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Sign up for our E-mail Program, and you can begin to receive updated 
fund reports and prospectuses online rather than through the mail. 
Log in to your account at troweprice.com for more information.

HIGHLIGHTS

•	 Financials stocks fell sharply at the beginning of 2009, but a remarkable 
rally starting in early March significantly pared their losses.

•	 The Financial Services Fund outperformed its benchmarks in the six-
month period ended June 30, 2009. Losses in the sector since 2007 
remain deep, however.

•	 Given the significant appreciation of our riskier investments, the fund 
is more heavily skewed toward higher-risk bank, brokerage, and capital 
markets stocks—a stance we believe is appropriate at this time.

•	 Our enthusiasm over our holdings is mitigated somewhat by the 
investment implications of many policy changes being discussed in 
Washington. We are preparing for a difficult investing environment in 
the U.S. for the foreseeable future. 

T. Rowe Price Financial Services Fund

The views and opinions in this report were current as of June 30, 2009. 
They are not guarantees of performance or investment results and 
should not be taken as investment advice. Investment decisions reflect 
a variety of factors, and the managers reserve the right to change their 
views about individual stocks, sectors, and the markets at any time. 	
As a result, the views expressed should not be relied upon as a fore-
cast of the fund’s future investment intent. The report is certified under 
the Sarbanes-Oxley Act, which requires mutual funds and other public 	
companies to affirm that, to the best of their knowledge, the informa-
tion in their financial reports is fairly and accurately stated in all material 
respects. 

http://www.troweprice.com
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Fellow Shareholders

For the first time in two years, there is some good news to report. 
First, the epic financial crisis that erupted with the Lehman Brothers 
bankruptcy in September 2008 and spilled into 2009 is over. Globally 
coordinated government intervention has taken systemic risk and 
predictions of another Great Depression off the table. Banks are again 
lending to one another, spreads on fixed-income securities no longer 
imply bankruptcy filings at large financial companies, and a significant 
risk appetite has returned to the capital markets. This is evidenced by 
nearly $150 billion of fresh equity capital that investors have poured 
into the financial services sector globally in the last few months. 

Another piece of good 
news is that the fund 
posted a positive return 
while outpacing its peers 
on a relative basis for the 
first six months of 2009, as 
shown in the Performance 
Comparison table. We 
feel that the portfolio is 

loaded with securities trading comfortably below their intrinsic value, 
and we see the rate of deterioration in the U.S. economy slowing across 
many important measures—from home price depreciation to credit 
card delinquencies to job losses. The economy is still very weak, and 
while we are confident that our holdings are undervalued and that 
the economy will grow again before too long, we are not confident 
about the strength or sustainability of stock price appreciation for the 
foreseeable future, given the fragile nature of the recovery and the far-
reaching implications of proposed policy changes on capital formation, 
job creation, and consumer spending.

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 relatively small portion of one’s investment portfolio should be 
allocated to this strategy.

Six-Month Period Ended 6/30/09	 	 Total Return

Financial Services Fund 	 	 5.92%

S&P 500 Financials Index	 	 -3.41

Lipper Financial Services Funds Index	 -3.52

Morningstar Specialty Financial Average	 4.39

Performance Comparison



2

While the fund has outperformed its benchmarks during the two-year 
period of unprecedented capital destruction that began with the sub-
prime meltdown in 2007, we have much work to do in order to recover 
the losses we have incurred. Financials was the worst-performing 
sector of the market in 2007, 2008, and the first quarter of 2009. 

In our last report to you six months ago, we expressed confidence that 
financial stocks would rise in 2009 or 2010 in anticipation of a cycli-
cal recovery in the global economy. A recovery in share prices indeed 
has taken hold, but we did not expect the whipsaw impact of investor 
emotion and government action that resulted in the extraordinary share 
price movements of the last six months. Specifically, after posting the 
worst quarterly return in the fund’s 13-year history in the fourth quarter 
of 2008 (-21.09%), the fund followed up in the first quarter of this year 
with its third-worst quarterly return ever (-15.66%). Many investors 
simply gave up on financials, selling shares of good and bad companies 
indiscriminately, regardless of the fact the prospective returns had 
soared, given the excessive risk aversion rampant in the market. Then, 
in early March, just as quickly as investors sold the stocks down to 
unthinkable lows, greed overtook fear in the minds of investors; the risk 
of missing out trumped the risk of losing money; and the share prices of 
many large, established, household-name financial companies doubled, 
tripled, or even quadrupled in a matter of weeks.

At T. Rowe Price, we believe that information is essential to understanding your investments 	
in this fast-moving and volatile market environment. In this shareholder report’s “Manager’s 
Letter,” your fund’s portfolio manager writes a candid assessment of recent market events and 
fund performance, offers important insights into how the fund is managed, and provides a 	
perspective for the next few months. We encourage you to read this report carefully. 

Did you know you could receive your shareholder report sooner? The online version is usually 
available at least two weeks before you receive it by mail. If you’re looking for easy access to 	
the latest shareholder reports, account statements, transaction confirmations, tax forms, mutual 
fund prospectuses, and more, consider paperless e-delivery options from T. Rowe Price. 

	 •	 �Fast: An e-mail notification lets you know when your documents are available for online 
viewing, offering instant access to valuable information. 

	 •	 �Secure: Confidential account information is accessible only within the secure T. Rowe Price 
Web site.

	 •	 Efficient: E-delivery can help reduce costs and minimize environmental waste.

To learn more about e-delivery and our many other valuable online tools and services, please 	
log in to your account at troweprice.com. 

