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PIMCO FLOATING RATE STRATEGY FUND

STATEMENT OF ADDITIONAL INFORMATION

October 26, 2004

PIMCO Floating Rate Strategy Fund (the �Fund�) is a newly organized, diversified, closed-end management investment company.

This Statement of Additional Information relating to common shares of the Fund (�Common Shares�) is not a prospectus, and should be read in
conjunction with the Fund�s prospectus relating thereto dated October 26, 2004 (the �Prospectus�). This Statement of Additional Information does
not include all information that a prospective investor should consider before purchasing Common Shares, and investors should obtain and read
the Prospectus prior to purchasing such shares. A copy of the Prospectus may be obtained without charge by calling (877) 819-2224. You may
also obtain a copy of the Prospectus on the web site (http://www.sec.gov) of the Securities and Exchange Commission (�SEC�). Capitalized terms
used but not defined in this Statement of Additional Information have the meanings ascribed to them in the Prospectus.
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USE OF PROCEEDS

The net proceeds of the offering of Common Shares of the Fund will be approximately $705,220,000 (or $811,003,000 if the Underwriters
exercise the overallotment option in full) after payment or reimbursement of estimated organizational and offering costs.

PA Fund Management LLC (the �Manager�), the Fund�s investment manager, has agreed to pay (i) the amount by which the Fund�s offering costs
(other than the sales load, but inclusive of the reimbursement of underwriter expenses of $.00667 per share) exceed $.04 per Common Share and
(ii) all of the Fund�s organizational expenses, except that the Fund has agreed to reimburse the Manager for such organizational expenses to the
extent that the aggregate of all such organizational expenses and all offering costs (other than the sales load, but inclusive of the reimbursement
of underwriter expenses of $.00667 per share) does not exceed $.04 per Common Share.

It is presently anticipated that the Fund will be able to invest substantially all of the net proceeds in floating rate debt instruments and other
securities that meet its investment objective and policies within six months after the completion of the offering. The Fund anticipates that it may
take up to six months to complete this initial investment process due to potential limited availability of suitable Senior Loans in the marketplace
as well as additional time required for PIMCO to analyze and assess counterparties and contractual and other features associated with Senior
Loans, which are typically more detailed and complex than those associated with more traditional debt instruments. Pending such investment, it
is anticipated that the proceeds will be invested in high grade, short-term securities, credit-linked trust certificates, and/or index futures contracts
or similar derivative instruments designed to give the Fund exposure to the markets in which it intends to invest while PIMCO selects specific
securities. During the period in which the Fund is investing the net proceeds of the offering, it may not be in a position to achieve its investment
objective.

INVESTMENT OBJECTIVE AND POLICIES

The investment objective and general investment policies of the Fund are described in the Prospectus. Additional information concerning the
characteristics of certain of the Fund�s investments is set forth below.

Floating Rate Debt Instruments

As described in the Prospectus, the Fund will ordinarily invest in floating rate debt instruments, a substantial portion of which will be senior
floating rate loans (�Senior Loans�). Floating rate debt instruments are debt instruments that pay interest at rates which adjust whenever a specified
interest rate changes and/or which reset on predetermined dates (such as the last day of a month or calendar quarter). These floating rate debt
instruments may include, in addition to Senior Loans, instruments such as catastrophe bonds, bank capital securities, unsecured bank loans,
corporate bonds, money market instruments and certain types of mortgage-backed and other asset-backed securities. Due to their floating rate
features, these instruments will generally pay higher levels of income in a rising interest rate environment and lower levels of income as interest
rates decline. For the same reason, the market value of a floating rate debt instrument is generally expected to have less sensitivity to fluctuations
in
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market interest rates than a longer term fixed rate debt instrument, although the value of a floating rate instrument may nonetheless decline as
interest rates rise and due to other factors, such as changes in credit quality.

Senior Loans

The Fund expects to ordinarily invest a substantial portion of its assets in Senior Loans. Senior Loans include senior floating rate loans and
institutionally traded senior floating rate debt obligations issued by asset-backed pools and other issues, and interests therein. Loan interests
generally take the form of direct interests acquired during a primary distribution and may also take the form of assignments of, novations of, or
participations in a Senior Loan acquired in secondary markets. Loan interests may be acquired from U.S or foreign commercial banks, insurance
companies, finance companies or other financial institutions who have made loans or are members of a lending syndicate or from other holders
of loan interests.

Senior Loans typically pay interest at rates which are re-determined periodically on the basis of a floating base lending rate (such as the London
Inter-Bank Offered Rate, �LIBOR�) plus a premium. Although Senior Loans are typically of below investment grade quality, they tend to have
more favorable recovery rates than other types of below investment grade quality debt obligations. Senior Loans generally (but not always) hold
the most senior position in the capital structure of a borrower and are often secured with collateral. A Senior Loan is typically originated,
negotiated and structured by a U.S. or foreign commercial bank, insurance company, finance company or other financial institution (the �Agent�)
for a lending syndicate of financial institutions (�Lenders�). The Agent typically administers and enforces the Senior Loan on behalf of the other
Lenders in the syndicate. In addition, an institution, typically but not always the Agent, holds any collateral on behalf of the Lenders.

The Fund may purchase assignments and participations in commercial loans, as well as debtor-in-possession loans. Such indebtedness may be
secured or unsecured. Loan participations typically represent direct participations in a loan to a corporate borrower, and generally are offered by
banks or other financial institutions or lending syndicates. The Fund may participate in such syndications, or can buy part of a loan, becoming a
part lender. When purchasing loan participations, the Fund assumes the credit risk associated with the corporate or other borrower and may
assume the credit risk associated with an interposed bank or other financial intermediary. The participation interests in which the Fund intends to
invest may not be rated by any nationally recognized rating service.

Unless, under the terms of the loan or other indebtedness (such as may be the case in an assignment), the Fund has direct recourse against the
borrower, the Fund may have to rely on the Agent or other financial intermediary to apply appropriate credit remedies against a borrower.

Purchasers of loans and other forms of direct indebtedness depend primarily upon the creditworthiness of the corporate or other borrower for
payment of principal and interest. If the Fund does not receive scheduled interest or principal payments on such indebtedness, the Fund�s share
price and yield could be adversely affected. Senior Loans that are fully secured offer the Fund more protection than an unsecured loan in the
event of non-payment of scheduled interest or principal. However, there is no assurance that the liquidation of collateral from a secured Senior
Loan would satisfy the borrower�s obligation, or that such collateral could be liquidated.
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The Fund may invest in loan participations with credit quality comparable to that of many issuers of its other debt securities investments.
Indebtedness of companies whose creditworthiness is poor involves substantially greater risks, and may be highly speculative. Some companies
may never pay off their indebtedness, or may pay only a small fraction of the amount owed. Consequently, when investing in indebtedness of
companies with poor credit, the Fund bears a substantial risk of losing the entire amount invested.

The Fund limits the amount of its total assets that it will invest in any one issuer or in issuers within the same industry. See �Investment
Restrictions.� For purposes of these limits, the Fund generally will treat the corporate or other borrower as the �issuer� of indebtedness held by the
Fund. In the case of loan participations where a bank or other lending institution serves as a financial intermediary between the Fund and the
borrower, if the participation does not shift to the Fund the direct debtor-creditor relationship with the borrower, the Fund shall treat both the
lending bank or other lending institution and the borrower as �issuers� for the purposes of the Fund�s sub-classification as a �diversified� company
under the 1940 Act, for purposes of the Fund�s industry concentration policy set forth in paragraph (1) under �Investment Restrictions �
Fundamental Investment Restriction� below and for the purposes of meeting the issuer diversification test under Section 851 of the Code. See �Tax
Matters� below. Treating a financial intermediary as an issuer of indebtedness may restrict the Fund�s ability to invest in indebtedness related to a
single financial intermediary, or a group of intermediaries engaged in the same industry, even if the underlying borrowers represent many
different companies and industries.

Loans and other types of direct indebtedness may not be readily marketable and may be subject to restrictions on resale. In some cases,
negotiations involved in disposing of indebtedness may require weeks to complete. Consequently, some indebtedness may be difficult or
impossible to dispose of readily at what PIMCO believes to be a fair price. In addition, valuation of illiquid indebtedness involves a greater
degree of judgment in determining the Fund�s net asset value than if that value were based on available market quotations. PIMCO will
determine the liquidity of the Fund�s investments by reference to market conditions and contractual provisions. Investments in loan participations
are considered to be debt obligations for purposes of the Fund�s investment restriction relating to the lending of funds or assets.

