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Fellow Shareholders

HIGHLIGHTS

• Financials was the worst-performing sector in the S&P 500, with the S&P 500 Financials 
Index declining 36% in the last six months and 55% in 2008.

• The Financial Services Fund outperformed its benchmarks by solid margins in both 
periods, but this provides little solace as losses in absolute terms were steep.  

• Our outperformance can be attributed to our overweighting the property and casualty 
insurance sectors, a sizable cash position, our underweighting the banking sector, and 
the relatively good performance of our modest nonfinancial holdings.

• As of this writing, we still believe financial stocks could register significant gains in 2009, 
but the deterioration in the global economy has not slowed, and we may well be in for 
another tough year.

We are glad that 2008 is behind us, as virtually every asset class besides 
U.S. Treasuries and gold lost value last year. For the second consecutive 
year, financials was the worst-performing sector in the S&P 500, with 
the S&P 500 Financials Index declining 36% in the last six months 
and 55% for the full year. With the U.S. economy in a deep recession 
and the banking system on government-assisted life support, financial 
services investors were taken to the precipice. Risk aversion sent yields 
on short-term U.S. Treasury securities temporarily into negative terri-

tory—an event we think will be 
looked upon and studied with 
great interest for generations. 
With the exception of a handful 
of individuals approaching 
100 years of age, investors are 
operating in uncharted territory. 
In addition to dealing with prob-
lems that have not surfaced since 
the Great Depression, we are 
working through more events 

aptly described as “first,” “worst,” and “unprecedented” than there is 
room to write about. We think the financial services industry offers 
attractive return potential from current levels, but we are less sanguine 
about financials reverting to their long-term profitability averages and 
reclaiming their status as the most prominent sector in the S&P 500. 

Periods Ended 12/31/08 6 Months 12 Months

Financial Services Fund -21.64% -40.06%

S&P 500 Financials Index -36.41 -55.32

Lipper Financial Services 
Funds Index -29.11 -47.75

Morningstar Specialty 
Financial Average -26.60 -43.91

Performance Comparison
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As always, we would like to remind our investors that the Financial 
Services Fund is a relatively narrow offering that is subject to a greater 
risk of capital losses than more diversified portfolios. We believe that 
only a small portion of one’s investment portfolio should be allocated 
to this strategy.

The Financial Services Fund lost 21.64% and 40.06% for the 
6- and 12-month periods ended December 31, 2008, respectively. As 
shown in the Performance Comparison table on page 1, the fund out-
performed its benchmarks by solid margins in both periods, but this 
provides little solace as losses in absolute terms were steep. 

Unfortunately, we were unable to find many financial stocks that 
appreciated in this environment. We think financial stocks will gener-
ate excellent returns when the economy recovers, but in looking out 
several years, we find that many of the changes taking place, or likely 
to take place, across the financial services landscape are not only 
cyclical but also are likely to persist for decades. In essence, these 
will be permanent changes for most investors’ time horizons. Some 
of the changes we consider permanent have implications for business 
models, sustainable rates of growth, and long-term returns that we 
have not yet fully contemplated. 

In the cyclical sense, we know that economies and companies grow 
and contract. Stock prices, new business activity, and earnings among 
financial companies tend to rise and fall with economic growth. We are 

confident that eventually (most likely in 2009 or 2010) 
financial companies’ share prices will move higher in 
anticipation of a cyclical recovery: Fee revenue based 
on asset levels will grow, merger and acquisition activity 
will increase, demand for loans and the creditworthi-
ness of borrowers will improve, and individuals will 
need to save for (and spend in) retirement. Looking 
past the economic recovery and what we expect to be 
solid gains by the shares of financial services compa-
nies, we see a more muted secular outlook for financials 
relative to other areas of the market for several reasons.

Less Leverage, Lower Returns: Returns—especially 
the “peak” returns investors so often look forward 
to during the troughing process of an economic 

cycle—are likely to be significantly lower than long-term historical 
averages for the financial services industry. A company generates 
its return on equity capital via three mechanisms: profit margins, 

...MANY OF THE 

CHANGES TAKING 

PLACE...ACROSS THE 

FINANCIAL SERVICES 

LANDSCAPE ARE 

NOT ONLY CYCLICAL 

BUT ALSO ARE 

LIKELY TO PERSIST 

FOR DECADES.
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1964) entering the work force. Since 2001, debt has grown twice as fast 
as GDP. Consumers are finally retrenching, and national savings rates 
that bottomed in negative territory in 2006 are likely to grow meaning-
fully in the years to come and revisit or exceed historically normal levels 
of 8%. According to Merrill Lynch, household debt-to-income rose to 
a record 140% in 2007, while the ratio was around 70% from the mid-
1960s to the mid-1980s. As recently as 2002, the ratio was 100%. Not 
only is debt as a percentage of income sufficiently uncomfortable to lead 
boomers to save more, but asset values (such as houses and retirement 
savings plans) have also dropped precipitously in 2008. As a result, the 
average baby boomer who is now over 50 years old and thinking about 
retirement is likely to save a greater percentage of his or her income for 
many years to come. This could lead to a secular decline in the demand 
for credit, which naturally results in fewer opportunities for most finan-
cial institutions to turn a profit. 