A Word About Your Shareholder Report

http://www.troweprice.com
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For example, in just eight weeks from the lows in early March, 
JPMorgan Chase increased over 150%, from $15 to $38; Aflac 
increased over 175%, from $13.50 to $37.50; and Wells Fargo 
increased over 200%, from $8.70 to $28; while Bank of America 
increased over 330%, from $2.53 to $11 in only seven weeks. So, 
after the biggest six-month decline in the fund’s history, the fund’s 
net asset value (NAV) increased by nearly two-thirds during this sur-

real inter-quarter period. For the entire second quarter 
of 2009, which was characterized by panic buying 
through early June, the fund ended up posting its 
best ever quarterly return (25.60%). Going forward, 
we do not expect a smooth ride, but we do expect 
less volatility and an absence of the frenetic pace of 
change in investors’ assessments of the very survivabil-
ity of systemically important, well-managed financial 
institutions. (Please refer to the fund’s portfolio of 
investments for a complete listing of holdings and the 
amount each represents in the portfolio.)

The past couple of years have been an extraordinarily 
difficult period for your fund’s management team and 
our T. Rowe Price colleagues to invest in financial 

companies and take a long-term view. In a number of situations, fun-
damental analysis and a seemingly cogent assessment of how events 
surrounding “too big to fail” companies would unfold mattered little. 
What mattered more was one’s ability to handicap the government’s 
arbitrary and inconsistent handling of similar crisis situations (i.e., the 
tragic decision over the same weekend to support the counterparties of 
AIG but walk away from the counterparties of Lehman Brothers). 

Today, however, we find ourselves able to make what we believe are 
longer-term investments in many companies based on our estimate 
of “normal” earnings in a muted economic recovery that is likely to 
begin later this year. With billions of dollars of fresh capital on the 
balance sheets and substantial earnings power to absorb the signifi-
cant future losses that we expect—and readily available liquidity from 
federal government programs—confidence has been restored and 
capital markets are funding the majority of companies in the sector. 
As such, our work is thankfully focused on fundamentals and the 
lucrative opportunity to look through depressed earnings over the 
next several quarters and put your capital to work by embracing near-
term uncertainty and investing in well-capitalized companies that are 

…IN EARLY MARCH, 

JUST AS QUICKLY AS 

INVESTORS SOLD THE 

STOCKS DOWN TO 

UNTHINKABLE LOWS, 

GREED OVERTOOK 

FEAR IN THE MINDS 

OF INVESTORS…
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gaining customers and have pricing power, yet are trading for six or 
seven times what we think they can earn in 2011 or 2012. Several 

banks, brokers, and life 
insurers we own fit these 
criteria. Other investments 
that hold great promise 
are in the property and 
casualty (P&C) insurance 
industry, where we are 
able to purchase leading 
companies with strong 
balance sheets for less 
than their book value. Our 
assessment indicates that 
both the longer-term and 
near-term earnings could 

generate significant book value growth and returns well in excess of 
the cost of capital. 

PORTFOLIO REVIEW

Our fund continues to be well diversified across more than 80 issuers 
of securities and retains the somewhat aggressive posture we adopted 

in the fourth quarter of 2008 and the first quarter of 
2009. We still have a barbell-like structure of defensive 
and higher-risk investments, but given the significant 
appreciation of our investments on the riskier end of the 
barbell during the period and the fact that we put much 
of our cash to work during the sell-off earlier this year, 
the fund is now more heavily skewed toward higher-risk 
bank, brokerage, and capital markets stocks. At the same 
time, it is less buttressed by cash, convertible securities, 
and somewhat defensive P&C stocks than it has been 
in over two years. We believe this positioning is appro-
priate given our view that systemic risk is largely behind 
us, the economy will probably return to modest growth 

in the near term, and most of the companies we own have reasonably 
strong balance sheets and look attractively valued.

…MOST OF THE 

COMPANIES WE OWN 

HAVE REASONABLY 

STRONG BALANCE 

SHEETS AND LOOK 

ATTRACTIVELY 

VALUED.

Capital
Markets

24%

Real	Estate
6%

Reserves
4%

Banks
27%Finance

10%

Insurance
25%

Based	on	net	assets	as	of	6/30/09.

TITLE	BOX
TYPE	IN	ALL	CAPS!

Industry Diversification

Other
4%



5

During the period, we significantly increased our ownership of 
the common stocks in the bank, brokerage, and capital markets 
industries. Issuers such as Bank of America, JPMorgan Chase, Wells 
Fargo, U.S. Bancorp, Goldman Sachs, Morgan Stanley, State 
Street, Northern Trust, E*Trade Financial, Charles Schwab, 
and TD Ameritrade are top 25 positions in the fund. Securities in 
these industries represent more than half of the fund’s assets. P&C 
insurance and related insurance brokers still represent a large position 
in the fund and include top 25 holdings Aon, Travelers, Chubb, and 
Aspen Insurance. Despite a favorable long-term view of our P&C 
investments, our weighting in this relatively defensive sector is natu-
rally less than it was in prior periods given the significant rebound in 
sectors that bore the brunt of the sell-off in prior periods.

The fund’s outperformance versus its benchmarks in the last six 
months can be attributed to an underweight position in regional 
banks and timely increases in exposure to major banks JPMorgan 
Chase, Bank of America, and Wells Fargo; brokers Goldman Sachs 
and Morgan Stanley; trust bank State Street; and special situation 
investments like SLM Corporation (Sallie Mae). These stocks were 
detractors in prior periods; fortunately, we added to our holdings 
as we approached the nadir in March and participated in the strong 
rally that followed.

Absolute returns were acceptable for the period in light of the losses 
registered by two of the fund’s three benchmarks. We think the Lipper 
and Morningstar categories are the most representative benchmarks 
against which to measure our performance. Although our performance 
versus the S&P 500 Financials Index has been strong over the past few 
years, that is partially a function of the fact that banks, which represent 
almost half of the index, have been weak. Investors should expect the 
fund to be structurally underweighted in banks relative to the S&P 
500 Financials Index because we don’t think it is prudent—from a 
risk-management perspective—to put 50% of our assets in any single 
industry. As a result, the fund is likely to outperform the S&P 500 
Financials Index when banks are weak and underperform when they 
are strong.