Investments in loans through a direct assignment of the financial institution�s interests with respect to the loan may involve additional risks to the
Fund. For example, if a loan is foreclosed, the Fund could become part owner of any collateral, and would bear the costs and liabilities
associated with owning and disposing of the collateral. In addition, it is conceivable that, under emerging legal theories of lender liability, the
Fund could be held liable as co-lender. It is unclear whether loans and other forms of direct indebtedness offer securities law protections against
fraud and misrepresentation. In the absence of definitive regulatory guidance, the Fund relies on PIMCO�s research in an attempt to avoid
situations where fraud or misrepresentations could adversely affect the Fund.

From time to time, PIMCO and its affiliates may borrow money from various banks in connection with their business activities. Such banks may
also sell Senior Loans to or acquire them from the Fund or may be intermediate participants with respect to Senior Loans in which the Fund
owns interests. Such banks may also act as Agents for Senior Loans held by the Fund.
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Lending Fees. In the process of buying, selling and holding Senior Loans, the Fund may receive and/or pay certain fees. These fees are in
addition to interest payments received and may include facility fees, commitment fees, commissions and prepayment penalty fees. When the
Fund buys a Senior Loan it may receive a facility fee and when it sells a Senior Loan it may pay a facility fee. On an ongoing basis, the Fund
may receive a commitment fee based on the undrawn portion of the underlying line of credit portion of the Senior Loan. In certain
circumstances, the Fund may receive a prepayment penalty fee upon the prepayment of a Senior Loan by a borrower. Other fees received by the
Fund may include covenant waiver fees and covenant modification fees.

Borrower Covenants. A borrower under a Senior Loan typically must comply with various restrictive covenants contained in a loan agreement
or note purchase agreement between the borrower and the Lender or lending syndicate (the �Loan Agreement�). Such covenants, in addition to
requiring the scheduled payment of interest and principal, may include restrictions on dividend payments and other distributions to stockholders,
provisions requiring the borrower to maintain specific minimum financial ratios and limits on total debt. In addition, the Loan Agreement may
contain a covenant requiring the borrower to prepay the Senior Loan with any free cash flow. Free cash flow is generally defined as net cash
flow after scheduled debt service payments and permitted capital expenditures, and includes the proceeds from asset dispositions or sales of
securities. A breach of a covenant which is not waived by the Agent, or by the lenders directly, as the case may be, is normally an event of
acceleration; i.e., the Agent, or the lenders directly, as the case may be, has the right to call the outstanding Senior Loan. The typical practice of
an Agent or a Lender in relying exclusively or primarily on reports from the borrower may involve a risk of fraud by the borrower. In the case of
a Senior Loan in the form of a participation, the agreement between the buyer and seller may limit the rights of the holder of a Senior Loan to
vote on certain changes which may be made to the Loan Agreement, such as waiving a breach of a covenant. However, the holder of the
participation will, in almost all cases, have the right to vote on certain fundamental issues such as changes in principal amount, payment dates
and interest rate.

Administration of Loans. In a typical Senior Loan, the Agent administers the terms of the Loan Agreement. In such cases, the Agent is normally
responsible for the collection of principal and interest payments from the borrower and the apportionment of these payments to the credit of all
institutions which are parties to the Loan Agreement. The Fund will generally rely upon the Agent or an intermediate participant to receive and
forward to the Fund its portion of the principal and interest payments on the Senior Loan. Furthermore, unless under the terms of a participation
agreement the Fund has direct recourse against the borrower, the Fund will rely on the Agent and the other members of the lending syndicate to
use appropriate credit remedies against the borrower. The Agent is typically responsible for monitoring compliance with covenants contained in
the Loan Agreement based upon reports prepared by the borrower. The seller of the Senior Loan usually does, but is often not obligated to,
notify holders of Senior Loans of any failures of compliance. The Agent may monitor the value of the collateral, if any, and if the value of such
collateral declines, may accelerate the Senior Loan, may give the borrower an opportunity to provide additional collateral or may seek other
protection for the benefit of the participants in the Senior Loan. The Agent is compensated by the borrower for providing these services under a
Loan Agreement, and such compensation may include special fees paid upon structuring and funding the Senior Loan and other fees paid on a
continuing basis. With respect to Senior Loans for which the Agent does not perform such administrative and
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enforcement functions, PIMCO will perform such tasks on behalf of the Fund, although a collateral bank will typically hold any collateral on
behalf of the Fund and the other lenders pursuant to the applicable Loan Agreement.

A financial institution�s appointment as Agent may usually be terminated in the event that it fails to observe the requisite standard of care or
becomes insolvent, enters Federal Deposit Insurance Corporation (�FDIC�) receivership, or, if not FDIC insured, enters into bankruptcy
proceedings. A successor Agent would generally be appointed to replace the terminated Agent, and assets held by the Agent under the Loan
Agreement should remain available to holders of Senior Loans. However, if assets held by the Agent for the benefit of the Fund were determined
to be subject to the claims of the Agent�s general creditors, the Fund might incur certain costs and delays in realizing payment on a Senior Loan,
or suffer a loss of principal and/or interest. In situations involving other intermediate participants similar risks may arise.

Prepayments. Senior Loans usually require, in addition to scheduled payments of interest and principal, the prepayment of the Senior Loan from
free cash flow, as defined above. The degree to which borrowers prepay Senior Loans, whether as a contractual requirement or at their election,
may be affected by general business conditions, the financial condition of the borrower and competitive conditions among lenders, among
others. As such, prepayments cannot be predicted with accuracy. Upon a prepayment, either in part or in full, the actual outstanding debt on
which the Fund derives interest income will be reduced. However, the Fund may receive both a prepayment penalty fee from the prepaying
borrower and a facility fee upon the purchase of a new Senior Loan with the proceeds from the prepayment of the former. Prepayments generally
will not materially affect the Fund�s performance because the Fund should be able to reinvest prepayments in other Senior Loans that have
similar or identical yields and because receipt of such fees may mitigate any adverse impact on the Fund�s yield.

Bridge Financings. The Fund may acquire interests in Senior Loans which are designed to provide temporary or �bridge� financing to a borrower
pending the sale of identified assets or the arrangement of longer-term loans or the issuance and sale of debt obligations. The Fund may also
invest in Senior Loans of borrowers who have obtained bridge loans from other parties. A borrower�s use of bridge loans involves a risk that the
borrower may be unable to locate permanent financing to replace the bridge loan, which may impair the borrower�s perceived creditworthiness.

Secured Senior Loans. To the extent that the collateral, if any, securing a Senior Loan consists of the stock of the borrower�s subsidiaries or other
affiliates, the Fund will be subject to the risk that this stock will decline in value. Such a decline, whether as a result of bankruptcy proceedings
or otherwise, could cause the Senior Loan to be undercollateralized or unsecured. In most credit agreements there is no formal requirement to
pledge additional collateral. In addition, the Fund may invest in Senior Loans guaranteed by, or fully secured by assets of, shareholders or
owners, even if the Senior Loans are not otherwise collateralized by assets of the borrower. There may be temporary periods when the principal
asset held by a borrower is the stock of a related company, which may not legally be pledged to secure a secured Senior Loan. On occasions
when such stock cannot be pledged, the secured Senior Loan will be temporarily unsecured until the stock can be pledged or is exchanged for or
replaced by other assets, which will be pledged as security for such Senior Loan. However, the borrower�s ability to dispose of
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such securities, other than in connection with such pledge or replacement, will be strictly limited for the protection of the holders of secured
Senior Loans.

If a borrower becomes involved in bankruptcy proceedings, a court may invalidate the Fund�s security interest in any loan collateral or
subordinate the Fund�s rights under a secured Senior Loan to the interests of the borrower�s unsecured creditors. Such action by a court could be
based, for example, on a �fraudulent conveyance� claim to the effect that the borrower did not receive fair consideration for granting the security
interest in the loan collateral to the Fund. For secured Senior Loans made in connection with a highly leveraged transaction, consideration for
granting a security interest may be deemed inadequate if the proceeds of such loan were not received or retained by the borrower, but were
instead paid to other persons, such as shareholders of the borrower, in an amount which left the borrower insolvent or without sufficient working
capital. There are also other events, such as the failure to perfect a security interest due to faulty documentation or faulty official filings, which
could lead to the invalidation of the Fund�s security interest in any loan collateral. If the Fund�s security interest in loan collateral is invalidated or
a secured Senior Loan is subordinated to other debt of a borrower in bankruptcy or other proceedings, it is unlikely that the Fund would be able
to recover the full amount of the principal and interest due on the secured Senior Loan.

The Fund may also invest in Senior Loans that are not secured by collateral or otherwise.