More Regulation, Less Talent: The U.S. government is now the larg-
est investor in financial companies in the world, and that does not 
bode well for the industry once it is able to finance itself. Wall Street 
is structurally going to become a less lucrative place to work, as the 
capricious rule of thumb that calls for paying out 50% of revenues as 
compensation likely comes to an end. Banks and insurers that now 
have the U.S. government as a major investor have a tough road ahead 
as many aspects of the business—from how capital is deployed, to 
“how big is too big,” to how much executives are paid, to whether 
or not executives use private or public aircraft—come under review 
by politicians with differing agendas. In addition to slower-moving 
companies with diminished appetites for risk and more bureaucratic 
decision-making structures, it strikes us that, in the years to come, the 
financial services industry will attract fewer of the best and brightest 
individuals. Areas like technology, energy, education, and health care 
should be able to reclaim talent that has been siphoned away by finan-
cial companies for years. 

ECONOMY AND INTEREST RATES

According to the National Bureau of Economic Research, the current 
recession began in December 2007. Consumer spending, stock prices, 
and home values have declined, national unemployment increased to 
7.2% by the end of 2008, and weakened financial institutions have 
significantly curtailed lending to preserve capital and avoid additional 
loan-related losses. Annualized GDP growth in the third quarter was 
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measured at -0.5%, and fourth-quarter GDP is likely to be much 
worse. We anticipate that economic weakness will persist until at least 
the middle of 2009.

The fed funds target rate—a lending rate used by banks to meet over-
night reserve requirements—was 4.25% at the end of 2007 but quickly 
plunged to 2.00% by the end of April 2008. In October, the Federal 
Reserve reduced the target rate to 1.00%; in mid-December, the Fed 
announced that it was reducing it to a range of 0.00% to 0.25%. In 
fact, the Fed is now engaged in a policy of “quantitative easing” in an 
attempt to provide abundant liquidity to the financial system. One 
manifestation of this policy is the Fed’s plan to directly purchase agency 
debt and mortgage-backed securities to help support the mortgage and 
housing markets.

IMPORTANT GUIDEPOSTS FOR FINANCIAL SERVICES INVESTORS

What is needed for financial stocks to work? Here are some of the 
metrics that we watch:

Housing prices need to stabilize, and supply and demand must 
be brought back into balance. With housing inventories exceeding 
10 months of supply (six is considered healthy) and housing prices 
continuing to fall, this area is still working against us. Prices are 
down 50% in some of the worst markets and still falling. The S&P/
Case-Shiller index, which tracks about 20 housing markets, is down 
almost 25% nationally since peaking in 2006. We think national 
housing prices will probably contract another 15% or so before 
supply and demand come back into balance. Mortgage rates are 
now very low (below 5% for a 20-year conforming loan), foreclosure 
sales are brisk (particularly in California), and annual housing starts 
are approaching the lowest levels in decades. Unfortunately, rising 
unemployment and banks’ unwillingness to lend to all but the most 
creditworthy customers remain significant barriers to improvement. 
Further, the brisk sales of foreclosure property serve to prolong the 
downward pressure on overall home prices. There is no shortcut to 
unwinding the excesses of the past, and it will likely take at least 
a few quarters for housing prices to bottom. Importantly, we think 
stocks will move in advance of housing prices and inventories com-
pletely correcting: Once the trend toward equilibrium is established, 
stocks should move higher. This is one reason we have more than 
a toe in the water as it relates to several stocks we perceive as risky. 
We tend to invest in advance of a bottoming of fundamentals and 
are often early.
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stabilize. The most straightforward means to putting a floor on asset 
prices is for the government to buy assets and remove them from bank 
balance sheets. We hope that the Fed commits to and implements a 
meaningful program to achieve this outcome soon. We are watching 
bank lending carefully for an indication that the velocity of money (an 
inflationary endeavor) is accelerating in anticipation of a stabilization 
and eventual appreciation of asset prices. 