Several of our biggest detractors in the period—Aon, Chubb, and H&R 
Block—share a common thread: They held up relatively well during 
the downturn, and investors sold these stocks to fund purchases of 
beaten-down issuers in other sectors. Other notable detractors can be 
found in our regional bank holdings. While underweighting regional 
banks versus our peers softened the blow, investments in Fifth Third 
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Bancorp, Marshall & Ilsley, Synovus Financial, and East West 
Bancorp hurt performance. We view each of these banks as high risk 
with high reward potential, and our analysis has led us to place a higher 
probability on our upside case coming to fruition. We are managing 
the downside risk by maintaining relatively small positions for the time 
being and, in some cases, investing higher up in the capital structure. 

We plan to add to our regional bank holdings in the coming months 
because we believe the current valuations do not reflect two impor-

tant developments. First, we believe that the pace of 
nonperforming loan formation—the pipeline of future 
charge-offs—will begin to moderate significantly in 
the coming months. This would be a strong signal 
that earnings are likely to be materially higher in 
2011–2012 than in 2009–2010. Second, net interest 
margin (NIM), the spread a bank makes on its assets 
after the cost of funding, accounts for 80% of the aver-
age regional bank’s revenue, and this margin has been 
declining for many years. With the fed funds target rate 
effectively at 0% and regional banks now having mean-
ingful pricing power on new loans, we believe the NIM 
bottomed in the first quarter of 2009 and has nowhere 
to go but up. The combination of reasonable valua-
tions today and lower charge-offs with higher NIMs 
in 2011–2012 leads us to believe that regional banks 

could be one of the better-performing financial industries at some 
point in the next 12 to 24 months.

Our large positions in Goldman Sachs and JPMorgan Chase—two of 
the clear long-term winners coming out of this tumultuous period—
aided fund performance in the first half of the year. The consensus 
view of these two firms is that they are the best-managed and best-
positioned large financial companies in the world. We agree, which 
begs the question of why we have around 11% of our assets invested 
in two well-known stocks where we likely have no major difference 
of opinion versus the consensus. We maintain large positions in these 
two institutions because we think they will appreciate materially over 
the next three years as:

(1) �the pipeline of future earnings power that has been built by 
market share gains during the downturn at the expense of 
weakened competitors is realized, 

…REGIONAL BANKS 

COULD BE ONE	

OF THE BETTER-	

PERFORMING 

FINANCIAL 

INDUSTRIES AT	

SOME POINT IN 	

THE NEXT 12 TO 	

24 MONTHS.
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(2) �management responsibly deploys the significant excess 
capital currently being hoarded on the balance sheet, and 

(3) �investors become willing to pay higher price/book value and 
price/earnings (P/E) multiples for these best-in-class compa-
nies with significant earnings power on the other side of this 
economic cycle. 

Holdings in more controversial “value” names in which we generally 
invest paid off handsomely in the period after fits and starts. Bank of 
America, Morgan Stanley, Sallie Mae, and State Street all contributed 
to performance and remain top holdings in the fund. Each of these 
companies faced balance sheet or funding issues, but we disagreed with 
the market’s excessively negative assessment of their ability to access 
capital markets and repair their balance sheets or resolve funding issues. 
Like Goldman Sachs and JPMorgan Chase, these companies are top 10 
holdings in the fund, as we see room for significant appreciation over a 
two- to three-year period. 

Notable purchases in the last six months—aside from increasing posi-
tions in the previously mentioned bank and capital markets stocks—
include a new position in Aflac, the supplemental insurance benefits 
company that does most of its business in Japan but is well known 
in the U.S. because of the “Aflac Duck” commercials. Aflac sells a 
low-cost supplemental insurance product and invests the premiums 
in bonds and other securities. The company started the year trad-
ing around $46 per share; by March, the stock had fallen to less than 
$13 per share, as investors feared that Aflac’s investments in European 
bank fixed-income securities would be wiped out by a wave of defaults 
and nationalizations. With the help of our domestic life insurance 
analyst and our European bank and insurance analysts from both our 
equity and fixed-income departments, we concluded that a small posi-
tion in Aflac made sense. As we gained confidence that any losses on 
the investment side would be manageable and that Aflac would likely 
have access to the capital markets if needed, we made additional  
investments, and Aflac is now a top 25 position in the fund. As of this 
writing, the stock is around $32 per share and is trading for just over 
six times the consensus earnings estimate for 2010 with a dividend 
yield over 3%. Over the past 20 years, Aflac has averaged a P/E ratio 
of 15, generated an average annual return on equity exceeding 20%, 
and compounded earnings and dividends at an annual compounded 
rate of 18%. The company has managed to avoid cutting its dividend 
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so far during this downturn and, unlike many of our investments, does 
not face materially depressed operating earnings over the next 12 to 
18 months. Our thesis does not require a reversion to anywhere near 
historic valuation levels in order to generate a significant profit.

Notable sales in the first half of 2009 include the convertible bonds of 
Bank of America and Wells Fargo, the proceeds of which we invested 
in the riskier common equity of each company. For much of this cycle, 
we have viewed equity as a less attractive part of the capital structure 
in many financial companies than convertible or fixed-income securi-
ties from the same issuer, given the uncertainty of ultimate losses, the 
first-loss position that equity represents, and the equity-like returns 
offered by the convertible securities. Staying higher up in the capital 
structure did not help us make money over the past couple of years, 
but it did help us lose less money than many of our peers. This swap 
into equity was consistent with our view late last year that it was 
time to take more risk in select companies because the prospective 
returns were enormous and our fundamental work suggested that each 
company’s balance sheet would be able to absorb future losses while 
preserving strong earnings power on the other side of the credit cycle. 