High Yield Securities (�Junk Bonds�)

The Fund may invest without limit and ordinarily expects to invest a substantial portion of its assets in Senior Loans and other debt securities
that are, at the time of purchase, rated below investment grade (below Baa3 by Moody�s Investors Service, Inc. (�Moody�s�), below BBB- by either
Standard & Poor�s (�S&P�) or Fitch, Inc. (�Fitch�), or below a comparable rating by Dominion Bond Rating Service Limited (�Dominion�)) or unrated
but judged by PIMCO to be of comparable quality. These securities are sometimes referred to as �high yield� securities or �junk bonds.� The Fund
will not invest more than 10% of its total assets in securities that are, at the time of purchase, rated CCC+/Caa1 or lower by each agency rating
the security or that are unrated but judged by PIMCO to be of comparable quality.

Many of the Senior Loans in which the Fund invests will be high yield securities. See �Senior Loans.�

Investments in high yield securities generally provide greater income and increased opportunity for capital appreciation than investments in
higher quality securities, but they also typically entail greater price volatility and principal and income risk, including the possibility of issuer
default and bankruptcy. High yield securities are regarded as predominantly speculative with respect to the issuer�s continuing ability to meet
principal and interest payments. Debt securities in the lowest investment grade category also may be considered to possess some speculative
characteristics by certain rating agencies. In addition, analysis of the creditworthiness of issuers of high yield securities may be more complex
than for issuers of higher quality securities.

High yield securities may be more susceptible to real or perceived adverse economic and competitive industry conditions than investment grade
securities. A projection of an economic downturn or of a period of rising interest rates, for example, could cause a decline in high yield
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security prices because the advent of a recession could lessen the ability of an issuer to make principal and interest payments on its debt
obligations. If an issuer of high yield securities defaults, in addition to risking non-payment of all or a portion of interest and principal, the Fund
may incur additional expenses to seek recovery. The market prices of high yield securities structured as zero-coupon, step-up or payment-in-kind
securities will normally be affected to a greater extent by interest rate changes, and therefore tend to be more volatile than the prices of securities
that pay interest currently and in cash.

The secondary market on which high yield securities are traded may be less liquid than the market for investment grade securities. Less liquidity
in the secondary trading market could adversely affect the price at which the Fund could sell a high yield security, and could adversely affect the
net asset value of the shares. Adverse publicity and investor perceptions, whether or not based on fundamental analysis, may decrease the values
and liquidity of high yield securities, especially in a thinly-traded market. When secondary markets for high yield securities are less liquid than
the market for investment grade securities, it may be more difficult to value the securities because such valuation may require more research, and
elements of judgment may play a greater role in the valuation because there is less reliable, objective data available. During periods of thin
trading in these markets, the spread between bid and asked prices is likely to increase significantly and the Fund may have greater difficulty
selling its portfolio securities. The Fund will be more dependent on PIMCO�s research and analysis when investing in high yield securities.
PIMCO seeks to minimize the risks of investing through in-depth credit analysis and attention to current developments in interest rates and
market conditions.

A general description of the ratings of securities by Moody�s, S&P, Fitch and Dominion is set forth in Appendix A to the Prospectus. The ratings
of Moody�s, S&P, Fitch and Dominion represent their opinions as to the quality of the securities they rate. It should be emphasized, however, that
ratings are general and are not absolute standards of quality. Consequently, debt obligations with the same maturity, coupon and rating may have
different yields while obligations with the same maturity and coupon with different ratings may have the same yield. For these reasons, the use
of credit ratings as the sole method of evaluating high yield securities can involve certain risks. For example, credit ratings evaluate the safety of
principal and interest payments, not the market value risk of high yield securities. Also, credit rating agencies may fail to change credit ratings in
a timely fashion to reflect events since the security was last rated. PIMCO does not rely solely on credit ratings when selecting securities for the
Fund, and develops its own independent analysis of issuer credit quality.

The Fund�s credit quality policies apply only at the time a security is purchased, and the Fund is not required to dispose of a security in the event
that a rating agency or PIMCO downgrades its assessment of the credit characteristics of a particular issue. In determining whether to retain or
sell such a security, PIMCO may consider such factors as PIMCO�s assessment of the credit quality of the issuer of such security, the price at
which such security could be sold and the rating, if any, assigned to such security by other rating agencies. However, analysis of
creditworthiness may be more complex for issuers of Senior Loans and other high yield securities than for issuers of higher quality debt
securities.
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Distressed Securities

Securities in which the Fund invests may be subject to significant risk of an issuer�s inability to meet principal and interest payments on the
obligations and also may be subject to price volatility due to such factors as market perception of the creditworthiness of an issuer and general
market liquidity. If PIMCO�s evaluation of the anticipated outcome of an investment situation should prove incorrect, such Fund investments
could experience a loss.

Bonds

The Fund may invest in a variety of bonds and related debt obligations of varying maturities (with predominantly low durations) issued by U.S.
corporations, foreign corporations, domestic banks, foreign banks and other business entities. Bonds include bills, notes, debentures, money
market instruments and similar instruments and securities. Bonds generally are used by corporations and other issuers to borrow money from
investors. The issuer pays the investor a variable or fixed rate of interest and normally must repay the amount borrowed on or before maturity.
Certain bonds are �perpetual� in that they have no maturity date.

The Fund�s investments in bonds are often subject to a number of risks described in the Prospectus and elaborated upon elsewhere in this section
of the Statement of Additional Information, including credit risk, high yield risk, interest rate risk, issuer risk, foreign (non-U.S.) investment risk,
inflation risk, liquidity risk, smaller company risk and management risk.

Event-Linked Bonds

The Fund may invest in �event-linked bonds.� Event-linked bonds, which are sometimes referred to as �catastrophe bonds,� are debt obligations for
which the return of principal and payment of interest is contingent on the non-occurrence of a specific �trigger� event, such as a hurricane or an
earthquake. They may be issued by government agencies, insurance companies, reinsurers, special purpose corporations or other on-shore or
off-shore entities. If a trigger event causes losses exceeding a specific amount in the geographic region and time period specified in a bond, the
Fund may lose a portion or all of its principal invested in the bond. If no trigger event occurs, the Fund will recover its principal plus interest.
For some event-linked bonds, the trigger event or losses may be based on company-wide losses, index-portfolio losses, industry indexes or
readings of scientific instruments rather than specified actual losses. Often event-linked bonds provide for extensions of maturity that are
mandatory, or optional at the discretion of the issuer, in order to process and audit loss claims in those cases when a trigger event has, or
possibly has, occurred. In addition to the specified trigger events, event-linked bonds may also expose the Fund to certain unanticipated risks
including but not limited to issuer (credit) default, adverse regulatory or jurisdictional interpretations and adverse tax consequences.

Event-linked bonds are a relatively new type of financial instrument. As such, there is no significant trading history of these securities, and there
can be no assurance that a liquid market in these instruments will develop. Lack of a liquid market may impose the risk of higher transaction
costs and the possibility that the Fund may be forced to liquidate positions when it would not be advantageous to do so. Event-linked bonds are
typically rated.
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Inflation-Indexed Bonds

The Fund may invest in inflation-indexed bonds, which are debt obligations whose value is periodically adjusted according to the rate of
inflation. Two structures are common. The U.S. Treasury and some other issuers utilize a structure that accrues inflation into the principal value
of the bond. Most other issuers pay out the Consumer Price Index accruals as part of a semiannual coupon.

Inflation-indexed securities issued by the U.S. Treasury have maturities of approximately five, ten or thirty years, although it is possible that
securities with other maturities will be issued in the future. The U.S. Treasury securities pay interest on a semi-annual basis equal to a fixed
percentage of the inflation-adjusted principal amount. For example, if the Fund purchased an inflation-indexed bond with a par value of $1,000
and a 3% real rate of return coupon (payable 1.5% semi-annually), and the rate of inflation over the first six months was 1%, the mid-year par
value of the bond would be $1,010 and the first semi-annual interest payment would be $15.15 ($1,010 times 1.5%). If inflation during the
second half of the year resulted in the whole year�s inflation equaling 3%, the end-of-year par value of the bond would be $1,030 and the second
semi-annual interest payment would be $15.45 ($1,030 times 1.5%).

If the periodic adjustment rate measuring inflation falls, the principal value of inflation-indexed bonds will be adjusted downward, and
consequently the interest payable on these securities (calculated with respect to a smaller principal amount) will be reduced. Repayment of the
original bond principal upon maturity (as adjusted for inflation) is guaranteed in the case of U.S. Treasury inflation-indexed bonds, even during a
period of deflation. However, the current market value of the bonds is not guaranteed and will fluctuate. The Fund may also invest in other
inflation-related bonds which may or may not provide a similar guarantee. If a guarantee of principal is not provided, the adjusted principal
value of the bond repaid at maturity may be less than the original principal amount.