Our fund remains well-diversified across over 80 issuers of securities. 
It is somewhat aggressively postured but with a barbell-like structure. 
On the relatively conservative side of the barbell, we have a 7.4% cash 
position, about 10% of assets in convertible securities, and large posi-

tions in a number of stocks that 
should be defensive in an envi-
ronment of accelerating credit 
losses, such as tax preparer H&R 
Block and insurance broker 
AON. Also, our largest sector 
weighting remains the property 
and casualty insurance group, 
and these stocks have held up 
very well relative to most finan-
cial companies. On the aggressive 
side of the barbell, we hold posi-
tions in the common stocks of 
banks—issuers like Wells Fargo, 
First Horizon National, PNC 
Financial Services Group, and 

U.S. Bancorp—and capital markets companies, including Charles 
Schwab, asset managers Invesco and Franklin Resources, and 
brokerage firms Goldman Sachs and Morgan Stanley. We maintain 
holdings in real estate-related stocks like homebuilders Centex and 
Pulte and Florida developer St. Joe. (Please refer to the fund’s portfolio 
of investments for a complete listing of holdings and the amount each 
represents in the portfolio.)

PORTFOLIO REVIEW

The fund’s outperformance versus its benchmarks in the last six 
months can be attributed to our overweighting property and casualty 
insurance sectors; a sizable cash position; the relatively good perfor-
mance of our modest nonfinancial holdings (which we own to help 

Based on net assets as of 12/31/08.

Property and 
Casualty 
Insurance 
17%

Money
Centers
11%

Security 
Brokers and 
Dealers
9%

Regional
Banks
14%

Reserves
7%

Diversified
Financials

7%

   Insurance 
Agents– 

Brokers and 
Services 

8% 

Other
27%

Industry Diversification
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diversify the portfolio); the strong performance of our largest holding, 
H&R Block; and security selection within an underweight position in 
the common stocks of the regional banking group. 

Nevertheless, absolute returns were disappointing. Our biggest 
detractors share a common thread, as they did in the first half of 
our fiscal year„significant acceleration in realized or unrealized 
credit losses and/or a crisis of confidence among key constituents, 
including counterparties and investors. Collectively, investment 
banks„Goldman Sachs, Morgan Stanley, and Lehman Brothers„
were our biggest detractors. We lost a good deal of money when 
Lehman filed for bankruptcy, as our convertible bond holdings in 
Lehman Brothers fell to pennies on the dollar. We maintain siz-
able positions in Goldman and Morgan Stanley because we think 
their capital positions and valuations (their price/book value ratios 
are less than one) are attractive despite a lack of clarity about the 
future profitability of Wall Street firms in a world with less leverage 
and more regulation. Niche insurer Assurant went from being one 
of our best performers to one of our worst, but we remain com-
mitted to the name and added to the position recently. Our review 
of its balance sheet and the risk it takes in its businesses leaves us 
satisfied that our analysis will ultimately prove correct. We remain 
committed to other detractors in the period, such as MetLife and 
Ameriprise Financial. We think these companies have valuable 
franchises and will emerge from the current financial crisis intact. 
However, we recognize that MetLife has significant exposure to 
commercial real estate and that Ameriprise depends on a stable and 
eventually upwardly biased equity market to earn decent returns.

Once again, our largest position, H&R Block, benefitted results. We 
are now past the •fix itŽ stage with H&R Block, and the company must 
execute well in its core tax business in order for the stock to generate 
good absolute, not just relative, returns. We are optimistic that the right 
management team is in place and still see significant potential for gains. 
Stock selection in the regional banking sector helped performance, with 
former laggard First Horizon National recovering from distressed levels, 
while timely purchases and sales of Zions Bancorporation and the 
convertible bonds of East West Bancorp aided results. A new addition 
to the portfolio, gold miner Agnico-Eagle Mines, was a significant con-
tributor in the period as investors bid up the price of gold and related 
companies in a flight to safety. Property and casualty stocks continue to 
generate good relative performance for us. In the most recent period, 
AON and Travelers were among the top 10 contributors in the fund.

arfsf-1208.indd   A9arfsf-1208.indd   A9 2/11/09   5:09:05 PM2/11/09   5:09:05 PM



11

building would likely slow meaningfully in the first half of 2009 and 
set the stage for financial stocks to register significant gains. As of this 
writing, we still believe financial stocks could register significant gains 
in 2009, but the deterioration in the global economy has not slowed, 
and we may well be in for another tough year. Inflation is no longer 
a near-term concern for us despite the ballooning U.S. federal bud-
get deficit. We would welcome inflation as asset price appreciation is 
needed for our economy to stabilize and fighting inflation is easier than 
fighting deflation, which has quickly become the Fed’s main focus. 
We still think that the rate of housing price declines and the rate of 

bank loan loss reserve building will show improvement 
at some point in the next few quarters, but an outright 
recovery in housing prices and dramatic improvement 
in bank loan portfolios is probably a 2010 event. 