Another notable sale was H&R Block. After being a solid defensive 
holding for nearly two years and one of the few bright spots in the 
portfolio in 2008, H&R Block hurt our performance in the first half 
of 2009. We were wrong in our assessment of earnings power in 
2009 and 2010, as clients proved to be much more price-sensitive in 
a recession than we and the company had anticipated—there was a 
meaningful shift to digital tax preparation at the company this past tax 
season, where H&R Block makes far less money for each client served. 
Essentially, our investment thesis changed from a view that H&R 
Block is a defensive holding with a stable and predictable business 
that is clearly undervalued to one of a well-managed company that is 
dealing with a “business model in transition,” where the ultimate prof-
itability and defensive characteristics are less clear. We thought H&R 
Block was not likely to lose us much money over the next year or so, 
but that it would be a significant underperformer in a recovery. Thus 
far, this thesis has played out, as the banks and capital markets stocks 
in which we invested have appreciated considerably.
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OUTLOOK

We noted in our last report that we were carefully monitoring housing 
prices, yield spreads between Treasuries and riskier fixed-income 
assets, and liquidity as investment guideposts in the financials sector. 
We informed you that we had started to position the fund more 
aggressively despite our view that an outright recovery in housing 
prices and a significant improvement in bank loan portfolios (i.e., 
the pace of reserve building and the pace of nonperforming loan 
growth) was probably a 2010 event as we believed financial stocks 
would advance when the rate of deterioration slowed and before any 
actual improvement. As of this writing, we have witnessed a strong 
equity market rally that has been led by financials. Indeed, important 
metrics like the pace of house price depreciation and the rate of job 
losses have improved. Credit spreads have continued to narrow in the 
fixed-income market as investors’ risk appetite has returned. Liquidity 
remains robust, as the U.S. monetary base reached $1.3 trillion at the 

end of June, an increase of 23% since the end of last 
year. We still don’t expect to see significant improve-
ment in bank loan portfolios prior to 2010, but we 
have more confidence that bank balance sheets can 
absorb the losses yet to come and that 2010 will be a 
year of meaningful improvement. A return to “normal-
ized” earnings is most likely a 2012 event, and we are 
willing to wait for the stocks to trade on these earnings.

What keeps us from getting too comfortable is our 
concern that equity returns may be below long-term 
averages for some time. Meaningful and sustainable 
growth in the weak U.S. economy is going to be 
challenged by excessive taxation on capital and populist 
legislation that may further restrict capital formation and 

prove harmful to the very constituency our elected officials aim to pla-
cate. If an economic recovery is stronger than we expect, the fund will 
participate if financial stocks continue the ascent that started in March. 
However, our enthusiasm over the bottom-up attractiveness of the 
stocks we hold is mitigated somewhat by the investment implications 
of a deficit that is likely to increase faster than gross domestic product 
and the drag on jobs, profits, and consumer spending that many of the 
policy changes being discussed in Washington may engender. We can 
envision a wide range of outcomes as it relates to equity returns over the 
next several years and lack strong conviction on how investors, small 

WHAT KEEPS US 

FROM GETTING TOO 

COMFORTABLE IS 

OUR CONCERN THAT 

EQUITY RETURNS MAY 

BE BELOW LONG-

TERM AVERAGES FOR 

SOME TIME.
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business owners, and consumers will react to a number of plausible 
environments—higher taxation, higher consumer savings rates, higher 
inflation, and higher interest rates, to name a few.

In closing, returns for the first half of 2009 are encouraging, and we 
believe there are solid investment opportunities available to us. We are 
preparing for a difficult, if not directionless, investing environment in 
the U.S. for the foreseeable future. While frustrating, it should favor 
our fund’s and our firm’s patient, fundamentally driven investment 
approach that emphasizes risk-adjusted returns and benefits from our 
reservoir of talented research analysts regardless of the external forces 
that may need to be addressed.

We thank you for your confidence in T. Rowe Price.

Respectfully submitted,

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

July 22, 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.
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T. Rowe Price Financial Services Fund

Risks of Investing

The fund’s share price can fall because of weakness in the stock market, a particular 
industry, or specific holdings. Stock markets can decline for many reasons, including 
adverse political or economic developments, changes in investor psychology, or heavy 
institutional selling. The prospects for an industry or company may deteriorate because 
of a variety of factors, including disappointing earnings or changes in the competitive 
environment. In addition, the investment manager’s assessment of companies held in a 
fund may prove incorrect, resulting in losses or poor performance, even in rising markets.

Funds that invest only in specific industries will experience greater volatility than funds 
investing in a broad range of industries. The banking industry can be significantly 
affected by legislation that has reduced the separation between commercial and invest-
ment banking businesses, changed the laws governing capitalization requirements 
and the savings and loan industry, and increased competition. In addition, changes 
in general economic conditions and interest rates can significantly affect the banking 
industry. Financial services companies may be hurt when interest rates rise sharply, 
although not all companies are affected equally. The stocks may also be vulnerable to 
rapidly rising inflation.

Glossary

Lipper indexes: Fund benchmarks that consist of a small number of the largest mutual 
funds in a particular category as tracked by Lipper Inc.

Morningstar Specialty Financial Average: Tracks the performance of funds that seek capital 
appreciation by investing primarily in equity securities of financial services companies.

Price/book value (P/BV) ratio: A ratio used to compare a stock’s market value to its 
book value. It is calculated by dividing the current closing price of the stock by the latest 
quarter’s book value.

Price/earnings (P/E) ratio: A ratio that shows the “multiple” of earnings at which a stock 
is selling. It is calculated by dividing a stock’s current price by its current earnings per 
share. For example, if a stock’s price is $60 per share and the issuing company earns 
$2 per share, the P/E ratio is $60/$2, or 30.

S&P 500 Financials Index: A subindex of the S&P 500 Stock Index that includes all of 
the financials sector components of the S&P 500.

