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T. Rowe Price Short-Term Bond Fund
	 May 31, 2009

Notes to Financial Statements

T. Rowe Price Short-Term Bond Fund, Inc. (the fund), is registered under the 
Investment Company Act of 1940 (the 1940 Act) as a diversified, open-end 
management investment company. The fund seeks a high level of income consis-
tent with minimal fluctuation in principal value and liquidity. The fund has two 
classes of shares: the Short-Term Bond Fund original share class, referred to in this 
report as the Investor Class, offered since March 2, 1984, and Short-Term Bond 
Fund—Advisor Class (Advisor Class), offered since December 31, 2004. Advisor 
Class shares are sold only through unaffiliated brokers and other unaffiliated finan-
cial intermediaries that are compensated by the class for distribution, shareholder 
servicing, and/or certain administrative services under a Board-approved Rule 
12b-1 plan. Each class has exclusive voting rights on matters related solely to that 
class, separate voting rights on matters that relate to both classes, and, in all other 
respects, the same rights and obligations as the other class.

Note 1 - Significant Accounting Policies

Basis of Preparation  The accompanying financial statements were prepared in 
accordance with accounting principles generally accepted in the United States of 
America, which require the use of estimates made by fund management. Fund 
management believes that estimates and security valuations are appropriate; 
however, actual results may differ from those estimates, and the security valu-
ations reflected in the financial statements may differ from the value the fund 
ultimately realizes upon sale of the securities. 

Investment Transactions, Investment Income, and Distributions  Income and 
expenses are recorded on the accrual basis. Premiums and discounts on debt 
securities are amortized for financial reporting purposes. Dividends received 
from mutual fund investments are reflected as dividend income; capital gain 
distributions are reflected as realized gain/loss. Dividend income and capital gain 
distributions are recorded on the ex-dividend date. Income tax-related interest 
and penalties, if incurred, would be recorded as income tax expense. Investment 
transactions are accounted for on the trade date. Realized gains and losses are 
reported on the identified cost basis. Paydown gains and losses are recorded as 
an adjustment to interest income. Distributions to shareholders are recorded on 
the ex-dividend date. Income distributions are declared by each class on a daily 
basis and paid monthly. Capital gain distributions, if any, are declared and paid 
by the fund, typically on an annual basis.
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Currency Translation  Assets, including investments, and liabilities denominated 
in foreign currencies are translated into U.S. dollar values each day at the prevail-
ing exchange rate, using the mean of the bid and asked prices of such currencies 
against U.S. dollars as quoted by a major bank. Purchases and sales of securities, 
income, and expenses are translated into U.S. dollars at the prevailing exchange 
rate on the date of the transaction. The effect of changes in foreign currency 
exchange rates on realized and unrealized security gains and losses is reflected as 
a component of security gains and losses.

Class Accounting  The Advisor Class pays distribution, shareholder servicing, and/
or certain administrative expenses in the form of Rule 12b-1 fees, in an amount 
not exceeding 0.25% of the class’s average daily net assets. Shareholder servic-
ing, prospectus, and shareholder report expenses incurred by each class are 
charged directly to the class to which they relate. Expenses common to both 
classes and investment income are allocated to the classes based upon the rela-
tive daily net assets of each class’s settled shares; realized and unrealized gains 
and losses are allocated based upon the relative daily net assets of each class’s 
outstanding shares.

Credits  The fund earns credits on temporarily uninvested cash balances held at  
the custodian which reduce the fund’s custody charges. Custody expense in the 
accompanying financial statements is presented before reduction for credits, 
which are reflected as expenses paid indirectly.

New Accounting Pronouncements  On June 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 measuring fair value, 
and expands the disclosures of fair value measurements in the financial state-
ments. Adoption of FAS 157 did not have a material impact on the fund’s net 
assets or results of operations. 

On December 1, 2008, the fund adopted Statement of Financial Accounting 
Standards No. 161 (FAS 161), Disclosures about Derivative Instruments and Hedging 
Activities. FAS 161 requires enhanced disclosures about derivative and hedging 
activities, including how such activities are accounted for and their effect on finan-
cial position, performance and cash flows. Adoption of FAS 161 had no impact 
on the fund’s net assets or results of operations.

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 
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close of the New York Stock Exchange (NYSE), normally 4 p.m. ET, each day 
that the NYSE is open for business. 

Valuation Method  Debt securities are generally traded in the over-the-counter 
(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. Financial futures contracts are valued at 
closing settlement prices. Forward currency exchange contracts are valued using 
the prevailing forward exchange rate.

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.

For valuation purposes, the last quoted prices of non-U.S. equity securities may 
be adjusted under the circumstances described below. If the fund determines that 
developments between the close of a foreign market and the close of the NYSE 
will, in its judgment, materially affect the value of some or all of its portfolio secu-
rities, the fund will adjust the previous closing prices to reflect what it believes to 
be the fair value of the securities as of the close of the NYSE. In deciding whether 
it is necessary to adjust closing prices to reflect fair value, the fund reviews a vari-
ety of factors, including developments in foreign markets, the performance of U.S. 
securities markets, and the performance of instruments trading in U.S. markets 
that represent foreign securities and baskets of foreign securities. A fund may also 
fair value securities in other situations, such as when a particular foreign market 
is closed but the fund is open. The fund uses outside pricing services to provide 
it with closing prices and information to evaluate and/or adjust those prices. The 
fund cannot predict how often it will use closing prices and how often it will 
determine it necessary to adjust those prices to reflect fair value. As a means of 
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evaluating its security valuation process, the fund routinely compares closing 
prices, the next day’s opening prices in the same markets, and adjusted prices.