We expect stocks to begin to increase in value when it 
becomes clear that the rate of change in these impor-
tant metrics is steadily improving. We will not attempt 
to time the bottom of the market, and our current 
incrementally more aggressive positioning—holding 
slightly less cash and a slightly lower allocation to con-
vertible bonds with greater allocation to the equities of 
some riskier financial companies relative to the prior 
period—is consistent with our view that nobody knows 
the outcome of an unprecedented event and that our 

shareholders’ interests are best served by our remaining humble and 
flexible in our approach to investing in the financial services sector.

We thank you for your confidence in T. Rowe Price, particularly during 
this extraordinary and challenging period.

Respectfully submitted,

Jeffrey W. Arricale
Chairman of the fund’s Investment Advisory Committee

January 23, 2009

The committee chairman has day-to-day responsibility for managing the 
portfolio and works with committee members in developing and executing 
the fund’s investment program.

...AN OUTRIGHT 

RECOVERY IN 

HOUSING PRICES 

AND DRAMATIC 

IMPROVEMENT 

IN BANK LOAN 

PORTFOLIOS IS 

PROBABLY A 

2010 EVENT.
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T. Rowe Price Financial Services Fund

TWENTY-FIVE LARGEST HOLDINGS
 Percent of 
 Net Assets
 12/31/08

H&R Block 5.9%
AON  5.0
JPMorgan Chase 4.9
Goldman Sachs 4.1
Bank of America 3.9

Assurant 2.9
Axis Capital Holdings 2.5
Travelers 2.4
Citigroup 2.4
Willis Group Holdings 2.3

Wells Fargo 2.2
Chubb 2.2
Charles Schwab 2.0
Fifth Third Bancorp 1.9
ACE Limited 1.9

Aspen Insurance 1.8
MetLife 1.7
Ameriprise Financial 1.5
Seabright Insurance 1.5
St. Joe 1.4

Lazard 1.4
Prudential Financial 1.3
Invesco 1.2
Northern Trust 1.1
Cablevision Systems 1.1

Total  60.5%

Holdings include common stock and convertible securities. 

Note: Table excludes investments in the T. Rowe Price Reserve Investment Fund.

Portfolio HighlightsPortfolio Highlights
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T. Rowe Price Financial Services Fund

CONTRIBUTIONS TO THE CHANGE IN NET ASSET VALUE

Six Months Ended 12/31/08

Best Contributors Worst Contributors

 First Horizon National 9¢
H&R Block 7
East West Bancorp 6
Agnico-Eagle Mines* 4
Zions Bancorporation 3
Piper Jaffray 3
Greenhill 2
Travelers 2
AON 2
Amerigroup 2
Total 40¢

Goldman Sachs -28¢
Lehman Brothers -24
Morgan Stanley -20
Allied Irish Banks -17
Assurant -17
Hartford Financial Services -15
MetLife -13
Ameriprise Financial -12
Citigroup -10
State Street -10
Total -166¢

12 Months Ended 12/31/08

Best Contributors Worst Contributors

 H&R Block 21¢
Visa*** 7
Agnico-Eagle Mines* 4
Zions Bancorporation 3
Greenhill 3
Tyco International** 2
Washington Mutual*** 2
Chubb 2
TD Ameritrade* 2
AON 2
Total 48¢

Lehman Brothers -42¢
Citigroup -35
Morgan Stanley -30
Goldman Sachs -29
American International Group** -27
Bank of America -26
Merrill Lynch -25
Allied Irish Banks* -21
Hartford Financial Services -20
Federal National Mortgage Association** -19
Total -274¢

    * Position added.
   ** Position eliminated.
 *** Position added and eliminated.

Portfolio Highlights
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T. Rowe Price Financial Services Fund

Financial Services Fund     0.91%

The expense ratio shown is as of the fund’s fiscal year ended 12/31/07. This number may vary from 
the expense ratio shown elsewhere in this report because it is based on a different time period and, if 
applicable, does not include fee or expense waivers.

Expense Ratio

Fund Expense Example

As a mutual fund shareholder, you may incur two types of costs: (1) transaction costs, such 
as redemption fees or sales loads, and (2) ongoing costs, including management fees, distri-
bution and service (12b-1) fees, and other fund expenses. The following example is intended 
to help you understand your ongoing costs (in dollars) of investing in the fund and to com-
pare these costs with the ongoing costs of investing in other mutual funds. The example is 
based on an investment of $1,000 invested at the beginning of the most recent six-month 
period and held for the entire period.