The value of inflation-indexed bonds is expected to change in response to changes in real interest rates. Real interest rates in turn are tied to the
relationship between nominal interest rates and the rate of inflation. Therefore, if the rate of inflation rises at a faster rate than nominal interest
rates, real interest rates might decline, leading to an increase in value of inflation-indexed bonds. In contrast, if nominal interest rates increase at
a faster rate than inflation, real interest rates might rise, leading to a decrease in value of inflation-indexed bonds.

While these securities are expected to be protected from long-term inflationary trends, short-term increases in inflation may lead to a decline in
value. If interest rates rise due to reasons other than inflation (for example, due to changes in currency exchange rates), investors in these
securities may not be protected to the extent that the increase is not reflected in the bond�s inflation measure.

The periodic adjustment of U.S. inflation-indexed bonds is tied to the Consumer Price Index for Urban Consumers (�CPI-U�), which is calculated
monthly by the U.S. Bureau of Labor Statistics. The CPI-U is a measurement of changes in the cost of living, made up of components such as
housing, food, transportation and energy. Inflation-indexed bonds issued by a foreign government are generally adjusted to reflect a comparable
inflation index calculated by that government. There can be no assurance that the CPI-U or any foreign inflation index will accurately measure
the real rate of inflation in the prices of goods and services. Moreover, there
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can be no assurance that the rate of inflation in a foreign country will be correlated to the rate of inflation in the United States.

For federal income tax purposes, any increase in the principal amount of an inflation-indexed bond will be original issue discount which is
taxable as ordinary income in the year accrued, even though investors do not receive their principal, including any increases thereto, until
maturity. See �Tax Matters�Discount Obligations and Payment-in-Kind Securities� below.

Mortgage-Related and Other Asset-Backed Securities

The Fund may invest in mortgage-related securities, and may also invest in other asset-backed securities (unrelated to mortgage loans) that are
offered to investors currently or in the future. Mortgage-related securities are interests in pools of residential or commercial mortgage loans,
including mortgage loans made by savings and loan institutions, mortgage bankers, commercial banks and others. Pools of mortgage loans are
assembled as securities for sale to investors by various governmental, government-related and private organizations. Like other debt obligations,
the ability of the Fund to successfully utilize these instruments may depend in part upon the ability of PIMCO to forecast certain
macro-economic factors correctly. See ��Mortgage Pass-Through Securities� below. Certain debt obligations are also secured with collateral
consisting of mortgage-related securities. See ��Collateralized Mortgage Obligations (�CMOs�)� below.

The mortgage-related securities in which the Fund will invest will typically pay variable rates of interest, although the Fund may invest in fixed
rate obligations as well.

Commercial Mortgage-Backed Securities. Commercial mortgage-backed securities include securities that reflect an interest in, and are secured
by, mortgage loans on commercial real property. The market for commercial mortgage-backed securities developed more recently and in terms
of total outstanding principal amount of issues is relatively small compared to the market for residential single-family mortgage-backed
securities. Many of the risks of investing in commercial mortgage-backed securities reflect the risks of investing in the real estate securing the
underlying mortgage loans. These risks reflect the effects of local and other economic conditions on real estate markets, the ability of tenants to
make loan payments, and the ability of a property to attract and retain tenants. Commercial mortgage-backed securities may be less liquid and
exhibit greater price volatility than other types of mortgage- or asset-backed securities.

Mortgage Pass-Through Securities. Mortgage pass-through securities are securities representing interests in �pools� of mortgage loans secured by
residential or commercial real property. Interests in pools of mortgage-related securities differ from other forms of debt obligations, which
normally provide for periodic payment of interest in fixed or variable amounts with principal payments at maturity or specified call dates.
Instead, these securities provide a monthly payment which consists of both interest and principal payments. In effect, these payments are a
�pass-through� of the monthly payments made by the individual borrowers on their residential or commercial mortgage loans, net of any fees paid
to the issuer or guarantor of such securities. Additional payments are caused by repayments of principal resulting from the sale of the underlying
property, refinancing or foreclosure, net of fees or costs which may be incurred. Some mortgage-related securities (such as securities issued by
the Government National Mortgage Association (the �GNMA�)) are described as �modified pass-through.�
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These securities entitle the holder to receive all interest and principal payments owed on the mortgage pool, net of certain fees, at the scheduled
payment dates regardless of whether or not the mortgagor actually makes the payment.

The rate of prepayments on underlying mortgages will affect the price and volatility of a mortgage-related security, and may have the effect of
shortening or extending the effective maturity of the security beyond what was anticipated at the time of purchase. Early repayment of principal
on some mortgage-related securities (arising from prepayments of principal due to the sale of the underlying property, refinancing, or
foreclosure, net of fees and costs which may be incurred) may expose the Fund to a lower rate of return upon reinvestment of principal. Also, if
a security subject to prepayment has been purchased at a premium, the value of the premium would be lost in the event of prepayment. Like
other fixed rate debt obligations, when interest rates rise, the value of a fixed rate mortgage-related security generally will decline; however,
when interest rates are declining, the value of fixed rate mortgage-related securities with prepayment features may not increase as much as other
debt obligations. Investments in mortgage-backed and other asset-backed securities with variable rates of interest would minimize the Fund�s
sensitivity to such interest rate volatility. However, adjustable rate mortgage-related and other asset-backed securities are also subject to some
interest rate risk. For example, because interest rates on most adjustable rate mortgage- and other asset-backed securities only reset periodically
(e.g., monthly or quarterly), changes in prevailing interest rates (and particularly sudden and significant changes) can be expected to cause some
fluctuations in the market value of these securities, including declines in value as interest rates rise. In addition, to the extent that unanticipated
rates of prepayment on underlying mortgages increase the effective maturity of a mortgage-related security, the volatility of such security can be
expected to increase.

Payment of principal and interest on some mortgage pass-through securities (but not the market value of the securities themselves) may be
guaranteed by the full faith and credit of the U.S. Government (in the case of securities guaranteed by the GNMA) or guaranteed by agencies or
instrumentalities of the U.S. Government (in the case of securities guaranteed by the Federal National Mortgage Association (the �FNMA�) or the
Federal Home Loan Mortgage Corporation (the �FHLMC�). The principal governmental guarantor of mortgage-related securities is the GNMA.
GNMA is a wholly-owned U.S. Government corporation within the Department of Housing and Urban Development. GNMA is authorized to
guarantee, with the full faith and credit of the U.S. Government, the timely payment of principal and interest on securities issued by institutions
approved by GNMA (such as savings and loan institutions, commercial banks and mortgage bankers) and backed by pools of mortgages insured
by the Federal Housing Administration (the �FHA�), or guaranteed by the Department of Veterans Affairs (the �VA�).

Government-related guarantors (i.e., not backed by the full faith and credit of the U.S. Government) include the FNMA and the FHLMC. FNMA
is a government-sponsored corporation owned entirely by private stockholders. It is subject to general regulation by the Secretary of Housing
and Urban Development. FNMA purchases conventional (i.e., not insured or guaranteed by any government agency) residential mortgages from
a list of approved sellers/servicers which include state and federally chartered savings and loan associations, mutual savings banks, commercial
banks, and credit unions and mortgage bankers. Pass-through securities issued by FNMA are guaranteed as to timely payment of principal and
interest by FNMA but are not backed by the full faith and credit of the U.S. Government. Instead, they are
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supported only by the discretionary authority of the U.S. Government to purchase the agency�s obligations, and therefore involve increased credit
risk.

FHLMC was created by Congress in 1970 for the purpose of increasing the availability of mortgage credit for residential housing. It is a
government-sponsored corporation formerly owned by the twelve Federal Home Loan Banks and now owned entirely by private stockholders.
FHLMC issues Participation Certificates (�PCs�) which represent interests in conventional mortgages from FHLMC�s national portfolio. FHLMC
guarantees the timely payment of interest and ultimate collection of principal, but PCs are not backed by the full faith and credit of the U.S.
Government. Instead, they are supported only by the discretionary authority of the U.S. Government to purchase the agency�s obligations, and
therefore involve increased credit risk.