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, prepayment speeds, credit risk)

Level 3	 –	 unobservable inputs 

Observable inputs are those based on market data obtained from sources inde-
pendent 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. For 
example, non-U.S. equity securities actively traded in foreign markets generally 
are reflected in Level 2 despite the availability of closing prices because the fund 
evaluates and determines whether those closing prices reflect fair value at the 
close of the NYSE or require adjustment, as described above. The following table 
summarizes the fund’s investments, based on the inputs used to determine their 
values on May 31, 2009: 

Note 3 - derivative instruments

During the year ended May 31, 2009, the fund invested in derivative instruments. 
As defined by Statement of Financial Accounting Standards No. 133 (FAS 133),  
Accounting for Derivative Instruments and Hedging Activities, a derivative is a finan-
cial instrument whose value is derived from an underlying security price, foreign 

	  Investments in 	  Other Financial 
Valuation Inputs	 Securities	 Instruments*

Level 1 – quoted prices	 $		 309,269	 $	 (88)

Level 2 – significant other observable inputs	 	 2,077,539	 	 (671)

Level 3 – significant unobservable inputs	 	 –	 	 –

Total	 $	 2,386,808	 $	 (759)

*�Other financial instruments are derivative instruments not reflected in the Portfolio of Investments, 
such as futures contracts, forward currency exchange contracts, written options, and swaps, which 
are presented following the Portfolio of Investments.

($000s)
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exchange rate, interest rate, index of prices or rates, or other variable; it 
requires little or no initial investment and permits or requires net settlement. 
The fund invests in derivatives only if the expected risks and rewards are consis-
tent with its investment objectives, policies, and overall risk profile, as described 
in its prospectus and Statement of Additional Information. The fund may use 
derivatives for a variety of purposes, such as seeking to hedge against declines 
in principal value, increase yield, invest in an asset with greater efficiency and 
at a lower cost than is possible through direct investment, or to adjust portfolio 
duration and credit exposure. The risks associated with the use of derivatives are 
different from, and potentially much greater than, the risks associated with invest-
ing directly in the instruments on which the derivatives are based. Investments 
in derivatives can magnify returns positively or negatively; however, the fund at 
all times maintains sufficient cash reserves, liquid assets, or other SEC-permitted 
asset types to cover the settlement obligations under its open derivative contracts. 
The fund’s period-end derivatives, as presented in the Portfolio of Investments or 
the tables following, generally are indicative of the volume of its derivative activity 
during the period.

The fund values its derivatives at fair value, as described below and in Note 2, and 
recognizes changes in fair value currently in its results of operations. Accordingly, 
the fund does not follow hedge accounting as prescribed by FAS 133, even for 
derivatives employed as economic hedges. The following table summarizes the 
fair value of the fund’s derivative instruments held as of May 31, 2009 and the 
related location on the accompanying Statement of Assets and Liabilities, pre-
sented by primary underlying risk exposure:

Additionally, the amount of gains and losses on derivative instruments recognized 
in fund earnings during the six months ended May 31, 2009, and the related 

($000s) Location on Statement of  
Assets and Liabilities Fair Value

Liabilities

Interest rate derivatives Other liabilities* $	 100

Foreign exchange derivatives Other liabilities 671

Total $	 771

* �Includes cumulative unrealized gain (loss) on futures contracts; however, the value reflected on 
the Statement of Assets and Liabilities is only the unsettled variation margin receivable (payable).
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location on the accompanying Statement of Operations is summarized in the fol-
lowing table by primary underlying risk exposure:

Forward Currency Exchange Contracts  The fund is subject to foreign currency 
exchange rate risk in the normal course of pursuing its investment objectives. 
It uses forward currency exchange contracts (forwards) primarily to protect its  
non-U.S. dollar-denominated securities from adverse currency movements rela-
tive to the U.S. dollar. A forward involves an obligation to purchase or sell a 
fixed amount of a specific currency on a future date at a price set at the time of 
the contract. Although certain forwards may be settled by exchanging only the 
net gain or loss on the contract, most forwards are settled with the exchange of  
the underlying currencies in accordance with the specified terms. Forwards are  
valued at the unrealized gain or loss on the contract, which reflects the net amount 
the fund either is entitled to receive or obligated to deliver, as measured by the dif-
ference between the forward exchange rates at the date of entry into the contract 
and the forward rates at the reporting date. Appreciated forwards are included 
in Other Assets, and depreciated forwards are included in Other Liabilities on 
the accompanying Statement of Assets and Liabilities. Risks related to the use of 
forwards include the possible failure of counterparties to meet the terms of the 

($000s) Location of Gain (Loss) on Statement of Operations

Futures

Foreign
Currency

Transactions Swaps Total

Realized Gain (Loss)

Interest rate derivatives $      (2,050) $                – $                – $      (2,050)

Foreign exchange derivatives – (973) (973)

Credit derivatives – – (1,123) (1,123)

Total $      (2,050) $          (973) $      (1,123) $      (4,146)

Change in Unrealized  
Gain (Loss)

Interest rate derivatives $         1,231 $                – $                – $         1,231

Foreign exchange derivatives – (1,425) – (1,425)

Credit derivatives – – 377 377

Total $         1,231 $      (1,425) $            377 $            183
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agreements; that anticipated currency movements will not occur thereby reduc-
ing the fund’s total return; and the potential for losses in excess of the fund’s 
initial investment. 