Actual Expenses
The first line of the following table (“Actual”) provides information about actual account val-
ues and expenses based on the fund’s actual returns. You may use the information in this 
line, together with your account balance, to estimate the expenses that you paid over the 
period. Simply divide your account value by $1,000 (for example, an $8,600 account value 
divided by $1,000 = 8.6), then multiply the result by the number in the first line under the 
heading “Expenses Paid During Period” to estimate the expenses you paid on your account 
during this period.

Hypothetical Example for Comparison Purposes
The information on the second line of the table (“Hypothetical”) is based on hypothetical 
account values and expenses derived from the fund’s actual expense ratio and an assumed 
5% per year rate of return before expenses (not the fund’s actual return). You may compare 
the ongoing costs of investing in the fund with other funds by contrasting this 5% hypotheti-
cal example and the 5% hypothetical examples that appear in the shareholder reports of the 
other funds. The hypothetical account values and expenses may not be used to estimate the 
actual ending account balance or expenses you paid for the period. 

Note: T. Rowe Price charges an annual small-account maintenance fee of $10, generally for 
accounts with less than $2,000 ($500 for UGMA/UTMA). The fee is waived for any investor 
whose T. Rowe Price mutual fund accounts total $25,000 or more, accounts employing auto-
matic investing, and IRAs and other retirement plan accounts that utilize a prototype plan 
sponsored by T. Rowe Price (although a separate custodial or administrative fee may apply to 
such accounts). This fee is not included in the accompanying table. If you are subject to the 
fee, keep it in mind when you are estimating the ongoing expenses of investing in the fund 
and when comparing the expenses of this fund with other funds.
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T. Rowe Price Financial Services Fund

You should also be aware that the expenses shown in the table highlight only your ongoing 
costs and do not reflect any transaction costs, such as redemption fees or sales loads. 
Therefore, the second line of the table is useful in comparing ongoing costs only and will not 
help you determine the relative total costs of owning different funds. To the extent a fund 
charges transaction costs, however, the total cost of owning that fund is higher.

 Beginning Ending  Expenses Paid
 Account Value Account Value During Period*
 7/1/08 12/31/08 7/1/08 to 12/31/08

Actual $1,000.00 $783.60 $4.66

Hypothetical (assumes 5% 
return before expenses) 1,000.00 1,019.91 5.28

 * Expenses are equal to the fund’s annualized expense ratio for the six-month period (1.04%), multi-
plied by the average account value over the period, multiplied by the number of days in the most 
recent fiscal half year (184) divided by the days in the year (366) to reflect the half-year period.

T. Rowe Price Financial Services Fund

Fund Expense Example (continued)
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T. Rowe Price Financial Services Fund
 December 31, 2008

 Shares/$ Par Value

(Cost and value in $000s)

19

Portfolio of Investments ‡

COMMON STOCKS 82.1%  

BANKS 17.9% 

Money Centers 4.9%  

JPMorgan Chase  419,600 13,230

  13,230

Non-U.S. Banks 0.9%  

Allied Irish Banks, ADR  507,100 2,378

  2,378

Regional Banks 12.1%  

Citizens Republic Bancorp  328,971 980

City National  15,600 760

Comerica  56,500 1,122

Fifth Third Bancorp  168,200 1,389

First Horizon National  212,926 2,251

Glacier Bancorp  43,000 818

KeyCorp  244,000 2,079

Marshall & Ilsley  168,000 2,292

Pinnacle Financial Partners (1) 29,300 873

PNC Financial Services  38,600 1,891

Signature Bank (1) 25,300 726

SunTrust  67,600 1,997

Synovus Financial  241,600 2,005

TCF Financial  72,800 994

Texas Capital Bancshares (1) 58,300 779

U.S. Bancorp  83,100 2,078

Washington Trust Bancorp  50,000 988

Wells Fargo  203,700 6,005

Western Alliance Bancorp (1) 94,000 948

Zions Bancorp  73,500 1,802

  32,777

Total Banks 48,385
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T. R owe Price Financial  Services Fund

 Shares/$ Par Value

(Cost and value in $000s)

20

 

   

CAPITAL MARKETS 18.4% 

Asset Managers 7.0%  

Blackrock  10,600 1,422

Charles Schwab  341,300 5,519

Cohen & Steers  73,300 805

Eaton Vance  104,700 2,200

Franklin Resources  41,500 2,647

Invesco  223,400 3,226

Janus Capital Group  100,900 810

Waddell & Reed Financial, Class A  159,900 2,472

  19,101

Exchanges 0.3%  

IntercontinentalExchange (1) 10,300 849

  849

Security Brokers & Dealers 9.3%  

Goldman Sachs  132,800 11,207

Greenhill  17,800 1,242

Interactive Brokers (1) 39,100 700

Lazard  124,300 3,697

Merrill Lynch, Acquisition Date: 1/18/08 
Acquisition Cost $1,360 (2) 49,121 543

Morgan Stanley  165,100 2,648

Piper Jaffray (1) 21,569 858

Raymond James Financial  98,200 1,682

TD Ameritrade Holding (1) 181,500 2,586

  25,163
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T. Rowe Price Financial Services Fund

