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HIGHLIGHTS

e GNMA bonds recorded a decent gain over the past six months, although
they did not match the return of the overall bond market as investors
regained confidence and sought higher yields in riskier securities.

e The GNMA Fund outperformed its Barclays Capital benchmark but lagged
its Lipper peer group average.

e The fund maintains small positions in other types of mortgage securities
to try to minimize volatility and boost returns. Recently, the fund has
made indirect investments in commercial mortgage-backed securities
supported by the Fed’s Term Asset-Backed Securities Loan Facility (TALF).

e \We are carefully monitoring the potential wind-down of government sup-
port for the credit markets, but careful selection of individual securities
will remain our primary focus.

The views and opinions in this report were current as of November 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.

REPORTS ON THE WEB

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.


http://www.troweprice.com
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Manager’s Letter

Fellow Shareholders

Conditions in the financial system continued to improve over the past six months as
the broader economy appeared to find its footing. As investors became more confident,
they began to seek out higher-risk, higher-return investments, which boosted stock
prices and many of the more credit-sensitive segments of the bond market. While this
environment proved somewhat less favorable for low-risk, government-backed bonds

such as GNMAs, the GNMA Fund recorded a decent gain.

ECONOMY AND INTEREST RATES

The steep recession that began in December 2007 finally began to ease
over the past six months. Gross domestic product (GDP), which had
contracted at an annualized rate of 6.4% in the first quarter of 2009,
declined by only 0.7% in the second, and then began to grow in the
third—expanding at an annualized rate of 2.8%, according to the latest
estimates. The turnaround
represented the impact
of several factors, includ-
ing increased government
spending and a rebound in
some export markets, par-
ticularly in Asia. The steep
decline in the housing sec-
tor also appeared to reach
bottom, as house prices
and home sales and con-
struction began to advance.

1.5 . - - | Not all economic signals
11/30/08  2/09 5/09 8/09  11/30/09  were flashing green by
Sources: Federal Reserve Board and Bloomberg. the end of the period,

however. Most notably,
the labor market remained exceptionally weak, with the unemploy-
ment rate reaching a 26-year high as it climbed above 10% in October.
Nervous about their jobs, Americans kept their spending to a minimum



and diverted a greater portion of their incomes to savings—a welcome
trend in the long run but one destined to weigh on short-term growth.
Credit remained difficult to obtain for many businesses, especially
small ones. For these reasons, many economists predicted the economy
would grow slowly out of the recession—a repeat of the “jobless recover-
ies” that followed the last two, more-shallow economic downturns.

The rebound in the credit markets proved much more decisive, largely
due to massive and unprecedented actions taken by the Federal Reserve
and Treasury Department. The influence of the Treasury Department’s
Troubled Asset Relief Program (TARP) was key to the financial system’s
recovery in late 2008 and early 2009 but began to wane over the past
six months. As their losses on bad loans moderated and as their bal-
ance sheets began to improve, several of the largest financial institutions
began to repay funds loaned to them at the height of the financial crisis.
Some major banks even recorded large profits in the third quarter.

As capital injections into the banks wound down, measures to bolster
particular credit markets ramped up. Among the most prominent of
these was the Fed's Term Asset-Backed Securities Loan Facility (TALF),
which began operations in March. The program’s parameters were
steadily expanded to support the market for bundled student, auto,
credit card, small business, and eventually commercial real estate loans.
The Fed also announced in March its intention to begin buying long-
term Treasury securities in an effort to keep a lid on long-term interest
rates and increase liquidity—a policy known as “quantitative easing.”
Additionally, the central bank continued its purchases of mortgage-
backed securities issued by Fannie Mae, Freddie Mac, and Ginnie Mae,
which helped keep mortgage rates near multi-decade lows.

GNMA vyields declined over the period, thanks to both direct Fed pur-
chases and contained longer-term Treasury yields, which also reflected
the impact of Fed buying. The spread between yields on GNMAs and the
10-Year Treasury Note—which best approximates the typical maturity
of mortgage securities given refinancing, home sales, and other factors—
contracted significantly over the past year. By late November, yield
spreads were well below long-term averages, a factor that boosted returns
but that also suggested GNMA valuations were somewhat elevated.