Futures Contracts  The fund is subject to interest rate risk in the normal course of 
pursuing its investment objectives and uses futures contracts to help manage such 
risks. The fund may enter into futures contracts to manage exposure to interest 
rate and yield curve movements, security prices, foreign currencies, credit qual-
ity, and mortgage prepayments; as an efficient means of adjusting exposure to all 
or part of a target market; to enhance income; as a cash management tool; and/or 
to adjust portfolio duration and credit exposure. A futures contract provides for 
the future sale by one party and purchase by another of a specified amount of a 
specific underlying financial instrument at an agreed upon price, date, time, and 
place. The fund currently invests only in exchange-traded futures, which gener-
ally are standardized as to maturity date, underlying financial instrument, and 
other contract terms. Upon entering into a futures contract, the fund is required 
to deposit with the broker cash or securities in an amount equal to a certain 
percentage of the contract value (initial margin deposit); the margin deposit 
must then be maintained at the established level over the life of the contract. 
Subsequent payments are made or received by the fund each day (variation mar-
gin) to settle daily fluctuations in the value of the contract, which reflect changes 
in the value of the underlying financial instrument. Variation margin is recorded 
as unrealized gain or loss until the contracts are closed. For a futures contract, the 
value included in net assets is the amount of unsettled variation margin; varia-
tion margin receivable is included in Other Assets and variation margin payable is 
included in Other Liabilities. Risks related to the use of futures contracts include 
possible illiquidity of the futures markets, contract prices that can be highly vola-
tile and imperfectly correlated to movements in hedged security values and/or 
interest rates, and potential losses in excess of the fund’s initial investment. 

Credit Default Swaps  The fund is subject to credit risk in the normal course of 
pursuing its investment objectives and uses swap contracts to help manage such 
risk. The fund may use swaps in an effort to manage exposure to changes in 
interest rates and credit quality, to adjust overall exposure to certain markets, 
to enhance total return or protect the value of portfolio securities, to serve as a 
cash management tool, and/or to adjust portfolio duration or credit exposure. 
Credit default swaps are agreements where one party (the protection buyer) agrees 
to make periodic payments to another party (the protection seller) in exchange 
for protection against specified credit events, such as certain defaults and bank-
ruptcies related to an underlying credit instrument, index, or issuer thereof. Upon 
occurrence of a specified credit event, the protection seller is required to pay the 
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buyer the difference between the notional amount of the swap and the value of 
the underlying credit, either in the form of a net cash settlement or by paying the 
gross notional amount and accepting delivery of the relevant underlying credit. 
Risks related to the use of credit default swaps include the possible inability of the 
fund to accurately assess the current and future creditworthiness of underlying 
issuers, the possible failure of a counterparty to perform in accordance with 
the terms of the swap agreements, potential government regulation that could 
adversely affect the fund’s swap investments, and potential losses in excess of 
the fund’s initial investment. 

Counterparty Risk and Collateral  The fund has entered into collateral agreements 
with certain counterparties to mitigate counterparty risk associated with over-
the-counter (OTC) derivatives, including swaps and forward currency exchange 
contracts. Subject to certain minimum exposure requirements (which range from  
$100,000 to $500,000), collateral generally is determined based on the net 
aggregate unrealized gain or loss on all OTC derivative contracts with a particular 
counterparty. Collateral, both pledged by and for the benefit of the fund, is held 
in a segregated account by a third-party agent and can be in the form of cash 
or debt securities issued by the U.S. government or related agencies. Securities 
posted as collateral by the fund are so noted in the accompanying Portfolio of 
Investments and remain in the fund’s net assets. As of May 31, 2009, no collat-
eral was pledged by either the fund or counterparties.

The fund’s maximum risk of loss from counterparty credit risk on OTC deriva-
tives is the aggregate unrealized gain on appreciated contracts in excess of any 
collateral pledged by the counterparty for the benefit of the fund. Counterparty 
risk related to exchange-traded futures and options contracts is minimal because 
the exchange’s clearinghouse provides protection against defaults. In accordance 
with standard derivatives agreements, counterparties to OTC derivatives may be 
able to terminate derivative contracts prior to maturity in the event the fund fails 
to maintain sufficient asset coverage; its net assets decline by stated percentages; or 
it otherwise fails to meet the terms of its agreements, which would cause the fund 
to accelerate payment of any net liability owed to the counterparty under the con-
tract. For exchange-traded derivatives such as futures and options, each broker in 
its sole discretion may change margin requirements applicable to the fund. 

Note 4 - OTHER Investment Transactions

Consistent with its investment objective, the fund engages in the following 
practices to manage exposure to certain risks or to enhance performance. The 
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investment objective, policies, program, and risk factors of the fund are described 
more fully in the fund’s prospectus and Statement of Additional Information.

Restricted Securities  The fund may invest in securities that are subject to legal or 
contractual restrictions on resale. Prompt sale of such securities at an acceptable 
price may be difficult and may involve substantial delays and additional costs. 

Other  Purchases and sales of portfolio securities other than short-term and U.S. 
government securities aggregated $679,975,000 and $293,630,000 respectively, 
for the year ended May 31, 2009. Purchases and sales of U.S. government securi-
ties aggregated $313,442,000 and $275,009,000 respectively, for the year ended 
May 31, 2009.