 Shares/$ Par Value

(Cost and value in $000s)

23

 

   

Cablevision 175,200 2,950

Tyco Electronics  67,400 1,093

Total Miscellaneous 8,246

REAL ESTATE 3.4% 

Real Estate 3.4%  

Centex  111,800 1,190

Hatteras Financial  29,000 771

KB Home  62,500 851

NVR (1) 1,600 730

Pulte  150,500 1,645

St. Joe (1) 159,500 3,879

Total Real Estate 9,066

Total Common Stocks (Cost $259,822)  222,359

CONVERTIBLE PREFERRED STOCKS 9.6%  

BANKS 8.6% 

Money Centers 6.3%  

Bank of America  16,000 10,500

Citigroup  229,300 6,533

  17,033

Regional Banks 2.3%  

East West Bancorp  2,400 2,619

Fifth Third Bank  43,400 3,711

  6,330

Total Banks 23,363
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 Shares/$ Par Value

 

   

INSURANCE 1.0% 

Property & Casualty Insurance 1.0%  

Aspen Insurance Holdings  64,500 2,733

Total Insurance 2,733

Total Convertible Preferred Stocks (Cost $34,622)  26,096

CONVERTIBLE BONDS 0.5%  

Prudential Financial, VR, 0.366%, 12/15/37  1,390,000 1,330

Total Convertible Bonds (Cost $1,258)  1,330

CORPORATE BONDS 0.4%  

Hub International, 10.25%, 6/15/15 (3) 2,680,000 1,179

Total Corporate Bonds (Cost $2,466)  1,179

SHORT-TERM INVESTMENTS 7.1%  

Money Market Funds 7.1%  

T. Rowe Price Reserve Investment Fund, 1.58%  (4)(5) 19,176,300 19,176

Total Short-Term Investments (Cost $19,176)  19,176
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The accompanying notes are an integral part of these financial statements. 

Affiliated Companies
($000s)

Sales
Cost

¤ ¤ $ 632 $ 19,176 $ 15,994

$ $ $

¤

Amounts reflected on the accompanying financial statements include the following
amounts related to affiliated companies:

Realized gain (loss) on securities -$                          

Investment in securities, at cost 19,176$              

Dividend income 632

Capital gain distributions from
mutual funds -$                          

Interest income -

Investment income 632$                    

Purchase and sale information not shown for cash management funds.

The fund may invest in certain securities that are considered affiliated companies.  As defined 
by the 1940 Act, an affiliated company is one in which the fund owns 5% or more of the 
outstanding voting securities, or a company which is under common ownership or control.

Purchase
Cost 12/31/0712/31/08Affiliate

Investment Value
Income 

T. Rowe Price Reserve 
Investment
Fund, 1.58%

15,994Totals 632 19,176
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The accompanying notes are an integral part of these financial statements. 

Year 
Ended 

12/31/08
Investment Income (Loss) 
Income 

Dividend  $ 9,570  
Interest   671  
Securities lending   415  
Total income  10,656 

Expenses 
Investment management  2,164  
Shareholder servicing  828  
Prospectus and shareholder reports  61  
Custody and accounting  169  
Registration  48  
Legal and audit  21  
Directors  7  
Miscellaneous  9  
Total expenses  3,307 

Net investment income  7,349  
 
Realized and Unrealized Gain (Loss) 
Net realized gain (loss) 

Securities  (163,518)  
Written options  532  
Foreign currency transactions  (14)  
Net realized loss  (163,000) 

 
Change in net unrealized gain (loss) 

Securities  (15,449)  
Other assets and liabilities denominated in foreign currencies  (15)  
Change in net unrealized loss  (15,464) 

Net realized and unrealized loss  (178,464)  
 
DECREASE IN NET ASSETS FROM OPERATIONS  $ (171,115)  
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The accompanying notes are an integral part of these financial statements. 