S&P 500 Stock Index: An unmanaged index that tracks the stocks of 500 primarily large-
cap U.S. companies.
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T. Rowe Price Financial Services Fund

TWENTY-FIVE LARGEST HOLDINGS 
	 Percent of
	 Net Assets
	 6/30/09

 JPMorgan Chase 	 6.0%
 Bank of America 	 5.9
 Aon	  	 4.9
 Goldman Sachs	 4.9
 Wells Fargo 	 4.8

 State Street 	 3.7
 Morgan Stanley	 2.7
 Travelers	 2.7
 SLM Corporation	 2.3
 Chubb 	 2.1

 U.S. Bancorp	 2.0
 Aspen Insurance	 1.7
 CIGNA 	 1.6
 Aflac	 1.6
 E*Trade Financial 	 1.6

 Western Union 	 1.6
 St. Joe	 1.4
 Northern Trust 	 1.4
 American Express 	 1.3
 Charles Schwab 	 1.3

 TD Ameritrade 	 1.3
 Invesco 	 1.2
 Principal Financial 	 1.2
 Microsoft 	 1.2
 Cablevision 	 1.2

Total		 61.6%

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

Portfolio Highlights
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T. Rowe Price Financial Services Fund

CONTRIBUTIONS TO THE CHANGE IN NET ASSET VALUE

Six Months Ended 6/30/09

Best Contributors	 Worst Contributors

	 Goldman Sachs	 30¢
Bank of America 	 23
Morgan Stanley	 14
SLM Corporation	 13
JPMorgan Chase 	 10
State Street 	 9
Wells Fargo 	 7
Aflac*	 6
Waddell & Reed Financial	 6
CIGNA 	 5

Total	 123¢

Fifth Third Bancorp	 -15¢
H&R Block**	 -14
Aon 	 -8
ACE	 -7
Marshall & Ilsley 	 -5
Synovus Financial 	 -5
Axis Capital	 -5
Assurant	 -5
Chubb 	 -4
East West Bancorp	 -4

Total	 -72¢

12 Months Ended 6/30/09

Best Contributors	 Worst Contributors

	 Bank of America 	 22¢
SLM Corporation*	 12
First Horizon National 	 11
Wells Fargo 	 8
Aflac*	 7
JPMorgan Chase 	 6
TD Ameritrade*	 4
Agnico-Eagle Mines*	 4
Microsoft*	 3
Goldman Sachs 	 3

Total	 80¢

Lehman Brothers 	 -24¢
Assurant	 -22
Allied Irish Banks**	 -20
Fifth Third Bancorp	 -17
Hartford Financial Services	 -16
MetLife	 -15
Ameriprise Financial	 -11
National City**	 -9
CNinsure**	 -9
Merrill Lynch	 -8

Total	 -151¢

	 *Position added.
	**Position eliminated.

Portfolio Highlights
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Performance and Expenses	
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Growth of $10,000

This chart shows the value of a hypothetical $10,000 investment in the fund over the past 	
10 fiscal year periods or since inception (for funds lacking 10-year records). The result is 	
compared with benchmarks, which may include a broad-based market index and a peer 	
group average or index. Market indexes do not include expenses, which are deducted from 	
fund returns as well as mutual fund averages and indexes.

Periods Ended 6/30/09	 	 1 Year	 5 Years	 10 Years

Financial Services Fund	 	 -16.99%	 -4.66%	 1.81%

�Current performance may be higher or lower than the quoted past performance, which 
cannot guarantee future results. Share price, principal value, and return will vary, and 
you may have a gain or loss when you sell your shares. For the most recent month-end 
performance, please visit our Web site (troweprice.com) or contact a T. Rowe Price repre-
sentative at 1-800-225-5132.

Average annual total return figures include changes in principal value, reinvested dividends, and capi-
tal gain distributions. Returns do not reflect taxes that the shareholder may pay on fund distributions 
or the redemption of fund shares. When assessing performance, investors should consider both short- 
and long-term returns.

Average Annual Compound Total Return

This table shows how the fund would have performed each year if its actual (or cumulative) 
returns for the periods shown had been earned at a constant rate.

S&P	500	Financials	Index			$5,838

Financial	Services	Fund			$11,961

As	of	6/30/09

6/99 6/00 6/01 6/02 6/03 6/04 6/05 6/06 6/07 6/08 6/09

F I N A N C I A L SE R V I C E S F U N D
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Financial Services Fund	 	 	 	 	 1.00%

The expense ratio shown is as of the fund’s fiscal year ended 12/31/08. 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 
values 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% hypothetical 
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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Fund Expense Example (continued)

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*	
	 1/1/09	 6/30/09	 1/1/09 to 6/30/09

Actual	 $1,000.00	 $1,059.20	 $5.62

Hypothetical (assumes 5% 	
return before expenses)	 1,000.00	 1,019.34	 5.51

	 *�Expenses are equal to the fund’s annualized expense ratio for the six-month period (1.10%), multi-
plied by the average account value over the period, multiplied by the number of days in the most 
recent fiscal half year (181) divided by the days in the year (365) to reflect the half-year period.

T. Rowe Price Financial Services Fund
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Unaudited

Financial Highlights For a share outstanding throughout each period

The accompanying notes are an integral part of these financial statements. 

T. ROWE PRICE FINANCIAL SERVICES FUND  
  

  
FINANCIAL HIGHLIGHTS For a share outstanding throughout each period 

  
 

 
  

 

6 Months 
Ended 

6/30/09
‡

Year  
Ended 

12/31/08
‡

12/31/07
‡

12/31/06
‡

12/31/05
‡
 12/31/04 

NET ASSET VALUE 

Beginning of period  $ 9.96 $ 17.10 $ 21.38 $ 21.14 $ 23.50 $ 21.86 

 
Investment activities 

Net investment income   0.06  0.30  0.36  0.43  0.27  0.17 

Net realized and 
unrealized gain (loss)   0.53  (7.18)  (2.37)  2.94  0.97  2.74 

Total from investment 
activities   0.59  (6.88)  (2.01)  3.37  1.24  2.91 

 
Distributions 

Net investment income   –  (0.26)  (0.39)  (0.43)  (0.32)  (0.17) 

Net realized gain   –  –  (1.88)  (2.70)  (3.28)  (1.10) 

Total distributions   –  (0.26)  (2.27)  (3.13)  (3.60)  (1.27) 