Note 5 - 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 to paid-in capital relate primarily to expiring capital loss car-
ryforwards and a tax practice that treats a portion of the proceeds from each 
redemption of capital shares as a distribution of taxable net investment income 
and/or realized capital gain. Reclassifications between income and gain relate 
primarily to the character of paydown gains and losses on asset-backed securi-
ties. For the year ended May 31, 2009, the following reclassifications, which 
had no impact on results of operations or net assets, were recorded to reflect 
tax character: 

Undistributed net investment income	 $	 612

Undistributed net realized gain	 	 (690)

Paid-in capital	 	 78  

($000s)
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Distributions during the years ended May 31, 2009, and May 31, 2008, totaled 
$79,224,000 and $68,200,000 respectively, and were characterized as ordinary 
income. At May 31, 2009, the tax-basis cost of investments and components of 
net assets were as follows:

The fund intends to retain realized gains to the extent of available capital loss 
carryforwards. As of May 31, 2009, unused capital loss carryforwards expire as 
follows: $447,000 in fiscal 2012, $4,473,000 in fiscal 2013, $6,329,000 in fiscal 
2014, $3,014,000 in fiscal 2015, and $16,939,000 in fiscal 2017.

Pursuant to federal income tax regulations applicable to investment companies, 
recognition of capital losses on certain transactions is deferred until the sub-
sequent 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). 

Note 6 - related Party Transactions

The fund is managed by T. Rowe Price Associates, Inc. (the manager or Price 
Associates), a wholly owned subsidiary of T. Rowe Price Group, Inc. The invest-
ment management agreement between the fund and the manager provides for an 
annual investment management fee, which is computed daily and paid monthly. 
The fee consists of an individual fund fee, equal to 0.10% of the fund’s average 
daily net assets, and a group fee. The group fee rate is calculated based on the 

Cost of investments	 $	 2,353,022

Unrealized appreciation 	 $	   51,814

Unrealized depreciation 	 	 (17,926)

Net unrealized appreciation (depreciation)	 	 33,888

Undistributed ordinary income	 	 (1,690)

Capital loss carryforwards	 	 (31,202)

Post-October loss deferrals	 	 (12,830)

Paid-in capital	 	 2,431,558

Net assets	 $	 2,419,724 

($000s)
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combined net assets of certain mutual funds sponsored by Price Associates (the 
group) applied to a graduated fee schedule, with rates ranging from 0.48% for the 
first $1 billion of assets to 0.285% for assets in excess of $220 billion. The fund’s 
group fee is determined by applying the group fee rate to the fund’s average daily 
net assets. At May 31, 2009, the effective annual group fee rate was 0.31%.

The Investor Class and Advisor Class are also subject to a contractual expense 
limitation through the limitation dates indicated in the table below. During the 
limitation period, the manager is required to waive its management fee and/or  
reimburse expenses, excluding interest, taxes, brokerage commissions, and extraor-
dinary expenses, that would otherwise cause the class’s ratio of annualized total 
expenses to average net assets (expense ratio) to exceed its expense limitation. For 
a period of three years after the date of any reimbursement or waiver, each class 
is required to repay the manager for expenses previously reimbursed and man-
agement fees waived to the extent the class’s net assets have grown or expenses 
have declined sufficiently to allow repayment without causing the class’s expense 
ratio to exceed its expense limitation.

Pursuant to this agreement, management fees in the amount of $0 were repaid 
and expenses in the amount of $915,000 were reimbursed by the manager dur-
ing the year ended May 31, 2009. Including these amounts, management fees 
waived and expenses previously reimbursed by the manager in the amount of 
$2,025,000 remain subject to repayment at May 31, 2009. 

In addition, the fund has entered into service agreements with Price Associates 
and two wholly owned subsidiaries of Price Associates (collectively, Price). Price 
Associates computes the daily share prices and provides certain other administra-
tive services to the fund. T. Rowe Price Services, Inc., provides shareholder and 
administrative services in its capacity as the fund’s transfer and dividend disburs-
ing agent. T. Rowe Price Retirement Plan Services, Inc., provides subaccounting 
and recordkeeping services for certain retirement accounts invested in the Investor 
Class. For the year ended May 31, 2009, expenses incurred pursuant to these 
service agreements were $181,000 for Price Associates, $860,000 for T. Rowe 
Price Services, Inc., and $200,000 for T. Rowe Price Retirement Plan Services, Inc. 
The total amount payable at period-end pursuant to these service agreements is 
reflected as Due to Affiliates in the accompanying financial statements.

Advisor Class

Expense Limitation	 	 0.55%	 	 0.85%

Limitation Date	 	 9/30/09	 	 9/30/09

Investor Class
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Additionally, the fund is one of several mutual funds in which certain college 
savings plans managed by Price Associates may invest. As approved by the fund’s 
Board of Directors, shareholder servicing costs associated with each college sav-
ings plan are borne by the fund in proportion to the average daily value of its 
shares owned by the college savings plan. For the year ended May 31, 2009, the 
fund was charged $440,000 for shareholder servicing costs related to the college 
savings plans, of which $384,000 was for services provided by Price. The amount 
payable at period-end pursuant to this agreement is reflected as Due to Affiliates 
in the accompanying financial statements. At May 31, 2009, approximately 10% 
of the outstanding shares of the Investor Class were held by college savings plans.