Commercial banks, savings and loan institutions, private mortgage insurance companies, mortgage bankers and other secondary market issuers
also create pass-through pools of conventional residential mortgage loans. Such issuers may, in addition, be the originators and/or servicers of
the underlying mortgage loans as well as the guarantors of the mortgage-related securities. Pools created by such non-governmental issuers
generally offer a higher rate of interest than government and government-related pools because there are no direct or indirect government or
agency guarantees of payments in such pools. However, timely payment of interest and principal of these pools may be supported by various
forms of insurance or guarantees, including individual loan, title, pool and hazard insurance and letters of credit. The insurance and guarantees
are issued by governmental entities, private insurers and the mortgage poolers. There can be no assurance that the private insurers or guarantors
can meet their obligations under the insurance policies or guarantee arrangements. Although the market for such securities is becoming
increasingly liquid, securities issued by certain private organizations may not be readily marketable.

Mortgage-related securities that are issued or guaranteed by the U.S. Government, its agencies or instrumentalities, are not subject to the Fund�s
industry concentration restriction (see �Investment Restrictions�) by virtue of the exclusion from that restriction available to all U.S. Government
securities. In the case of privately issued mortgage-related securities, the Fund takes the position that mortgage-related securities do not
represent interests in any particular �industry� or group of industries. The assets underlying such securities may be represented by a portfolio of
first lien residential mortgages (including both whole mortgage loans and mortgage participation interests) or portfolios of mortgage
pass-through securities issued or guaranteed by GNMA, FNMA or FHLMC. Mortgage loans underlying a mortgage-related security may in turn
be insured or guaranteed by the FHA or the VA. In the case of private issue mortgage-related securities whose underlying assets are neither U.S.
Government securities nor U.S. Government insured mortgages, to the extent that real properties securing such assets may be located in the same
geographical region, the security may be subject to a greater risk of default than other comparable securities in the event of adverse economic,
political or business developments that may affect such region and, ultimately, the ability of residential homeowners to make payments of
principal and interest on the underlying mortgages.

Collateralized Mortgage Obligations (�CMOs�). A CMO is a hybrid between a mortgage-backed bond and a mortgage pass-through security.
Similar to a bond, interest and prepaid principal is paid, in most cases, semi-annually. CMOs may be collateralized by whole
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mortgage loans, but are more typically collateralized by portfolios of mortgage pass-through securities guaranteed by GNMA, FHLMC, or
FNMA, and their income streams.

CMOs are structured into multiple classes, each bearing a different stated maturity. Actual maturity and average life will depend upon the
prepayment experience of the collateral. CMOs provide for a modified form of call protection through a de facto breakdown of the underlying
pool of mortgages according to how quickly the loans are repaid. Monthly payment of principal received from the pool of underlying mortgages,
including prepayments, is first returned to investors holding the shortest maturity class. Investors holding the longer maturity classes receive
principal only after the first class has been retired. An investor is partially guarded against a sooner than desired return of principal because of
the sequential payments.

In a typical CMO transaction, a corporation (�issuer�) issues multiple series (e.g., A, B, C, Z) of CMO bonds (the �Bonds�). Proceeds of the Bond
offering are used to purchase mortgages or mortgage pass-through certificates (the �Collateral�). The Collateral is pledged to a third party trustee
as security for the Bonds. Principal and interest payments from the Collateral are used to pay principal on the Bonds in the order A, B, C, Z. The
Series A, B and C Bonds all bear current interest. Interest on the Series Z Bond is accrued and added to principal and a like amount is paid as
principal on the Series A, B or C Bond currently being paid off. When the Series A, B and C Bonds are paid in full, interest and principal on the
Series Z Bond begin to be paid currently. With some CMOs, the issuer serves as a conduit to allow loan originators (primarily builders or
savings and loan associations) to borrow against their loan portfolios.

CMOs that are issued or guaranteed by the U.S. Government or by any of its agencies or instrumentalities will be considered U.S. Government
securities by the Fund, while other CMOs, even if collateralized by U.S. Government securities, will have the same status as other privately
issued securities for purposes of applying the Fund�s diversification tests.

FHLMC Collateralized Mortgage Obligations. FHLMC CMOs are debt obligations of FHLMC issued in multiple classes having different
maturity dates which are secured by the pledge of a pool of conventional mortgage loans purchased by FHLMC. Unlike FHLMC PCs, payments
of principal and interest on the CMOs are made semi-annually, as opposed to monthly. The amount of principal payable on each semi-annual
payment date is determined in accordance with FHLMC�s mandatory sinking fund schedule, which in turn, is equal to approximately 100% of
FHA prepayment experience applied to the mortgage collateral pool. All sinking fund payments in the CMOs are allocated to the retirement of
the individual classes of bonds in the order of their stated maturities. Payments of principal on the mortgage loans in the collateral pool in excess
of the amount of FHLMC�s minimum sinking fund obligation for any payment date are paid to the holders of the CMOs as additional sinking
fund payments. Because of the �pass-through� nature of all principal payments received on the collateral pool in excess of FHLMC�s minimum
sinking fund requirement, the rate at which principal of the CMOs is actually repaid is likely to be such that each class of bonds will be retired in
advance of its scheduled maturity date.

If collection of principal (including prepayments) on the mortgage loans during any semi-annual payment period is not sufficient to meet
FHLMC�s minimum sinking fund obligation on
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the next sinking fund payment date, FHLMC agrees to make up the deficiency from its general funds.

Criteria for the mortgage loans in the pool backing the FHLMC CMOs are identical to those of FHLMC PCs. FHLMC has the right to substitute
collateral in the event of delinquencies and/or defaults.

Other Mortgage-Related Securities. Other mortgage-related securities include securities other than those described above that directly or
indirectly represent a participation in, or are secured by and payable from, mortgage loans on real property, including CMO residuals and
stripped mortgage-backed securities. Other mortgage-related securities may be equity or debt securities issued by agencies or instrumentalities of
the U.S. Government or by private originators of, or investors in, mortgage loans, including savings and loan associations, homebuilders,
mortgage banks, commercial banks, investment banks, partnerships, trusts and special purpose entities of the foregoing.

CMO Residuals. CMO residuals are mortgage securities issued by agencies or instrumentalities of the U.S. Government or by private originators
of, or investors in, mortgage loans, including savings and loan associations, homebuilders, mortgage banks, commercial banks, investment banks
and special purpose entities of the foregoing.

The cash flow generated by the mortgage assets underlying a series of CMOs is applied first to make required payments of principal and interest
on the CMOs and second to pay the related administrative expenses of the issuer. The residual in a CMO structure generally represents the
interest in any excess cash flow remaining after making the foregoing payments. Each payment of such excess cash flow to a holder of the
related CMO residual represents income and/or a return of capital. The amount of residual cash flow resulting from a CMO will depend on,
among other things, the characteristics of the mortgage assets, the coupon rate of each class of CMO, prevailing interest rates, the amount of
administrative expenses and the prepayment experience on the mortgage assets. In particular, the yield to maturity on CMO residuals is
extremely sensitive to prepayments on the related underlying mortgage assets. In addition, if a series of a CMO includes a class that bears
interest at an adjustable rate, the yield to maturity on the related CMO residual will also be extremely sensitive to changes in the level of the
index upon which interest rate adjustments are based. The Fund may fail to recoup some or all of its initial investment in a CMO residual.

CMO residuals are generally purchased and sold by institutional investors through several investment banking firms acting as brokers or dealers.
The CMO residual market has developed fairly recently and CMO residuals currently may not have the liquidity of other more established
securities trading in other markets. Transactions in CMO residuals are generally completed only after careful review of the characteristics of the
securities in question. In addition, CMO residuals may, or pursuant to an exemption therefrom, may not, have been registered under the
Securities Act of 1933, as amended (the �1933 Act�). CMO residuals, whether or not registered under the 1933 Act, may be subject to certain
restrictions on transferability, and may be deemed �illiquid.� As used in this Statement of Additional Information, the term CMO residual does not
include residual interests in real estate mortgage investment conduits.
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Other Asset-Backed Securities. Similarly, PIMCO expects that other asset-backed securities (unrelated to mortgage loans) will be offered to
investors in the future and may be purchased by the Fund. Several types of asset-backed securities have already been offered to investors,
including Enhanced Equipment Trust Certificates (�EETCs�), Certificates for Automobile ReceivablesSM (�CARSSM�) and Collateralized Debt
Obligations (�CDOs�).

Although any entity may issue EETCs, to date, U.S. airlines are the primary issuers. An airline EETC is an obligation secured directly by aircraft
or aircraft engines as collateral. Airline EETCs generally have credit enhancement in the form of over-collateralization and cross-subordination
(i.e., multiple tranches and multiple aircraft as collateral). They also generally have a dedicated liquidity facility provided by a third-party insurer
to insure that coupon payments are made on a timely basis until collateral is liquidated in the event of a default by the lessor of the collateral.
Aircraft EETCs issued by registered U.S. carriers also benefit from a special section of the U.S. Bankruptcy Code, which allows the aircraft to
be sold by the trust holding the collateral to repay note holders without participating in bankruptcy proceedings. EETCs tend to be less liquid
than bonds.