PERFORMANCE AND STRATEGY REVIEW

The GNMA Fund returned 4.43% for the six-month period ended
November 30, 2009. As shown in the table, the portfolio outperformed



the broad Barclays Capital index over the six-month period while
lagging its peer group of funds, as represented by the Lipper GNMA

Funds Average.

PERFORMANCE COMPARISON

Six-Month Period Ended 11/30/09 Total Return
GNMA Fund 4.43%
4.37
5.30
PORTFOLIO CHARACTERISTICS
Periods Ended 5/31/09 11/30/09
Price Per Share $9.67 $9.88
Dividends Per Share
For 6 Months 0.22 0.21
For 12 Months 0.44 0.44
30-Day Dividend Yield* 457%  4.24%
30-Day SEC Yield 432 3.96
Weighted Average
Maturity (years) 4.6 4.8
Weighted Average Effective
Duration (years) 2.7 2.6

12-month dividends may not equal the combined six-month

figures due to rounding.

*Dividends earned for the last 30 days of each period indicated
are annualized and divided by the fund’s net asset value at the
end of the period.

Securitized bonds such

as GNMAs have been a
primary beneficiary of gov-
ernment support over the
past year. This has helped
GNMAs enjoy robust
returns to date in 2009
after experiencing unprec-
edented distress at the
end of 2008. As discussed
earlier, the Fed’s purchases
of mortgage-backed securi-
ties and the TALF program
have helped push yields
lower. In addition, several
investment funds have
launched through the
Public-Private Investment
Program (PPIP), which
was announced in March
but became operational
only recently. The PPIP
funds, which are com-
bined efforts between the
government and private
asset managers, have pro-
vided strong support to
the market for non-agency
residential and commercial

mortgage-backed securities—whether from real demand or from inves-

tors’ anticipation of eventual demand.

T. Rowe Price has established an investment vehicle that permits its
funds, including the GNMA Fund, to take advantage of the investment
opportunity presented by the TALF program. Launched in October,
the T. Rowe Price Term Asset-Backed Opportunity Fund acquires com-
mercial mortgage-backed and asset-backed securities that have passed
our stringent credit review process and finances these purchases using
low-cost government loans. This leveraged vehicle seeks to enhance
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security, then Standard & Poor’s is used as a secondary source. . .
as investors take profits on

what has been a very good
year for many.

Based on net assets as of 11/30/09.

We are closely monitoring the wind-down of the major government
credit-market support programs in an economic environment that con-
tinues to be stressed. Investor psychology remains delicate, as we were
reminded at the end of November by the global reaction to the news that
Dubai World, a conglomerate wholly owned by the emirate of Dubai,
was declaring a six-month standstill on debt maturing in December.
While we expect interest rates to rise over the long term as Treasury
issuance remains robust and the economy strengthens, we anticipate



that rates will remain range bound in the meantime. We are weighing
these factors and the implications for securitized product sectors.

Our primary job, however, will continue to be paying careful attention
to individual securities selected for the portfolio. We seek to outperform
primarily through security selection in the GNMA sector, while adding
value incrementally in non-GNMA sectors when we see attractive risk-
adjusted return opportunities. We are glad to have the support of an
extensive expert team of internal analysts in managing risk while seek-
ing superior returns for shareholders.

As always, thank you for investing with T. Rowe Price.

Respectfully submitted,

Andrew McCormick
President of the fund and chairman of the Investment Advisory Committee

December 11, 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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RISK OF GNMA FUND INVESTING

Even though principal and interest payments on GNMAs are guaranteed, an increase in
interest rates can cause share price to decline, resulting in a loss of principal. Investors
in bond funds are also subject to several other types of risk—interest rate risk, credit
risk, prepayment risk, extension risk, and derivatives risk. Since the fund invests primar-
ily in GNMAs, which are backed by the full faith and credit of the U.S. government, its
exposure to credit risk is low. A mortgage-backed bond, unlike most other bonds, can be
hurt when interest rates fall because homeowners tend to refinance and prepay principal.
Prepayments can cause the average maturity of the portfolio to shorten, require the fund
to reinvest proceeds at lower interest rates, or even cause certain bonds’ prices to fall
below what the fund paid for them, resulting in a capital loss. Increased interest rates can
cause the fund’s average maturity to lengthen unexpectedly due to a drop in mortgage
prepayments. Shareholders are also exposed to derivatives risk, the potential that our
investments in these complex and volatile instruments could affect the fund’s share price.