The fund is also one of several mutual funds sponsored by Price Associates (under-
lying Price funds) in which the T. Rowe Price Spectrum Funds (Spectrum Funds) 
may invest. The Spectrum Funds do not invest in the underlying Price funds for 
the purpose of exercising management or control. Pursuant to a special servicing  
agreement, expenses associated with the operation of the Spectrum Funds are 
borne by each underlying Price fund to the extent of estimated savings to it and in 
proportion to the average daily value of its shares owned by the Spectrum Funds. 
Expenses allocated under this agreement are reflected as shareholder servicing 
expense in the accompanying financial statements. For the year ended May 31, 
2009, the fund was allocated $945,000 of Spectrum Funds’ expenses, of which 
$711,000 related to services provided by Price. The amount payable at period-end 
pursuant to this agreement is reflected as Due to Affiliates in the accompanying 
financial statements. At May 31, 2009, approximately 19% of the outstanding 
Investor Class were held by the Spectrum Funds.

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 May 31, 2009, T. Rowe Price Group, Inc., and/or its wholly owned sub-
sidiaries owned 4,862,561 shares of the Investor Class 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 Short-Term Bond Fund, Inc.

In our opinion, the accompanying statement of assets and liabilities, including 
the portfolio 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 Short-Term Bond Fund, Inc. (the 
“Fund”) at May 31, 2009, 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 fiscal periods presented, in conformity 
with accounting principles generally accepted in the United States of America. 
These financial statements and financial highlights (hereafter referred to as “finan-
cial statements”) are the responsibility of the Fund’s management. Our responsi-
bility is to express an opinion on these financial statements based on our audits. 
We conducted our audits of these statements in accordance with the standards 
of the Public Company Accounting Oversight Board (United States). Those stan-
dards 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 dis-
closures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audits, which included confirmation 
of securities at May 31, 2009 by correspondence with the custodian and brokers, 
and confirmation of the underlying fund by correspondence with the transfer 
agent, provide a reasonable basis for our opinion.

PricewaterhouseCoopers LLP
Baltimore, Maryland
July 13, 2009
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Tax Information (Unaudited) for the Tax Year Ended 5/31/09

We are providing this information as required by the Internal Revenue Code. The amounts 
shown may differ from those elsewhere in this report because of differences between tax 
and financial reporting requirements. 

The fund’s distributions to shareholders included $195,000 from short-term capital gains.

A description of the policies and procedures used by T. Rowe Price funds and portfolios 	
to determine how to vote proxies relating to portfolio securities is available in each fund’s 	
Statement of Additional Information, which you may request by calling 1-800-225-5132 or 	
by accessing the SEC’s Web site, www.sec.gov. The description of our proxy voting policies 	
and procedures is also available on our Web site, www.troweprice.com. To access it, click 	
on the words “Our Company” at the top of our corporate homepage. Then, when the next 	
page appears, click on the words “Proxy Voting Policies” on the left side of the page.

Each fund’s most recent annual proxy voting record is available on our Web site and 	
through the SEC’s Web site. To access it through our Web site, follow the directions above, 	
then click on the words “Proxy Voting Records” on the right side of the Proxy Voting 	
Policies page.

Information on Proxy Voting Policies, Procedures, and Records

The fund files a complete schedule of portfolio holdings with the Securities and Exchange 	
Commission for the first and third quarters of each fiscal year on Form N-Q. The fund’s 	
Form N-Q is available electronically on the SEC’s Web site (www.sec.gov); hard copies 	
may be reviewed and copied at the SEC’s Public Reference Room, 450 Fifth St. N.W., 	
Washington, DC 20549. For more information on the Public Reference Room, call 	
1-800-SEC-0330. 

How to Obtain Quarterly Portfolio Holdings
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Approval of Investment Management Agreement

On March 10, 2009, the fund’s Board of Directors (Board) unanimously approved the invest-
ment advisory contract (Contract) between the fund and its investment manager, T. Rowe 
Price Associates, Inc. (Manager). The Board considered a variety of factors in connection with 
its review of the Contract, also taking into account information provided by the Manager dur-
ing the course of the year, as discussed below:

Services Provided by the Manager
The Board considered the nature, quality, and extent of the services provided to the fund by 
the Manager. These services included, but were not limited to, management of the fund’s 
portfolio and a variety of related activities, as well as financial and administrative services, 
reporting, and communications. The Board also reviewed the background and experience of 
the Manager’s senior management team and investment personnel involved in the manage-
ment of the fund. The Board concluded that it was satisfied with the nature, quality, and 
extent of the services provided by the Manager. 

Investment Performance of the Fund 
The Board reviewed the fund’s average annual total returns over the 1-, 3-, 5-, and 10-year 
periods as well as the fund’s year-by-year returns and compared these returns with a wide 
variety of previously agreed upon comparable performance measures and market data, 
including those supplied by Lipper and Morningstar, which are independent providers of 
mutual fund data. On the basis of this evaluation and the Board’s ongoing review of invest-
ment results, and factoring in the severity of market turmoil in 2008, the Board concluded 
that the fund’s performance was satisfactory.