CARSSM represent undivided fractional interests in a trust whose assets consist of a pool of motor vehicle retail installment sales contracts and
security interests in the vehicles securing the contracts. Payments of principal and interest on CARSSM are passed through monthly to certificate
holders, and are guaranteed up to certain amounts and for a certain time period by a letter of credit issued by a financial institution unaffiliated
with the trustee or originator of the trust. An investor�s return on CARSSM may be affected by early prepayment of principal on the underlying
vehicle sales contracts. If the letter of credit is exhausted, the trust may be prevented from realizing the full amount due on a sales contract
because of state law requirements and restrictions relating to foreclosure sales of vehicles and the obtaining of deficiency judgments following
such sales or because of depreciation, damage or loss of a vehicle, the application of federal and state bankruptcy and insolvency laws, or other
factors. As a result, certificate holders may experience delays in payments or losses if the letter of credit is exhausted.

The Fund may invest in CDOs, which includes collateralized bond obligations (�CBOs�), collateralized loan obligations (�CLOs�) and other
similarly structured securities. CBOs and CLOs are types of asset-backed securities. A CBO is a trust which is backed by a diversified pool of
high risk, below investment grade fixed income securities. A CLO is a trust typically collateralized by a pool of loans, which may include,
among others, domestic and foreign senior secured loans, senior unsecured loans, and subordinate corporate loans, including loans that may be
rated below investment grade or equivalent unrated loans.

For both CBOs and CLOs, the cash flows from the trust are split into two or more portions, called tranches, varying in risk and yield. The
riskiest portion is the residual or �equity� tranche which bears the bulk of defaults from the bonds or loans in the trust and serves to protect the
other, more senior tranches from default in all but the most severe circumstances. Since it is partially protected from defaults, a senior tranche
from a CBO trust or CLO trust typically have higher ratings and lower yields than their underlying securities, and can be rated investment grade.
Despite the protection from the equity tranche, CBO or CLO tranches can experience substantial losses due to actual defaults, increased
sensitivity to defaults due to collateral default and disappearance of protecting tranches, market anticipation of defaults, as well as aversion to
CBO or CLO securities as a class.
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The risks of an investment in a CDO depend largely on the type of the collateral securities and the class of the CDO in which the Fund invests.
Normally, CBOs, CLOs and other CDOs are privately offered and sold, and thus, are not registered under the securities laws. As a result,
investments in CDOs may be characterized by the Fund as illiquid securities; however, an active dealer market may exist for CDOs allowing a
CDO to qualify for Rule 144A transactions. In addition to the normal risks associated with debt instruments discussed elsewhere in this
Statement of Additional Information and the Prospectus (e.g., interest rate risk and default risk), CDOs carry additional risks including, but not
limited to, (i) the possibility that distributions from collateral securities will not be adequate to make interest or other payments, (ii) the quality
of the collateral may decline in value or default, (iii) the Fund may invest in CDOs that are subordinate to other classes, and (iv) the complex
structure of the security may not be fully understood at the time of investment and may produce disputes with the issuer or unexpected
investment results.

Consistent with the Fund�s investment objective and policies, PIMCO also may invest in other types of asset-backed securities. Other
asset-backed securities may be collateralized by the fees earned by service providers. The value of asset-backed securities may be substantially
dependent on the servicing of the underlying asset pools and are therefore subject to risks associated with the negligence by, or defalcation of,
their servicers. In certain circumstances, the mishandling of related documentation may also affect the rights of the security holders in and to the
underlying collateral. The insolvency of entities that generate receivables or that utilize the assets may result in added costs and delays in
addition to losses associated with a decline in the value of the underlying assets.

Real Estate Investment Trusts (�REITs�)

REITs are pooled investment vehicles which invest primarily in income-producing real estate or real estate related loans or interests. REITs are
generally classified as equity REITs, mortgage REITs or a combination of equity and mortgage REITs. Equity REITs invest the majority of their
assets directly in real property and derive income primarily from the collection of rents. Equity REITs can also realize capital gains by selling
properties that have appreciated in value. Mortgage REITs invest the majority of their assets in real estate mortgages and derive income from the
collection of interest payments. REITs are not taxed on income distributed to shareholders provided they comply with the applicable
requirements of the Code. The Fund will indirectly bear its proportionate share of any management and other expenses paid by REITs in which
it invests in addition to the expenses paid by the Fund. Debt securities issued by REITs are, for the most part, general and unsecured obligations
and are subject to risks associated with REITs.

Investing in REITs involves certain unique risks in addition to those risks associated with investing in the real estate industry in general. An
equity REIT may be affected by changes in the value of the underlying properties owned by the REIT. A mortgage REIT may be affected by
changes in interest rates and the ability of the issuers of its portfolio mortgages to repay their obligations. REITs are dependent upon the skills of
their managers and are not diversified. REITs are generally dependent upon maintaining cash flows to repay borrowings and to make
distributions to shareholders and are subject to the risk of default by lessees or borrowers. REITs
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whose underlying assets are concentrated in properties used by a particular industry, such as health care, are also subject to risks associated with
such industry.

REITs (especially fixed rate mortgage REITs) are also subject to interest rate risks that apply generally to mortgage-related securities and other
debt instruments, as described above.

REITs may have limited financial resources, may trade less frequently and in a limited volume and may be subject to more abrupt or erratic
price movements than larger company securities. Historically REITs have been more volatile in price than the larger capitalization stocks
included in Standard & Poor�s 500 Stock Index.

Bank Capital Securities and Obligations

The Fund may invest in bank capital securities. Bank capital securities are issued by banks to help fulfill their regulatory capital requirements.
There are three common types of bank capital: Lower Tier II, Upper Tier II and Tier I. To the extent that the Fund invests in bank capital, it
expects to primarily invest in floating rate Upper Tier II and Tier I bank capital. Bank capital is generally, but not always, of investment grade
quality. Upper Tier II securities are commonly thought of as hybrids of debt and preferred stock. Upper Tier II securities are often perpetual
(with no maturity date), callable and have a cumulative interest deferral feature. This means that under certain conditions, the issuer bank can
withhold payment of interest until a later date. However, such deferred interest payments generally earn interest. Tier I securities often take the
form of trust preferred securities.

The Fund may also invest in other bank obligations including certificates of deposit, bankers� acceptances, and fixed time deposits. Certificates of
deposit are negotiable certificates that are issued against funds deposited in a commercial bank for a definite period of time and earning a
specified return. Bankers� acceptances are negotiable drafts or bills of exchange, normally drawn by an importer or exporter to pay for specific
merchandise, which are �accepted� by a bank, meaning, in effect, that the bank unconditionally agrees to pay the face value of the instrument on
maturity. Fixed time deposits are bank obligations payable at a stated maturity date and bearing interest at a fixed rate. Fixed time deposits may
be withdrawn on demand by the investor, but may be subject to early withdrawal penalties which vary depending upon market conditions and
the remaining maturity of the obligation. There are generally no contractual restrictions on the right to transfer a beneficial interest in a fixed
time deposit to a third party, although there is no market for such deposits. The Fund may also hold funds on deposit with its custodian bank in
an interest-bearing account for temporary purposes.

Subject to the Fund�s limitation on concentration of no more than 25% of its total assets in the securities of issuers in a particular industry, the
Fund may invest without limit in U.S. dollar-denominated obligations of foreign banks and may invest up to 25% of its total assets in foreign
bank obligations denominated in foreign currencies, subject to the restriction that a maximum of 10% of the Fund�s total assets may be invested
in securities located in �emerging markets.� Obligations of foreign banks involve certain risks associated with investing in foreign securities
described under ��Foreign (Non-U.S.) Securities� below. Foreign banks are not generally subject to examination by any U.S. Government agency
or instrumentality.
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Delayed Funding Loans and Revolving Credit Facilities

The Fund may also enter into, or acquire participations in, delayed funding loans and revolving credit facilities. Delayed funding loans and
revolving credit facilities are borrowing arrangements in which the lender agrees to make loans up to a maximum amount upon demand by the
borrower during a specified term. A revolving credit facility differs from a delayed funding loan in that as the borrower repays the loan, an
amount equal to the repayment may be borrowed again during the term of the revolving credit facility. Delayed funding loans and revolving
credit facilities usually provide for floating or variable rates of interest. These commitments may have the effect of requiring the Fund to
increase its investment in a company at a time when it might not otherwise be desirable to do so (including a time when the company�s financial
condition makes it unlikely that such amounts will be repaid).