GLOSSARY

30-day SEC yield: A method of calculating a fund’s yield that assumes all portfolio secu-
rities are held until maturity. The Securities and Exchange Commission (SEC) requires all
bond funds to calculate this yield. Yield will vary and is not guaranteed.

Average maturity: For a bond fund, this is the weighted average of the stated maturity
dates of the portfolio’s securities. In general, the longer the average maturity, the greater
the fund’s sensitivity to interest rate changes, which can mean greater price fluctuation. A
shorter average maturity usually means less interest rate sensitivity, and consequently, a
less volatile portfolio.

Basis point: One one-hundredth of one percentage point, or 0.01%.

Barclays Capital U.S. GNMA Index: Tracks the performance of mortgage-backed pass-
through securities of the Government National Mortgage Association (GNMA).

Current coupon GNMA: An index that tracks a theoretical 30-year GNMA mortgage that is
priced at par. It is computed by interpolating from the two 30-year GNMAs whose prices
bracket par.

Duration: A measure of a bond or bond fund’s sensitivity to changes in interest rates.
For example, a fund with a duration of five years would fall about 5% in response to a
one-percentage-point rise in rates, and vice versa.

Extension risk: As interest rates rise, the likelihood of prepayment decreases, and the
average life and duration of mortgage securities lengthens. Investors are unable to capi-
talize on higher interest rates because their investment is locked in at a lower rate for a
longer period of time.



T. Rowe PriCce GNMA FuND

GLOSSARY (CONTINUED)

Lipper averages: Consist of all mutual funds in a particular category as tracked by Lipper Inc.

Total return: The annual rate of return on a bond, taking into account interest income plus
appreciation or depreciation. If a bond is held to maturity, its total return equals its yield
to maturity.

Yield curve: A graphic depiction of the relationship between yields and maturity dates
for a set of similar securities, such as Treasuries or municipal securities. Securities with
longer maturities usually have a higher yield. If short-term securities offer a higher yield,
then the curve is said to be “inverted.” If short- and long-term bonds are offering equiva-
lent yields, then the curve is said to be “flat.”



T. Rowte PrickE GNMA FUND
Performance and Expenses

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.

GNMA FUND

As of 11/30/09
e GNMAFund $17,822
— Barclays Capital U.S. GNMA Index $18,665
- == Lipper GNMA Funds Average $17,568

$20,000 .
18,000 ..
16,000 ..

14,000 ..
12,000 ..
10,000

11/99 11/00 11/01 11/02 11/03 11/04 11/05 11/06 11/07 11/08 11/09

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.

Periods Ended 11/30/09 1 Year 5 Years 10 Years
GNMA Fund 9.38% 5.38% 5.95%

Returns do not reflect taxes that the shareholder may pay on fund distributions or the redemption of fund
shares. Past performance cannot guarantee future results.



T. Rowe PriCce GNMA FuND

FuUND 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, distribu-
tion 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 compare
these costs with the ongoing costs of investing in other mutual funds. The example is based
on an investment of $1,000 invested at the beginning of the most recent six-month period and
held for the entire period.

Actual Expenses

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

Hypothetical Example for Comparison Purposes

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

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

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.



T. Rowe PriCce GNMA FuND

FUND EXPENSE EXAMPLE (CONTINUED)

T. Rowe Price GNMA FuND

Beginning Ending Expenses Paid

Account Value Account Value During Period*

6/1/09 11/30/09 6/1/09 to 11/30/09

Actual $1,000.00 $1,044.30 $3.23
Hypothetical (assumes 5%

return before expenses) 1,000.00 1,021.91 3.19

*Expenses are equal to the fund’s annualized expense ratio for the six-month period (0.63%), multiplied
by the average account value over the period, multiplied by the number of days in the most recent fis-
cal half year (183) divided by the days in the year (365) to reflect the half-year period.

10
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QUARTER-END RETURNS

Periods Ended 9/30/09 1 Year 5 Years 10 Years
GNMA Fund 9.10% 5.11% 5.80%

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.

This table provides returns net of expenses through the most recent calendar quarter-end rather than
through the end of the fund’s fiscal period. It 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. Average
annual total return figures include changes in principal value, reinvested dividends, and capital 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.

