain market risks such as lack of liquidity.  There are numerous other factors related to the markets in 
general or the implementation of any specific investment strategy, which cannot be fully accounted for in the preparation of simulated results and all of which can adversely affect actual results.

PIMCO’s methodology uses a Block Bootstrapping model to run a portfolio through multiple hypothetical trials to generate a full distribution. Bootstrapping is similar to Monte Carlo 
simulation, but instead of sampling from a theoretical distribution, it samples from an empirical distribution using historical factor returns. “Block” bootstrapping uses contiguous blocks of data, 
which captures serial correlation effects in factor performance, such as momentum and reversal. Bootstrapping captures non-normality in factor returns.

Stress Testing is a simulation technique used on a portfolio to determine its reactions to different hypothetical situations. PIMCO employs methodologies which may include market or other 
assumptions, subjective judgments and valuation models. Such assumptions, judgments and models may reflect PIMCO's current thinking and may be changed or modified in response to 
PIMCO's perception of market conditions, or otherwise.

INVESTMENT STRATEGY
There is no guarantee that these investment strategies will work under all market conditions and each investor should evaluate their ability to invest for a long-term especially during periods of
downturn in the market. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.
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PORTFOLIO ANALYSIS
The portfolio analysis is based on model portfolios consisting of indices. No representation is being made that the structure of any portfolio or account will remain the same or that similar 
returns will be achieved. Results shown may not be attained and should not be construed as the only possibilities that exist. Different weightings in the asset allocation illustration will produce 
different results. Actual results will vary and are subject to change with market conditions. There is no guarantee that results will be achieved. No fees or expenses were included in the estimated 
results and distribution. The scenarios assume a set of assumptions that may, individually or collectively, not develop over time. The analysis reflected in this information is based upon data at 
time of analysis. Forecast, estimates, and certain information contained herein are based upon proprietary research and should not be considered as investment advice or a recommendation of 
any particular security, strategy or investment product. 

PIMCO routinely reviews, modifies, and adds risk factors to its proprietary models. Due to the dynamic nature of factors affecting markets, there is no guarantee that simulations will capture all 
relevant risk factors or that the implementation of any resulting solutions will protect against loss. All investments contain risk and may lose value. Simulated risk analysis contains inherent 
limitations and is generally prepared with the benefit of hindsight. Realized losses may be larger than predicted by a given model due to additional factors that cannot be accurately forecasted 
or incorporated into a model based on historical or assumed data.

RISK
All investments contain risk and may lose value. Investing in the bond market is subject to certain risks including market, interest-rate, issuer, credit, and inflation risk; investments may be worth 
more or less than the original cost when redeemed. Investing in foreign denominated and/or domiciled securities may involve heightened risk due to currency fluctuations, and economic and 
political risks, which may be enhanced in emerging markets. Inflation-linked bonds (ILBs) issued by a government are fixed-income securities whose principal value is periodically adjusted 
according to the rate of inflation; ILBs decline in value when real interest rates rise. Treasury Inflation-Protected Securities (TIPS) are ILBs issued by the U.S. Government. Commodities contain 
heightened risk including market, political, regulatory, and natural conditions, and may not be suitable for all investors. Equities may decline in value due to both real and perceived general 
market, economic, and industry conditions. High-yield, lower-rated, securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of 
credit and liquidity risk than portfolios that do not. REITs are subject to risk, such as poor performance by the manager, adverse changes to tax laws or failure to qualify for tax-free pass-
through of income. Derivatives and commodity-linked derivatives may involve certain costs and risks such as liquidity, interest rate, market, credit, management and the risk that a position 
could not be closed when most advantageous. Commodity-linked derivative instruments may involve additional costs and risks such as changes in commodity index volatility or factors 
affecting a particular industry or commodity, such as drought, floods, weather, livestock disease, embargoes, tariffs and international economic, political and regulatory developments. Investing 
in derivatives could lose more than the amount invested.  

VOLATILITY (ESTIMATED)
We employed a block bootstrap methodology to calculate volatilities. We start by computing historical factor returns that underlie each asset class proxy from January 1997 through the 
present date. We then draw a set of 12 monthly returns within the dataset to come up with an annual return number. This process is repeated 15,000 times to have a return series with 15,000 
annualized returns. The standard deviation of these annual returns is used to model the volatility for each factor. We then use the same return series for each factor to compute covariance 
between factors. Finally, volatility of each asset class proxy is calculated as the sum of variances and covariance of factors that underlie that particular proxy.