The Fund may invest in delayed funding loans and revolving credit facilities with credit quality comparable to that of issuers of its securities
investments. Delayed funding loans and revolving credit facilities may be subject to restrictions on transfer, and only limited opportunities may
exist to resell such instruments. As a result, the Fund may be unable to sell such investments at an opportune time or may have to resell them at
less than fair market value. Delayed funding loans and revolving credit facilities are considered to be debt obligations for the purposes of the
Fund�s investment restriction relating to the lending of funds or assets by the Fund.

Commercial Paper

Commercial paper represents short-term unsecured promissory notes issued in bearer form by corporations such as banks or bank holding
companies and finance companies. The Fund may invest in commercial paper of any credit quality consistent with the Fund�s investment
objective and policies, including unrated commercial paper for which PIMCO has made a credit quality assessment. See Appendix A to the
Prospectus for a description of the ratings assigned by Moody�s, S&P, Fitch and Dominion to commercial paper. The rate of return on
commercial paper may be linked or indexed to the level of exchange rates between the U.S. dollar and a foreign currency or currencies.

U.S. Government Securities

U.S. Government securities are obligations of, or guaranteed by, the U.S. Government, its agencies or instrumentalities. The U.S. Government
does not guarantee the net asset value of the Fund�s shares. Some U.S. Government securities, such as Treasury bills, notes and bonds, and
securities guaranteed by the GNMA, are supported by the full faith and credit of the United States; others, such as those of the Federal Home
Loan Banks, are supported by the right of the issuer to borrow from the U.S. Treasury; others, such as those of the FNMA and the FHLMC, are
supported by the discretionary authority of the U.S. Government to purchase the agency�s obligations; and still others, such as those of the
Student Loan Marketing Association, are supported only by the credit of the instrumentality. Although U.S. Government sponsored enterprises
such as Federal Home Loan Banks, FNMA, FHLMC, and the Student Loan Marketing Association may be chartered or sponsored by Congress,
they are not funded by Congressional appropriations and their securities are not issued by the U.S. Treasury or supported by the full faith and
credit of the U.S. Government, and include increased credit risks. U.S. Government securities include securities that have no coupons, or have
been stripped of
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their unmatured interest coupons, individual interest coupons from such securities that trade separately, and evidences of receipt of such
securities. Such securities may pay no cash income, and are purchased at a deep discount from their value at maturity. See ��Zero-Coupon Bonds,
Step-Ups and Payment-In-Kind Securities.� Custodial receipts issued in connection with so-called trademark zero-coupon securities, such as
CATs and TIGRs, are not issued by the U.S. Treasury, and are therefore not U.S. Government securities, although the underlying bond
represented by such receipt is a debt obligation of the U.S. Treasury. Other zero-coupon Treasury securities (e.g., STRIPs and CUBEs) are direct
obligations of the U.S. Government.

Preferred Stock

Preferred stock represents an equity interest in a company that generally entitles the holder to receive, in preference to the holders of other stocks
such as common stocks, dividends and a fixed share of the proceeds resulting from a liquidation of the company. Some preferred stocks also
entitle their holders to receive additional liquidation proceeds on the same basis as holders of a company�s common stock, and thus also represent
an ownership interest in that company. The Fund will ordinarily invest in preferred stocks that pay variable rates of return, but may also invest in
fixed rate preferred stocks. See below. The value of a company�s preferred stock may fall as a result of factors relating directly to that company�s
products or services. A preferred stock�s value may also fall because of factors affecting not just the company, but companies in the same
industry or in a number of different industries, such as increases in production costs. The value of preferred stock may also be affected by
changes in financial markets that are relatively unrelated to the company or its industry, such as changes in interest rates or currency exchange
rates. In addition, a company�s preferred stock generally pays dividends only after the company makes required payments to holders of its bonds
and other debt. For this reason, the value of the preferred stock will usually react more strongly than bonds and other debt to actual or perceived
changes in the company�s financial condition or prospects. Preferred stocks of smaller companies may be more vulnerable to adverse
developments than those of larger companies.

Adjustable Rate and Auction Preferred Stocks. Typically, the dividend rate on an adjustable rate preferred stock is determined prospectively
each quarter by applying an adjustment formula established at the time of issuance of the stock. Although adjustment formulas vary among
issues, they typically involve a fixed premium or discount relative to rates on specified debt securities issued by the U.S. Treasury. Typically, an
adjustment formula will provide for a fixed premium or discount adjustment relative to the highest base yield of three specified U.S. Treasury
securities: the 90-day Treasury bill, the 10-year Treasury note and the 20-year Treasury bond. The premium or discount adjustment to be added
to or subtracted from this highest U.S. Treasury base rate yield is fixed at the time of issue and cannot be changed without the approval of the
holders of the stock. The dividend rate on other preferred stocks in which the Fund may invest, commonly known as auction preferred stocks, is
adjusted at intervals that may be more frequent than quarterly, such as every 49 days, based on bids submitted by holders and prospective
purchasers of such stocks and may be subject to stated maximum and minimum dividend rates. The issues of most adjustable rate and auction
preferred stocks currently outstanding are perpetual, but are redeemable after a specified date at the option of the issuer. Certain issues supported
by the credit of a high-rated financial institution provide for mandatory redemption prior to expiration of the credit arrangement. No redemption
can occur if full cumulative dividends are not paid. Although the dividend rates on adjustable and auction
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preferred stocks are generally adjusted or reset frequently, the market values of these preferred stocks may still fluctuate in response to changes
in interest rates. Market values of adjustable preferred stocks also may substantially fluctuate if interest rates increase or decrease once the
maximum or minimum dividend rate for a particular stock is approached.

Fixed Rate Preferred Stocks. Some fixed rate preferred stocks in which the Fund may invest, known as perpetual preferred stocks, offer a fixed
return with no maturity date. Because they never mature, perpetual preferred stocks act like long-term bonds, can be more volatile than other
types of preferred stocks that have a maturity date and may have heightened sensitivity to changes in interest rates. The Fund may also invest in
sinking fund preferred stocks. These preferred stocks also offer a fixed return, but have a maturity date and are retired or redeemed on a
predetermined schedule. The shorter duration of sinking fund preferred stocks makes them perform somewhat like intermediate-term bonds and
they typically have lower yields than perpetual preferred stocks.

Zero-Coupon Bonds, Step-Ups and Payment-In-Kind Securities

Zero-coupon securities are debt obligations that do not entitle the holder to any periodic payments of interest either for the entire life of the
obligation or for an initial period after the issuance of the obligations. Like zero-coupon bonds, �step-up� bonds pay no interest initially but
eventually begin to pay a coupon rate prior to maturity, which rate may increase at stated intervals during the life of the security.
Payment-in-kind securities (�PIKs�) pay dividends or interest in the form of additional securities of the issuer, rather than in cash. Each of these
instruments is typically issued and traded at a deep discount from its face amount. The amount of the discount varies depending on such factors
as the time remaining until maturity of the securities, prevailing interest rates, the liquidity of the security and the perceived credit quality of the
issuer. The market prices of zero-coupon bonds, step-ups and PIKs generally are more volatile than the market prices of debt instruments that
pay interest currently and in cash and are likely to respond to changes in interest rates to a greater degree than do other types of securities having
similar maturities and credit quality. In order to satisfy a requirement for qualification as a �regulated investment company� under the Internal
Revenue Code of 1986, as amended (the �Code�), an investment company, such as the Fund, must distribute each year at least 90% of its net
investment income, including the original issue discount accrued on zero-coupon bonds, step-ups and PIKs. Because the Fund will not, on a
current basis, receive cash payments from the issuer of these securities in respect of any accrued original issue discount, in some years the Fund
may have to distribute cash obtained from selling other portfolio holdings of the Fund. In some circumstances, such sales might be necessary in
order to satisfy cash distribution requirements even though investment considerations might otherwise make it undesirable for the Fund to sell
securities at such time. Under many market conditions, investments in zero-coupon bonds, step-ups and PIKs may be illiquid, making it difficult
for the Fund to dispose of them or determine their current value.

Convertible Securities and Synthetic Convertible Securities

The Fund may invest in convertible securities, which are debt securities that may be converted at either a stated price or stated rate into
underlying shares of common stock. Convertible securities have general characteristics similar to both debt securities and equity securities.
PIMCO will generally evaluate these instruments based primarily on their debt
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characteristics. Because most convertible securities are fixed rate instruments, the market value of convertible securities tends to decline as
interest rates increase and, conversely, tends to increase as interest rates decline. In addition, because of the conversion feature, the market value
of convertible securities tends to vary with fluctuations in the market value of the underlying common stocks and, therefore, also will react to
variations in the general market for equity securities.