Costs, Benefits, Profits, and Economies of Scale
The Board reviewed detailed information regarding the revenues received by the Manager 
under the Contract and other benefits that the Manager (and its affiliates) may have realized 
from its relationship with the fund, including research received under “soft dollar” agree-
ments. The Board noted that soft dollars were not used to pay for third-party, non-broker 
research during 2008. The Board also received information on the estimated costs incurred 
and profits realized by the Manager and its affiliates from advising T. Rowe Price mutual 
funds, as well as estimates of the gross profits realized from managing the fund in particular. 
The Board concluded that the Manager’s profits were reasonable in light of the services pro-
vided to the fund. The Board also considered whether the fund or other funds benefit under 
the fee levels set forth in the Contract from any economies of scale realized by the Manager. 
Under the Contract, the fund pays a fee to the Manager composed of two components—a 
group fee rate based on the aggregate assets of certain T. Rowe Price mutual funds (includ-
ing the fund) that declines at certain asset levels and an individual fund fee rate that is 
assessed on the assets of the fund. The Board concluded that the advisory fee structure for 
the fund continued to provide for a reasonable sharing of benefits from economies of scale 
with the fund’s investors.
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Approval of Investment Management Agreement (continued)

Fees
The Board reviewed the fund’s management fee rate, operating expenses, and total expense 
ratio (for both the Investor Class and Advisor Class) and compared them with fees and 
expenses of other comparable funds based on information and data supplied by Lipper. 
The information provided to the Board indicated that the fund’s management fee rate (after 
including any applicable fee waivers or expenses paid by the Manager or reimbursements 
by the fund) was above the median for certain groups of comparable funds but at or below 
the median for other groups of comparable funds. The information also indicated that the 
fund’s expense ratio for the Investor Class was above the median for certain groups of com-
parable funds but below the median for other groups of funds and that the fund’s expense 
ratio for the Advisor Class was at or below the median for comparable funds. The Board also 
reviewed the fee schedules for comparable privately managed accounts of the Manager and 
its affiliates. Management informed the Board that the Manager’s responsibilities for privately 
managed accounts are more limited than its responsibilities for the fund and other T. Rowe 
Price mutual funds that it or its affiliates advise. On the basis of the information provided, the 
Board concluded that the fees paid by the fund under the Contract were reasonable. 

Approval of the Contract
As noted, the Board approved the continuation of the Contract. No single factor was con-
sidered in isolation or to be determinative to the decision. Rather, the Board concluded, in 
light of a weighting and balancing of all factors considered, that it was in the best interests 
of the fund to approve the continuation of the Contract, including the fees to be charged 
for services thereunder. 
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About the Fund’s Directors and Officers

Your fund is governed by a Board of Directors (Board) that meets regularly to review a wide variety of mat-
ters affecting the fund, including performance, investment programs, compliance matters, advisory fees 
and expenses, service providers, and other business affairs. The Board elects the fund’s officers, who are 
listed in the final table. At least 75% of Board members are independent of T. Rowe Price Associates, Inc. 
(T. Rowe Price), and T. Rowe Price International, Inc. (T. Rowe Price International); “inside” or “interested” 
directors are employees or officers of T. Rowe Price. The business address of each director and officer 
is 100 East Pratt Street, Baltimore, Maryland 21202. The Statement of Additional Information includes 
additional information about the fund directors and is available without charge by calling a T. Rowe Price 
representative at 1-800-225-5132

	

Independent Directors

Name
(Year of Birth)
Year Elected*

Principal Occupation(s) During Past Five Years and Directorships of 
Other Public Companies

Jeremiah E. Casey
(1940)
2006

Director, National Life Insurance (2001 to 2005); Director, The Rouse 
Company, real estate developers (1990 to 2004)

Anthony W. Deering
(1945)
1983

Chairman, Exeter Capital, LLC, a private investment firm (2004 to 
present); Director, Under Armour (2008 to present); Director, Vornado 
Real Estate Investment Trust (2004 to present); Director, Mercantile 
Bankshares (2002 to 2007); Member, Advisory Board, Deutsche Bank 
North America (2004 to present); Director, Chairman of the Board, 
and Chief Executive Officer, The Rouse Company, real estate develop-
ers (1997 to 2004)

Donald W. Dick, Jr.
(1943)
2001

Principal, EuroCapital Advisors, LLC, an acquisition and management 
advisory firm (1995 to present)

Karen N. Horn
(1943)
2003

Director, Eli Lilly and Company (1987 to present); Director, Simon 
Property Group (2004 to present); Director, Norfolk Southern (2008 
to present); Director, Georgia Pacific (2004 to 2005)

Theo C. Rodgers
(1941)
2005

President, A&R Development Corporation (1977 to present)

John G. Schreiber
(1946)
1992

Owner/President, Centaur Capital Partners, Inc., a real estate invest-
ment company (1991 to present); Partner, Blackstone Real Estate 
Advisors, L.P. (1992 to present)

Mark R. Tercek
(1957)
2009

President and Chief Executive Officer, The Nature Conservancy (2008 
to present); Managing Director, The Goldman Sachs Group, Inc. (1984 
to 2008)

*�Each independent director oversees 125 T. Rowe Price portfolios and serves until retirement, resignation, or 	
election of a successor.
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Inside Directors

Name
(Year of Birth)
Year Elected*
[Number of T. Rowe Price 
Portfolios Overseen]

Principal Occupation(s) During Past Five Years and Directorships of 
Other Public Companies

Edward C. Bernard
(1956)
2006
[125]

Director and Vice President, T. Rowe Price; Vice Chairman of the Board, 
Director, and Vice President, T. Rowe Price Group, Inc.; Chairman of 
the Board, Director, and President, T. Rowe Price Investment Services, 
Inc.; Chairman of the Board and Director, T. Rowe Price Global Asset 
Management Limited, T. Rowe Price Global Investment Services 
Limited, T. Rowe Price Retirement Plan Services, Inc., T. Rowe Price 
Savings Bank, and T. Rowe Price Services, Inc.; Director, T. Rowe Price 
International, Inc.; Chief Executive Officer, Chairman of the Board, 
Director, and President, T. Rowe Price Trust Company; Chairman of the 
Board, all funds

Mary J. Miller, CFA
(1955)
2004
[39]

Director, T. Rowe Price Trust Company; Director and Vice President, 
T. Rowe Price; Vice President, T. Rowe Price Group, Inc.