 
NET ASSET VALUE 

End of period  $ 10.55 $ 9.96 $ 17.10 $ 21.38 $ 21.14 $ 23.50 

 
Ratios/Supplemental Data 
 
Total return(1)   5.92%  (40.06)%  (9.35)%  15.98%  5.10%  13.42% 

Ratio of total expenses to 
average net assets   1.10%(2)  1.00%  0.91%  0.90%  0.93%  0.93% 

Ratio of net investment 
income to average  
net assets   1.25%(2)  2.23%  1.71%  1.91%  1.21%  0.77% 

Portfolio turnover rate   53.9%  122.6%  139.8%  113.4%  55.7%  35.5% 

Net assets, end of period 

(in thousands)  $ 292,067 $ 271,020 $ 368,425 $ 445,027 $ 393,791 $ 411,210 

 
 
‡ Per share amounts calculated using average shares outstanding method. 
(1) Total return reflects the rate that an investor would have earned on an investment in the fund 

during each period, assuming reinvestment of all distributions. 
(2) Annualized 
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T. ROWE PRICE FINANCIAL SERVICES FUND 

Unaudited June 30, 2009 

Portfolio of Investments ‡       Shares/$ Par Value 

(Cost and value in $000s)     

 

First Page Footer 

 

COMMON STOCKS 90.8%  

BANKS 25.4% 

Money Centers 15.6%   

Bank of America  1,307,764 17,262

JPMorgan Chase  510,000 17,396

Wells Fargo  447,800 10,864

  45,522

Regional Banks 9.8%   

Citizens Republic Bancorp (1) 383,871 273

City National  34,700 1,278

First Horizon National  194,720 2,337

Glacier Bancorp  78,700 1,162

KeyCorp  331,900 1,739

Marshall & Ilsley  329,700 1,583

Pinnacle Financial Partners (1) 72,400 964

PNC Financial Services  68,000 2,639

Signature Bank (1) 52,000 1,410

SunTrust  105,100 1,729

Synovus Financial  338,500 1,012

TCF Financial  203,800 2,725

Texas Capital Bancshares (1) 85,500 1,323

U.S. Bancorp  323,400 5,795

Washington Trust Bancorp  71,100 1,268

Western Alliance Bancorp (1) 191,800 1,312

  28,549

Total Banks 74,071

CAPITAL MARKETS 23.1% 

Asset Managers 5.5%   

Charles Schwab  211,700 3,713

Cohen & Steers  64,700 967

Eaton Vance  74,500 1,993

Franklin Resources  38,800 2,794
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T. ROWE PRICE FINANCIAL SERVICES FUND 

     
 
 
 Shares/$ Par Value 

   

 

                    

Invesco  198,300 3,534

Waddell & Reed Financial, Class A  117,900 3,109

  16,110

Exchanges 0.3%   

IntercontinentalExchange (1) 7,100 811

  811

Security Brokers & Dealers 11.2%   

E*Trade Financial (1) 1,640,400 2,100

Goldman Sachs  97,400 14,361

Interactive Brokers (1) 70,000 1,087

Lazard  65,200 1,755

Morgan Stanley  280,100 7,986

Raymond James Financial  92,500 1,592

TD Ameritrade (1) 210,500 3,692

  32,573

Trust Banks 6.1%   

Bank of New York Mellon  103,600 3,037

Northern Trust  78,175 4,196

State Street  227,000 10,714

  17,947

Total Capital Markets 67,441

FINANCE 9.5% 

Consumer Finance 3.9%   

American Express  169,100 3,930

Discover Financial  77,500 796

SLM Corporation (1) 654,300 6,719

  11,445

Diversified Financials 5.1%   

Companhia Brasileira de Meios Pagamento (BRL) (1) 273,900 2,355



T. Rowe Price Financial Services Fund

	 Shares/$ Par	 Value

(Cost and value in $000s)

20

T. ROWE PRICE FINANCIAL SERVICES FUND 

     
 
 
 Shares/$ Par Value 

   

 

                    

MasterCard, Class A  13,500 2,258

Morningstar (1) 30,800 1,270

MSCI, Class A (1) 100,400 2,454

Visa, Class A  34,100 2,123

Western Union  277,300 4,548

  15,008

Thrift & Mortgage Finance 0.5%   

First Niagara Financial  118,000 1,348

  1,348

Total Finance 27,801

INSURANCE 23.1% 

Accident & Health Insurance 1.6%   

CIGNA  198,800 4,789

  4,789

Insurance Agents - Brokers & Services 6.3%   

Aon  382,000 14,466

Marsh & McLennan  126,200 2,540

Willis Group 56,300 1,449

  18,455

Life Insurance 5.4%   

AFLAC  150,600 4,682

Ameriprise Financial  123,600 3,000

Lincoln National  79,800 1,374

MetLife  62,256 1,868

Principal Financial  185,600 3,497

Prudential Financial  34,500 1,284

  15,705

Property & Casualty Insurance 9.8%   

Ace  26,600 1,177
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 Shares/$ Par Value 

   

 

                    

Aspen Insurance 102,000 2,279

Assurant  92,600 2,231

Axis Capital 43,400 1,136

Chubb  156,100 6,225

Infinity Property & Casualty  31,500 1,148

Max Capital 67,900 1,253

RenaissanceRe  36,700 1,708

Seabright Insurance (1) 233,515 2,366

Selective Insurance  49,197 628

The Travelers Companies  192,500 7,900

Zenith National  27,900 607

  28,658

Total Insurance 67,607

MISCELLANEOUS 4.0% 

Other 4.0%   

Agnico-Eagle Mines  31,700 1,663

Cablevision 175,200 3,401

Microsoft  146,100 3,473

Philip Morris International  72,200 3,149

Total Miscellaneous 11,686

REAL ESTATE 5.7% 

Real Estate 5.7%   

Centex  101,700 860

DiamondRock Hospitality, REIT  131,900 826

Duke Realty, REIT  72,900 639

Kimco Realty, REIT  63,300 636

LaSalle Hotel Properties, REIT  77,400 955

MGM Mirage (1) 108,100 691

NVR (1) 6,700 3,366

Orient-Express, Class A  110,000 934
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 Shares/$ Par Value 