The Fund may also invest in synthetic convertible securities, which differ from convertible securities in certain respects. Unlike a true
convertible security, which is a single security having a unitary market value, a synthetic convertible comprises two or more separate securities,
each with its own market value. Therefore, the �market value� of a synthetic convertible security is the sum of the values of its debt component
and its convertibility component. Synthetic convertible securities can be variable or fixed rate instruments. For these reasons, the values of a
synthetic convertible and a true convertible security may respond differently to market fluctuations.

Convertible securities generally have higher yields than common stocks. There can be no assurance of current income because the issuers of the
convertible securities may default on their obligations. A convertible security, in addition to providing current income, offers the potential for
capital appreciation through the conversion feature, which enables the holder to benefit from increases in the market price of the underlying
common stock.

Municipal Bonds

The Fund may invest in municipal bonds which pay interest that, in the opinion of bond counsel to the issuer (or on the basis of other authority
believed by PIMCO to be reliable), is exempt from federal income taxes (�municipal bonds�), although dividends that the Fund pays that are
attributable to such interest will not be tax-exempt to shareholders of the Fund.

Municipal bonds share the attributes of debt obligations in general, but are generally issued by states, municipalities and other political
subdivisions, agencies, authorities and instrumentalities of states and multi-state agencies or authorities. The municipal bonds that the Fund may
purchase include general obligation bonds and limited obligation bonds (or revenue bonds), including industrial development bonds issued
pursuant to former federal tax law. General obligation bonds are obligations involving the credit of an issuer possessing taxing power and are
payable from such issuer�s general revenues and not from any particular source. Limited obligation bonds are payable only from the revenues
derived from a particular facility or class of facilities or, in some cases, from the proceeds of a special excise or other specific revenue source.
Tax-exempt private activity bonds and industrial development bonds generally are also revenue bonds and thus are not payable from the issuer�s
general revenues. The credit and quality of private activity bonds and industrial development bonds are usually related to the credit of the user of
the facilities. Payment of interest on and repayment of principal of such bonds is the responsibility of the user (and/or any guarantor).

Municipal bonds are subject to credit and market risk. Generally, prices of higher quality issues tend to fluctuate less with changes in market
interest rates than prices of lower quality issues and prices of longer maturity issues tend to fluctuate more than prices of shorter maturity issues.
Prices and yields on municipal bonds are dependent on a variety of factors, including general money-market conditions, the financial condition
of the issuer, general conditions of the
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municipal bond market, the size of a particular offering, the maturity of the obligation and the rating of the issue. A number of these factors,
including the ratings of particular issues, are subject to change from time to time. Information about the financial condition of an issuer of
municipal bonds may not be as extensive as that which is made available by corporations whose securities are publicly traded. Obligations of
issuers of municipal bonds are subject to the provisions of bankruptcy, insolvency and other laws, such as the Federal Bankruptcy Reform Act of
1978, affecting the rights and remedies of creditors. Congress or state legislatures may seek to extend the time for payment of principal or
interest, or both, or to impose other constraints upon enforcement of such obligations. There is also the possibility that as a result of litigation or
other conditions, the power or ability of issuers to meet their obligations for the payment of interest and principal on their municipal bonds may
be materially affected or their obligations may be found to be invalid or unenforceable.

The Fund may also invest in residual interest municipal bonds (�RIBS�) whose interest rates bear an inverse relationship to the interest rate on
another security or the value of an index. RIBS are created by dividing the income stream provided by the underlying bonds to create two
securities, one short-term and one long-term. The interest rate on the short-term component is reset by an index or auction process normally
every seven to 35 days. After income is paid on the short-term securities at current rates, the residual income from the underlying bond(s) goes
to the long-term securities. Therefore, rising short-term interest rates result in lower income for the longer-term portion, and vice versa. The
longer-term bonds can be very volatile and may be less liquid than other municipal bonds of comparable maturity. An investment in RIBS
typically will involve greater risk than an investment in a fixed rate bond. Because increases in the interest rate on the other security or index
reduce the residual interest paid on a RIB, the value of a RIB is generally more volatile than that of a fixed rate bond. RIBS have interest rate
adjustment formulas that generally reduce or, in the extreme, eliminate the interest paid to the Fund when short-term interest rates rise, and
increase the interest paid to the Fund when short-term interest rates fall. RIBS have varying degrees of liquidity that approximate the liquidity of
the underlying bond(s), and the market price for these securities is volatile. These securities generally will underperform the market of fixed rate
bonds in a rising interest rate environment, but tend to outperform the market of fixed rate bonds when interest rates decline or remain relatively
stable. Although volatile, RIBS typically offer the potential for yields exceeding the yields available on fixed rate bonds with comparable credit
quality, coupon, call provisions and maturity. The Fund may also invest in RIBS for the purpose of increasing the Fund�s leverage as a more
flexible alternative to the issuance of any preferred shares of beneficial interest that the Fund may issue (the �Preferred Shares�). Should short-term
and long-term interest rates rise, the combination of the Fund�s investment in RIBS and its use of other forms of leverage (including through the
issuance of Preferred Shares or the use of other derivative instruments) likely will adversely affect the Fund�s net asset value per share and
income, distributions and total returns to shareholders. Trusts in which RIBS may be held could be terminated, in which case the residual bond
holder would take possession of the underlying bond(s) on an unleveraged basis.

Foreign (Non-U.S.) Securities

The Fund may invest some or all of its assets in U.S. dollar-denominated debt obligations of corporate and other foreign (non-U.S.) issuers,
including obligations of foreign banks (see ��Bank Obligations� above), foreign governments or their subdivisions, agencies and instrumentalities,
international agencies and supra-national government entities. The Fund may

24

Edgar Filing: PIMCO Floating Rate Strategy Fund - Form 497

Table of Contents 24



Table of Contents

invest up to 25% of its total assets in securities denominated in currencies other than the U.S. dollar.

The foreign securities in which the Fund may invest include Eurodollar obligations and �Yankee Dollar� obligations. Eurodollar obligations are
U.S. dollar-denominated certificates of deposit and time deposits issued outside the U.S. capital markets by foreign branches of U.S. banks and
by foreign banks. Yankee Dollar obligations are U.S. dollar-denominated obligations issued in the U.S. capital markets by foreign banks.
Eurodollar and Yankee Dollar obligations are generally subject to the same risks that apply to domestic debt issues, notably credit risk, market
risk and liquidity risk. Additionally, Eurodollar (and to a limited extent, Yankee Dollar) obligations are subject to certain sovereign risks. One
such risk is the possibility that a sovereign country might prevent capital, in the form of U.S. dollars, from flowing across its borders. Other risks
include adverse political and economic developments; the extent and quality of government regulation of financial markets and institutions; the
imposition of foreign withholding taxes; and the expropriation or nationalization of foreign issuers.

The Fund may invest in American Depository Receipts (�ADRs�), European Depository Receipts (�EDRs�) or Global Depository Receipts (�GDRs�).
ADRs are U.S. dollar-denominated receipts issued generally by domestic banks and represent the deposit with the bank of a security of a foreign
issuer. EDRs are foreign currency-denominated receipts similar to ADRs and are issued and traded in Europe, and are publicly traded on
exchanges or over-the-counter in the United States. GDRs may be offered privately in the United States and also trade in public or private
markets in other countries. ADRs, EDRs and GDRs may be issued as sponsored or unsponsored programs. In sponsored programs, an issuer has
made arrangements to have its securities trade in the form of ADRs, EDRs or GDRs. In unsponsored programs, the issuer may not be directly
involved in the creation of the program. Although regulatory requirements with respect to sponsored and unsponsored programs are generally
similar, in some cases it may be easier to obtain financial information from an issuer that has participated in the creation of a sponsored program.

The Fund may invest in Brady Bonds. Brady Bonds are securities created through the exchange of existing commercial bank loans to sovereign
entities for new obligations in connection with debt restructurings under a debt restructuring plan introduced by former U.S. Secretary of the
Treasury, Nicholas F. Brady (the �Brady Plan�). Brady Plan debt restructurings have been implemented in a number of countries, including:
Argentina, Bolivia, Brazil, Bulgaria, Costa Rica, the Dominican Republic, Ecuador, Jordan, Mexico, Niger, Nigeria, Panama, Peru, the
Philippines, Poland, Uruguay and Venez
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