*Each inside director serves until retirement, resignation, or election of a successor.
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Officers

Name (Year of Birth)
Position Held With Short-Term Bond Fund Principal Occupation(s)

Brian J. Brennan, CFA (1964)
Vice President

Vice President, T. Rowe Price, T. Rowe Price 
Global Investment Services Limited, T. Rowe Price 
Group, Inc., and T. Rowe Price Trust Company

Steven G. Brooks, CFA (1954)
Vice President

Vice President, T. Rowe Price and T. Rowe Price 
Group, Inc.

Bridget A. Ebner (1970)
Assistant Vice President

Vice President, T. Rowe Price

Roger L. Fiery III, CPA (1959)
Vice President

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., T. Rowe Price International, Inc., 
and T. Rowe Price Trust Company

John R. Gilner (1961)
Chief Compliance Officer

Chief Compliance Officer and Vice President, 
T. Rowe Price; Vice President, T. Rowe Price 
Group, Inc., and T. Rowe Price Investment 
Services, Inc. 

Gregory S. Golczewski (1966)
Vice President

Vice President, T. Rowe Price and T. Rowe Price 
Trust Company

Michael J. Grogan, CFA (1971)
Assistant Vice President

Vice President, T. Rowe Price

Geoffrey M. Hardin (1971)
Assistant Vice President

Vice President, T. Rowe Price; formerly Investment 
Analyst, Morgan Stanley Alternative Investment 
Partners Group (to 2007); Associate Portfolio 
Manager, Smith Breeden Associates (to 2005)

Charles B. Hill, CFA (1961)
Vice President

Vice President, T. Rowe Price and T. Rowe Price 
Group, Inc.

Gregory K. Hinkle, CPA (1958)
Treasurer

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., and T. Rowe Price Trust Company; 
formerly Partner, PricewaterhouseCoopers LLP 	
(to 2007)	

Keir R. Joyce, CFA (1972)
Assistant Vice President

Vice President, T. Rowe Price and T. Rowe Price 
Group

Patricia B. Lippert (1953)
Secretary

Assistant Vice President, T. Rowe Price and 	
T. Rowe Price Investment Services, Inc.

Unless otherwise noted, officers have been employees of T. Rowe Price or T. Rowe Price International for at least 
five years.
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Officers (continued)

Name (Year of Birth)
Position Held With Short-Term Bond Fund Principal Occupation(s)

Andrew McCormick (1960)
Vice President

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., and T. Rowe Price Trust Company; for-
merly Chief Investment Officer, IMPAC Mortgage 
Holdings (to 2008); Senior Portfolio Manager, 
Avenue Capital Group (to 2006); and Senior Vice 
President, Portfolio Transactions, Federal National 
Mortgage Association (to 2005)

Cheryl A. Mickel, CFA (1967)
Vice President

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., and T. Rowe Price Trust Company

David Oestreicher (1967)
Vice President

Director and Vice President, T. Rowe Price 
Investment Services, Inc., T. Rowe Price Trust 
Company, and T. Rowe Price Services, Inc.; Vice 
President, T. Rowe Price, T. Rowe Price Global 
Asset Management Limited, T. Rowe Price Global 
Investment Services Limited, T. Rowe Price Group, 
Inc., T. Rowe Price International, Inc., and T. Rowe 
Price Retirement Plan Services, Inc.

Vernon A. Reid, Jr. (1954)
Vice President

Vice President, T. Rowe Price and T. Rowe Price 
Group, Inc.

Deborah D. Seidel (1962)
Vice President

Vice President, T. Rowe Price Investment 
Services, Inc., and T. Rowe Price Services, Inc.

Daniel O. Shackelford, CFA (1958)
Vice President

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., and T. Rowe Price Trust Company

Julie L. Waples (1970)
Vice President

Vice President, T. Rowe Price

John D. Wells (1960)
Vice President

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., and T. Rowe Price Savings Bank

Edward A. Wiese, CFA (1959)
President

Vice President, T. Rowe Price, T. Rowe Price 
Group, Inc., and T. Rowe Price Trust Company; 
Chief Investment Officer, Director, and Vice 
President, T. Rowe Price Savings Bank

Unless otherwise noted, officers have been employees of T. Rowe Price or T. Rowe Price International for at least 
five years.
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Investment Services and Information
KNOWLEDGEABLE SERVICE REPRESENTATIVES

By Phone: 1-800-225-5132. Available Monday through Friday from 7 a.m. until  
midnight ET and weekends from 8:30 a.m. until 5 p.m. ET.

In Person at a T. Rowe Price Investor Center. Please visit the Web at  
troweprice.com/investorcenter or call 1-800-225-5132 to locate a center near you.