   

 

                    

Pulte  115,500 1,020

SL Green Realty, REIT  36,500 837

St. Joe (1) 159,500 4,225

Vornado Realty Trust, REIT  20,119 906

Weingarten Realty Investors, REIT  46,000 668

Total Real Estate 16,563

Total Common Stocks (Cost $244,602)  265,169

CONVERTIBLE PREFERRED STOCKS 3.7%  

BANKS 2.0% 

Money Centers 1.1%   

Wells Fargo  3,900 3,104

  3,104

Regional Banks 0.9%   

East West Bancorp  2,150 1,307

Fifth Third Bancorp  16,400 1,435

  2,742

Total Banks 5,846

INSURANCE 1.7% 

Property & Casualty Insurance 1.7%   

Aspen Insurance 64,500 2,693

Assured Guaranty (1) 43,000 2,249

Total Insurance 4,942

Total Convertible Preferred Stocks (Cost $10,829)  10,788

CONVERTIBLE BONDS 1.1%  

Alexandria Real Estate Equities, 8.00%, 4/15/29 (2) 956,000 1,006
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 Shares/$ Par Value 

   

 

                    

D.R. Horton, 2.00%, 5/15/14  827,000 795

Nasdaq, 2.50%, 8/15/13  1,710,000 1,408

Total Convertible Bonds (Cost $3,255)  3,209

CORPORATE BONDS 1.6%  

E*Trade Financial, PIK, 12.50%, 11/30/17  2,231,000 2,498

Hub International, 10.25%, 6/15/15 (2) 2,805,000 2,090

Total Corporate Bonds (Cost $3,742)  4,588

SHORT-TERM INVESTMENTS 2.9%  

Money Market Funds 2.9%   

T. Rowe Price Reserve Investment Fund, 0.41% (3)(4) 8,546,619 8,547

Total Short-Term Investments (Cost $8,547)  8,547

Total Investments in Securities 

100.1% of Net Assets (Cost $270,975)  $ 292,301

‡ Denominated in U.S. dollars unless otherwise noted. 
(1) Non-income producing 
(2)

 

Security was purchased pursuant to Rule 144A under the Securities Act of 1933 
and may be resold in transactions exempt from registration only to qualified 
institutional buyers -- total value of such securities at period-end amounts to 
$3,096 and represents 1.1% of net assets. 

(3) Seven-day yield 
(4) Affiliated Companies 

BRL Brazilian Real 
PIK Payment-in-kind 

REIT Real Estate Investment Trust 
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The accompanying notes are an integral part of these financial statements. 

Affiliated Companies
($000s)

Sales
Cost

¤ ¤ $ 38 $ 8,547 $ 19,176

$ 38 $ $

¤

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 12/31/086/30/09Affiliate

Investment Value
Income 

T. Rowe Price Reserve 
Investment Fund, 0.41%

Investment in securities, at cost 8,547$                

Dividend income 38

Purchase and sale information not shown for cash management funds.

19,176Totals 8,547

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

Realized gain (loss) on securities -$                          

Capital gain distributions from
mutual funds -$                          

Interest income -

Investment income 38$                      
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The accompanying notes are an integral part of these financial statements. 

($000s, except shares and per share amounts)

Statement of Assets and Liabilities  
 

  

Assets 

Investments in securities, at value (cost $270,975)  $ 292,301  

Foreign currency (cost $1,734)  1,729  

Dividends and interest receivable  564  

Receivable for shares sold  259  

Other assets  46  

Total assets  294,899  

 
Liabilities 

Payable for investment securities purchased  2,144  

Payable for shares redeemed  180  

Investment management fees payable  158  

Due to affiliates  73  

Other liabilities  277  

Total liabilities  2,832  

 
NET ASSETS  $ 292,067  
 
Net Assets Consist of: 

Undistributed net investment income  $ 1,956  

Accumulated undistributed net realized loss   (217,007)  

Net unrealized gain  21,334  

Paid-in capital applicable to 27,672,774 shares of $0.0001 par 
value capital stock outstanding; 1,000,000,000 shares authorized  485,784  

 
NET ASSETS  $ 292,067  
 
NET ASSET VALUE PER SHARE  $ 10.55  
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T. ROWE PRICE FINANCIAL SERVICES FUND  
  

  
STATEMENT OF OPERATIONS  

($000s)  
 

  

6 Months 
Ended 

6/30/09
Investment Income (Loss) 

Income 
Dividend  $ 2,699  
Interest   234  

Total income  2,933 

Expenses 
Investment management  823  
Shareholder servicing  379  
Prospectus and shareholder reports  30  
Custody and accounting  75  
Registration  26  
Legal and audit  9  
Directors  3  
Miscellaneous  33  

Total expenses  1,378 

Net investment income  1,555  

 
Realized and Unrealized Gain (Loss) 
Net realized loss on securities  (54,189)  

 
Change in net unrealized gain (loss) 

Securities  68,530  
Other assets and liabilities denominated in foreign currencies  9  

Change in net unrealized gain  68,539 

Net realized and unrealized gain  14,350  

 
INCREASE IN NET ASSETS FROM OPERATIONS  $ 15,905  
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Statement of Changes in Net Assets

T. ROWE PRICE FINANCIAL SERVICES FUND  
  

  
STATEMENT OF CHANGES IN NET ASSETS  

($000s)  
 

6 Months 
Ended 

6/30/09

 Year 
Ended 

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

Operations 
Net investment income  $ 1,555  $ 7,349  
Net realized loss  (54,189)  (163,000)  
Change in net unrealized gain (loss)  68,539  (15,464)  
Increase (decrease) in net assets  
from operations 15,905 (171,115) 

 
Distributions to shareholders 

Net investment income  –  (6,898)  
 
Capital share transactions* 

Shares sold  50,857  197,774  
Distributions reinvested  –  6,556  
Shares redeemed  (45,715)  (123,722)  
Increase in net assets from capital  
share transactions 5,142 80,608 

 
Net Assets 

Increase (decrease) during period  21,047  (97,405)  
Beginning of period  271,020  368,425  

End of period  $ 292,067  $ 271,020  

 
Undistributed net investment income  1,956  401  

 
 
*Share information 

Shares sold  5,634  14,501  
Distributions reinvested  –  735  
Shares redeemed  (5,165)  (9,574)  
Increase in shares outstanding 469 5,662 
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Notes to Financial Statements

T. Rowe Price Financial Services 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 commenced operations on 
September 30, 1996. The fund seeks long-term growth of capital and a modest 
level of income.