This material contains the current opinions of the manager and such opinions are subject to change without notice. Information contained herein has been obtained from sources believed to 
be reliable, but not guaranteed. References to specific securities are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell 
such securities. In addition, these references are not representation of PIMCO forecasts or expectations. The information on future results or expectations should not be construed as an estimate 
or promise of results that a client portfolio may achieve. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of 
Pacific Investment Management Company LLC, 840 Newport Center Drive, Newport Beach, CA 92660, 800.387.4626. ©2012, PIMCO.

INDEX DESCRIPTIONS
Barclays Long-Term Treasury consists of U.S. Treasury issues with maturities of 10 or more years. Prior to 1 November 2008, this index was published by Lehman Brothers. 

The Barclays U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment grade fixed rate bond market, with index 
components for government and corporate securities, mortgage pass-through securities, and asset-backed securities. These major sectors are subdivided into more specific indices that are 
calculated and reported on a regular basis.
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The Barclays U.S. TIPS Index is an unmanaged market index comprised of all U.S. Treasury Inflation Protected Securities rated investment grade (Baa3 or better), have at least one year to final 
maturity, and at least $250 million par amount outstanding. Performance data for this index prior to 10/97 represents returns of the Lehman Inflation Notes Index.

The Barclays High Yield Index is an unmanaged market-weighted index including only SEC registered and 144(a) securities with fixed (non-variable) coupons.  All bonds must have an 
outstanding principal of $100 million or greater, a remaining maturity of at least one year, a rating of below investment grade and a U.S. Dollar denomination.

Barclays U.S. Treasury Inflation Notes: 10+ Year is an unmanaged index market comprised of U.S. Treasury Inflation Protected securities with maturities of over 10 years. 

The BofA Merrill Lynch US 3-Month Treasury Bill Index is comprised of a single issue purchased at the beginning of the month and held for a full month. At the end of the month that issue is 
sold and rolled into a newly selected issue. The issue selected at each month-end rebalancing is the outstanding Treasury Bill that matures closest to, but not beyond, three months from the 
rebalancing date. To qualify for selection, an issue must have settled on or before the month-end rebalancing date. While the index will often hold the Treasury Bill issued at the most recent 3-
month auction, it is also possible for a seasoned 6-month Bill to be selected.

The Consumer Price Index (CPI) is an unmanaged index representing the rate of inflation of the U.S. consumer prices as determined by the U.S. Department of Labor Statistics.  There can be no 
guarantee that the CPI or other indexes will reflect the exact level of inflation at any given time. 

The Dow Jones UBS Commodity Total Return Index is an unmanaged index composed of futures contracts on 19 physical commodities. The index is designed to be a highly liquid and 
diversified benchmark for commodities as an asset class. Prior to 7 May 2009, this index was known as the Dow Jones AIG Commodity Total Return Index. 

The Dow Jones U.S. Select Real Estate Investment Trust (REIT) Total Return Index, a subset of the Dow Jones U.S. Select Real Estate Securities Total Return Index, is an unmanaged index 
comprised of U.S. publicly traded Real Estate Investment Trusts. This index was formerly known as the Dow Jones Wilshire REIT Index. 

JPMorgan Government Bond Index-Emerging Markets Global Diversified Index (Unhedged) is a comprehensive global local emerging markets index, and consists of regularly traded, liquid 
fixed-rate, domestic currency government bonds to which international investors can gain exposure.

JPMorgan GBI Global Hedged in USD is an unmanaged index market representative of the total return performance in U.S. dollars on a hedged basis of major world bond markets.

The MSCI EAFE (Morgan Stanley Capital International Europe, Australasia, Far East Index) is an unmanaged index of over 900 companies, and is a generally accepted benchmark for major 
overseas markets.  Index weightings represent the relative capitalizations of the major overseas markets included in the index on a U.S. dollar adjusted basis.

The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets. The MSCI Emerging Markets 
Index consists of the following 21 emerging market country indices: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Morocco, Peru, 
Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.

MSCI ACWI ex US index is a market-capitalization-weighted index maintained by Morgan Stanley Capital International (MSCI) and designed to provide a broad measure of stock performance 
throughout the world, with the exception of U.S.-based companies.

The Russell 2000 Index is an unmanaged index generally representative of the 2,000 smallest companies in the Russell 3000 Index, which represents approximately 10% of the total market 
capitalization of the Russell 3000 Index.  

The S&P 500 Index is an unmanaged market index generally considered representative of the stock market as a whole. The index focuses on the Large-Cap segment of the U.S. equities market. 

It is not possible to invest directly in an unmanaged index.
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