Statement of Changes in Net Assets

Year 
Ended 

12/31/08 12/31/07
Increase (Decrease) in Net Assets 
Operations 

Net investment income  $ 7,349  $ 7,450  
Net realized gain (loss)  (163,000)  40,425  
Change in net unrealized loss  (15,464)  (85,830)  
Decrease in net assets from operations (171,115) (37,955) 

 
Distributions to shareholders 

Net investment income  (6,898)  (7,475)  
Net realized gain  –  (36,034)  
Decrease in net assets from distributions (6,898) (43,509) 

 
Capital share transactions* 

Shares sold  197,774  104,545  
Distributions reinvested  6,556  41,481  
Shares redeemed  (123,722)  (141,164)  
Increase in net assets from capital share 
transactions 80,608 4,862 

 
Net Assets 
Decrease during period  (97,405)  (76,602)  
Beginning of period  368,425  445,027  
End of period  $ 271,020  $ 368,425  
 
Undistributed net investment income  401  –  
 
 
*Share information 

Shares sold  14,501  4,989  
Distributions reinvested  735  2,439  
Shares redeemed  (9,574)  (6,704)  
Increase in shares outstanding 5,662 724 
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Rebates Subject to best execution, the fund may direct certain security trades to 
brokers who have agreed to rebate a portion of the related brokerage commis-
sion to the fund in cash. Commission rebates are reflected as realized gain on 
securities in the accompanying financial statements and totaled $26,000 for the 
year ended December 31, 2008. 

New Accounting Pronouncements On January 1, 2008, the fund adopted 
Statement of Financial Accounting Standards No. 157 (FAS 157), Fair Value 
Measurements. FAS 157 defines fair value, establishes the framework for mea-
suring fair value, and expands the disclosures of fair value measurements in 
the financial statements. Adoption of FAS 157 did not have a material impact 
on the fund’s net assets or results of operations. 

In March 2008, the Financial Accounting Standards Board issued Statement of 
Financial Accounting Standards No. 161 (FAS 161), Disclosures about Derivative 
Instruments and Hedging Activities, which is effective for fiscal years and interim 
periods beginning after November 15, 2008. FAS 161 requires enhanced dis-
closures about derivative and hedging activities, including how such activities 
are accounted for and their effect on financial position, performance and cash 
flows. Management is currently evaluating the impact the adoption of FAS 161 
will have on the fund’s financial statements and related disclosures.

NOTE 2 - VALUATION

The fund’s investments are reported at fair value as defined under FAS 157. 
The fund values its investments and computes its net asset value per share at 
the close of the New York Stock Exchange (NYSE), normally 4 p.m. ET, each 
day that the NYSE is open for business. 

Valuation Methods Equity securities listed or regularly traded on a securities 
exchange or in the over-the-counter (OTC) market are valued at the last quoted 
sale price or, for certain markets, the official closing price at the time the valu-
ations are made, except for OTC Bulletin Board securities, which are valued at 
the mean of the latest bid and asked prices. A security that is listed or traded 
on more than one exchange is valued at the quotation on the exchange deter-
mined to be the primary market for such security. Listed securities not traded 
on a particular day are valued at the mean of the latest bid and asked prices for 
domestic securities and the last quoted sale price for international securities. 
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Debt securities are generally traded in the OTC market. Securities with 
remaining maturities of one year or more at the time of acquisition are 
valued at prices furnished by dealers who make markets in such securities 
or by an independent pricing service, which considers the yield or price 
of bonds of comparable quality, coupon, maturity, and type, as well as 
prices quoted by dealers who make markets in such securities. Securities 
with remaining maturities of less than one year at the time of acquisition 
generally use amortized cost in local currency to approximate fair value. 
However, if amortized cost is deemed not to reflect fair value or the fund 
holds a significant amount of such securities with remaining maturities of 
more than 60 days, the securities are valued at prices furnished by dealers 
who make markets in such securities or by an independent pricing service.

Investments in mutual funds are valued at the mutual fund’s closing net asset 
value per share on the day of valuation.

Other investments, including restricted securities, and those for which the 
above valuation procedures are inappropriate or are deemed not to reflect fair 
value are stated at fair value as determined in good faith by the T. Rowe Price 
Valuation Committee, established by the fund’s Board of Directors.

Valuation Inputs  Various inputs are used to determine the value of the fund’s 
investments. These inputs are summarized in the three broad levels listed below: 

Level 1 – quoted prices in active markets for identical securities

Level 2 –  observable inputs other than Level 1 quoted prices (including, but not 
limited to, quoted prices for similar securities, interest rates, prepay-
ment speeds, credit risk)

Level 3 – unobservable inputs 

Observable inputs are those based on market data obtained from sources 
independent of the fund, and unobservable inputs reflect the fund’s own 
assumptions based on the best information available. The input levels are not 
necessarily an indication of the risk or liquidity associated with investments at 
that level. The following table summarizes the fund’s investments, based on the 
inputs used to determine their values on December 31, 2008: 
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Securities Lending The fund lends its securities to approved brokers to earn 
additional income. It receives as collateral cash and U.S. government securities 
valued at 102% to 105% of the value of the securities on loan. Cash collateral 
is invested by the fund’s lending agent(s) in accordance with investment 
guidelines approved by fund management. Although risk is mitigated by the 
collateral, the fund could experience a delay in recovering its securities and a 
possible loss of income or value if the borrower fails to return the securities or 
if collateral investments decline in value. Securities lending revenue recognized 
by the fund consists of earnings on invested collateral and borrowing fees, 
net of any rebates to the borrower and compensation to the lending agent. At 
December 31, 2008, there were no securities on loan. 