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 appropri-
ate; however, actual results may differ from those estimates, and the security 
valuations reflected in the financial statements may differ from the value the 
fund ultimately realizes upon sale of the securities. Further, fund management 
believes no events have occurred between June 30, 2009 and August 20, 2009, 
the date of issuance of the financial statements, that require adjustment of, or 
disclosure in, the accompanying financial statements.

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. Distributions to shareholders are 
recorded on the ex-dividend date. Income distributions are declared and paid 
an annual basis. Capital gain distributions, if any, are declared and paid by the 
fund, typically on an annual basis.

Currency Translation  Assets, including investments, and liabilities denominated 
in foreign currencies are translated into U.S. dollar values each day at the pre-
vailing exchange rate, using the mean of the bid and asked prices of such cur-
rencies 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 prevail-
ing 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.
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Rebates and Credits  Subject to best execution, the fund may direct certain 
security trades to brokers who have agreed to rebate a portion of the related 
brokerage commission to the fund in cash. Commission rebates are reflected as 
realized gain on securities in the accompanying financial statements and totaled 
$4,000 for the six months ended June 30, 2009. Additionally, 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.

New Accounting Pronouncement  On January 1, 2009, 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 activi-
ties are accounted for and their effect on financial 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 Statement of 
Financial Accounting Standards No. 157 (FAS 157), Fair Value Measurements. 
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 
valuations 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 fur-
nished 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 approxi-
mate 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.

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 port-
folio securities, 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 variety 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 evaluating its security valuation 
process, the fund routinely compares closing prices, the next day’s opening 
prices in the same markets, and adjusted prices.
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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 
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. 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 June 30, 2009: 

($000s) Level 1 Level 2 Level 3 Total Value

Quoted  
Prices

Significant 
Observable 

Inputs

Significant 
Unobservable 

Inputs

Assets

Investments in securities

Common stocks $     262,814 $         2,355 $                   – $     265,169

Convertible preferred stocks – 10,788 – 10,788

Convertible bonds – 3,209 – 3,209

Corporate bonds – 4,588 – 4,588

Short-term investments 8,547 – – 8,547

Total $     271,361 $       20,940 $                – $     292,301
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Note 3 - 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 
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 securities 
aggregated $149,108,000 and $130,400,000, respectively, for the six months 
ended June 30, 2009.

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 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. The amount and character of tax-basis 
distributions and composition of net assets are finalized at fiscal year-end; 
accordingly, tax-basis balances have not been determined as of June 30, 2009.

In accordance with federal tax regulations, the fund deferred recognition of 
certain capital loss amounts previously recognized in the prior fiscal year for 
financial reporting purposes until the current fiscal period for tax purposes. 
Such deferrals amounted to $21,381,000 and related to net capital losses 
realized between November 1 and the fund’s fiscal year-end date. Further, 
the fund intends to retain realized gains to the extent of available capital loss 
carryforwards. As of December 31, 2008, the fund had $119,942,000 of 
unused capital loss carryforwards, all of which expire in fiscal 2016. 
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At June 30, 2009, the cost of investments for federal income tax purposes was 
$270,975,000. Net unrealized gain aggregated $21,334,000 at period-end, of 
which $39,520,000 related to appreciated investments and $18,186,000 related 
to depreciated investments.

Note 5 - 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 0.35% of the fund’s average 
daily net assets, and a group fee. The group fee rate is calculated based on the 
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 June 30, 2009, the effective annual group fee rate was 0.31%.

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 price and provides certain other administrative 
services to the fund. T. Rowe Price Services, Inc., provides shareholder and admin-
istrative services in its capacity as the fund’s transfer and dividend disbursing agent. 
T. Rowe Price Retirement Plan Services, Inc., provides subaccounting and record-
keeping services for certain retirement accounts invested in the fund. For the six 
months ended June 30, 2009, expenses incurred pursuant to these service agree-
ments were $49,000 for Price Associates, $239,000 for T. Rowe Price Services, Inc., 
and $25,000 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.

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 six months ended June 30, 
2009, the fund was charged $17,000 for shareholder servicing costs related to  
the college savings plans, of which $11,000 was for services provided by Price. 
The amount payable at period-end pursuant to this agreement is reflected as 
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Due to Affiliates in the accompanying financial statements. At June 30, 2009, 
approximately 3% of the outstanding shares of the fund were held by college 
savings plans.

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 June 30, 2009, T. Rowe Price Group, Inc., and/or its wholly owned sub-
sidiaries owned 225,117 shares of the fund, representing less than 1% of the 
fund’s net assets.
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Information on Proxy Voting Policies, Procedures, and Records

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.

How to Obtain Quarterly Portfolio Holdings

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. 



36

T. Rowe Price Financial Services Fund

Approval of Investment Management Agreement

On March 10, 2009, the fund’s Board of Directors (Board) unanimously approved the 
investment 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 during 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 management 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 
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 investment 
results, and factoring in the severity of the 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” 
agreements. 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 provided 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 (including 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 any 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 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 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 was above the median for certain 
groups of comparable funds but below the median for other groups of 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. 



87034	 F117-051  8/09

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.
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