ACCOUNT SERVICES

Automated 24-Hour Services Including Tele*Accesssm and account access  
through the T. Rowe Price Web site at troweprice.com. 

Automatic Investing. From your bank account or paycheck. 

Automatic Withdrawal. Scheduled, periodic redemptions. 

IRA Rebalancing. Automatically rebalance to ensure that your accounts reflect  
your desired asset allocations.

BROKERAGE SERVICES‡

Trade stocks, mutual funds, ETFs, bonds, options, CDs, precious metals,  
and more at competitive commissions.

INVESTMENT INFORMATION

Consolidated Statement. Overview of all of your accounts.

Shareholder Reports. Manager reviews of their strategies and results. 

T. Rowe Price Report. Quarterly investment newsletter.

T. Rowe Price Investor. Quarterly publication of insightful financial articles. 

Insights. Educational reports on investment strategies and markets. 

Investment Guides. Investors Portfolio Review; International Investing Guide;  
Guide to Bond Funds; On Track Retirement Savings Guide; and Retirement  
Readiness Guide. 

FINANCIAL INTERMEDIARIES AND ADVISORS

By Phone: 1-877-804-2315. Contact us Monday through Friday from 8:30 a.m.  
until 6 p.m. ET.

By Mail: T. Rowe Price, Financial Institution Services, P.O. Box 89000, Baltimore,  
MD 21289-4232.

CUSTOMERS WHO TRADE THROUGH A FINANCIAL INTERMEDIARY

Please contact your intermediary or financial professional for assistance.

	 ‡	 �Option trading involves additional risk and is not suitable for all investors. Brokerage services offered by 	
T. Rowe Price Investment Services, Inc., member FINRA/SIPC.

This page contains supplementary information that is not part of the shareholder report.

http://www.troweprice.com/investorcenter
http://www.troweprice.com
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T. Rowe Price Mutual Funds

For more information about T. Rowe Price funds or services, please contact us directly at  
1-800-225-5132. Request a prospectus, which includes investment objectives, risks, fees,  
expenses, and other information that you should read and consider carefully before investing.

�Investments in the money market funds are not insured or guaranteed by the FDIC or any other  
government agency. Although the funds seek to preserve the value of your investment at $1.00 per  
share, it is possible to lose money by investing in the funds. 
*	� T. Rowe Price Advisor and R Classes may be available for these funds. T. Rowe Price Advisor and R Classes are 	

offered only through financial intermediaries. For more information about T. Rowe Price Advisor and R Classes, 	
contact your financial professional or call T. Rowe Price at 1-877-804-2315.

STOCK FUNDS

Domestic 
Blue Chip Growth*
Capital Appreciation*
Capital Opportunity*
Diversified Mid-Cap Growth
Diversified Small-Cap Growth
Dividend Growth*
Equity Income*
Equity Index 500
Extended Equity Market Index
Financial Services
Growth & Income
Growth Stock*
Health Sciences
Media & Telecommunications
Mid-Cap Growth*
Mid-Cap Value*
New America Growth*
New Era
New Horizons
Real Estate*
Science & Technology*
Small-Cap Stock*
Small-Cap Value*
Spectrum Growth
Tax-Efficient Multi-Cap Growth 
Total Equity Market Index
U.S. Large-Cap Core* 
Value*

ASSET ALLOCATION FUNDS

Balanced
Personal Strategy Balanced
Personal Strategy Growth
Personal Strategy Income
Retirement 2005* 
Retirement 2010*
Retirement 2015*
Retirement 2020*

ASSET ALLOCATION FUNDS (cont.)

Retirement 2025*
Retirement 2030*
Retirement 2035*
Retirement 2040*
Retirement 2045*
Retirement 2050*
Retirement 2055*
Retirement Income*

BOND FUNDS

Domestic Taxable
Corporate Income
GNMA 
High Yield*
Inflation Protected Bond
New Income*
Short-Term Bond*
Spectrum Income
Strategic Income*
Summit GNMA
U.S. Bond Index
U.S. Treasury Intermediate
U.S. Treasury Long-Term

Domestic Tax-Free
California Tax-Free Bond
Georgia Tax-Free Bond
Maryland Short-Term  

Tax-Free Bond
Maryland Tax-Free Bond
New Jersey Tax-Free Bond
New York Tax-Free Bond
Summit Municipal Income
Summit Municipal Intermediate
Tax-Free High Yield
Tax-Free Income*
Tax-Free Short-Intermediate
Virginia Tax-Free Bond

MONEY MARKET FUNDS

Taxable
Prime Reserve
Summit Cash Reserves
U.S. Treasury Money

Tax-Free
California Tax-Free Money
Maryland Tax-Free Money
New York Tax-Free Money
Summit Municipal Money Market
Tax-Exempt Money

INTERNATIONAL/GLOBAL 
FUNDS

Stock
Africa & Middle East
Emerging Europe & Mediterranean
Emerging Markets Stock
European Stock
Global Large-Cap Stock*
Global Real Estate*
Global Stock*
Global Technology
International Discovery
International Equity Index
International Growth & Income*
International Stock*
Japan
Latin America
New Asia
Overseas Stock
Spectrum International 

Bond
Emerging Markets Bond
International Bond*

T. Rowe Price Investment Services, Inc. 	
100 East Pratt Street	
Baltimore, MD 21202

This page contains supplementary information that is not part of the shareholder report.