Other Purchases and sales of portfolio securities, other than short-term 
securities, aggregated $461,531,000 and $385,826,000, respectively, for the 
year ended December 31, 2008. 

NOTE 4 - FEDERAL INCOME TAXES

No provision for federal income taxes is required since the fund intends to con-
tinue to qualify as a regulated investment company under Subchapter M of the 
Internal Revenue Code and distribute to shareholders all of its taxable income 
and gains. Distributions are determined in accordance with Federal income tax 
regulations, which differ from generally accepted accounting principles, and, 
therefore, may differ significantly in amount or character from net investment 
income and realized gains for financial reporting purposes. Financial reporting 
records are adjusted for permanent book/tax differences to reflect tax character 
but are not adjusted for temporary differences.

Reclassifications between income and gain relate primarily to differences 
between book/tax amortization policies. For the year ended December 31, 
2008, the following reclassifications, which had no impact on results of opera-
tions or net assets, were recorded to reflect tax character: 

Undistributed net investment income $ (50,000)

Undistributed net realized gain  50,000
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Distributions during the years ended December 31, 2008 and December 31, 
2007 were characterized for tax purposes as follows:

December 31

2008 2007

Ordinary income $6,898,000 $21,850,000

Long-term capital gain 0 21,659,000

Total distributions $6,898,000 $43,509,000

At December 31, 2008, the tax-basis cost of investments and components of net 
assets were as follows:

Cost of investments $  338,838,000

Unrealized appreciation  $ 10,627,000

Unrealized depreciation   (79,326,000)

Net unrealized appreciation (depreciation)  (68,699,000)

Undistributed ordinary income  400,000

Capital loss carryforwards  (119,942,000)

Post-October loss deferrals  (21,381,000)

Paid-in capital  480,642,000

Net assets $ 271,020,000

The difference between book-basis and tax-basis net unrealized appreciation 
(depreciation) is attributable to the deferral of losses from wash sales for tax 
purposes. The fund intends to retain realized gains to the extent of available 
capital loss carryforwards. As of December 31, 2008, all unused capital loss 
carryforwards expire in fiscal 2016. Pursuant to federal income tax regulations 
applicable to investment companies, recognition of capital losses on certain 
transactions is deferred until the subsequent tax year. Consequently, realized 
losses reflected in the accompanying financial statements include net capital 
losses realized between November 1 and the fund’s fiscal year-end that have 
not been recognized for tax purposes (Post-October loss deferrals). 
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The fund may invest in the T. Rowe Price Reserve Investment Fund and the 
T. Rowe Price Government Reserve Investment Fund (collectively, the T. Rowe 
Price Reserve Investment Funds), open-end management investment companies 
managed by Price Associates and considered affiliates of the fund. The T. Rowe 
Price Reserve Investment Funds are offered as cash management options to 
mutual funds, trusts, and other accounts managed by Price Associates and/or its 
affiliates and are not available for direct purchase by members of the public. The 
T. Rowe Price Reserve Investment Funds pay no investment management fees.

As of December 31, 2008, T. Rowe Price Group, Inc., and/or its wholly owned 
subsidiaries owned 225,117 shares of the fund, representing 1% of the fund•s 
net assets.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of T. Rowe Price Financial 
Services Fund, Inc.

In our opinion, the accompanying statement of assets and liabilities, including 
the schedule of investments, and the related statements of operations and of 
changes in net assets and the financial highlights present fairly, in all material 
respects, the financial position of T. Rowe Price Financial Services Fund, Inc. 
(the “Fund”) at December 31, 2008, the results of its operations for the year 
then ended, the changes in its net assets for each of the two years in the period 
then ended and the financial highlights for each of the five years in the period 
then ended, in conformity with accounting principles generally accepted in the 
United States of America. These financial statements and financial highlights 
(hereafter referred to as “financial statements”) are the responsibility of the 
Fund’s management; our responsibility is to express an opinion on these finan-
cial statements based on our audits. We conducted our audits of these financial 
statements in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates 
made by management, and evaluating the overall financial statement presenta-
tion. We believe that our audits, which in