EXPENSE RATIO

GNMA Fund 0.66%

The expense ratio shown is as of the fund’s fiscal year ended 5/31/09. This number may vary from the
expense ratio shown elsewhere in this report because it is based on a different time period and, if appli-
cable, does not include fee or expense waivers.

11
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Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

6 Months Year

Ended Ended

11/30/09° 5/31/09° 5/31/08° 5/31/07° 5/31/06' 5/31/05
NET ASSET VALUE
Beginning of period $ 967 $ 943 $ 929 $ 921 $ 963 $ 9.54

Investment activities

Net investment income 0.20 0.43 0.45 0.44 0.39 0.37

Net realized and

unrealized gain (loss) ~  0.22 | 025 .. 015 .. 011 . ©36) . 0.16

Total from investment

activities 042 068 .. 060 ... 055 .. 003 . 0.53
Distributions

Netinvestmentincome | ©21)  (©44) (046  (047) (045  (0.44)
NET ASSET VALUE
End of period $ 988 S 967 S 943 S 929 S 921 S 9.63

Ratios/Supplemental Data

Totalreturn® 4.43%  T.44%  6.61%  6.03%  0.32% _ 5.66%
Ratio of total expenses to
average net assets 0.63%”  0.66% 0.63% 0.65% 0.66% 0.67%

Ratio of net investment
income to average net
assets 4.02%°  4.51% 4.76% 4.72% 4.14% 3.90%

Portfoio tumoverrate”  353%  1083%  89.6%  80.7%  1351% 167.0%

Portfblio turnover rate,
excluding mortgage dollar

roll transactions  353%  81.1%  708%  68.4%  89.9%  852%
Net assets, end of period

(inmillions) ... $.1,539 % 1411 $ 1,414 $ 1,278 $ 1,218 $ 1,418
k3

Per share amounts calculated using average shares outstanding method.

@ 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.
Annualized

The portfolio turnover rate calculation includes purchases and sales from the mortgage dollar roll
transactions (see Note 3).

@

3

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

12
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Unaudited

PORTFOLIO OF INVESTMENTS *

(Amounts in 000s)

ASSET-BACKED SECURITIES 0.4%

Credit Card Backed 0.3%

Discover Card Master Trust |
Series 2009-A2,Class A, VR
1.539%, 2/17/15

November 30, 2009

$ Par/Shares

Value

Other Asset-Backed Securities 0.1%

Marriott Vacation Club Owner Trust
Series 2006-1A, Class A
5.737%, 4/20/28 (1)

Marriott Vacation Club Owner Trust
Series 2006-2A, Class A
5.362%, 10/20/28 (1)

Total Asset-Backed Securities (Cost $6,787)

NON-U.S. GOVERNMENT MORTGAGE-BACKED

SECURITIES 2.6%

Commercial Mortgage Backed Securities 2.2%

Bear Stearns Commercial Mortgage Securities

Series 2005-PWRS, Class A4
4.674%, 6/11/41

Commercial Mortgage Loan Trust
Series 2008-LS1,Class A3, VR
6.22%, 3/10/17

Greenwich Capital Commercial Funding
Series 2005-GG3, Class A2
4.305%, 8/10/42

JPMorgan Chase Commercial Mortgage Securitization

Series 2007-LD11, Class A4, VR
6.006%, 6/15/49

LB-UBS Commercial Mortgage Trust
Series 2005-C1, Class A4
4.742%, 2/15/30

13
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$ Par/Shares

Value

(Amounts in 000s)

Morgan Stanley Capital |
Series 2006-T23, Class A4, VR
5.984%, 8/12/41

Morgan Stanley Capital |
Series 2007-HQ11, Class A4, VR
5.447%, 2/12/44

Morgan Stanley Capital |
Series 2007-T27, Class A4, VR
5.803%, 6/11/42

Whole Loans Backed 0.4%

Wells Fargo Mortgage Backed Securities Trust

Series 2003-0, Class 5A1, CMO, ARM
4.809%, 1/25/34

Wells Fargo Mortgage Backed Securities Trust

Series 2005-AR2, Class 2A2, CMO, ARM
4.414%, 3/25/35

Wells Fargo Mortgage Backed Securities Trust

Series 2005-AR2, Class 3A1, CMO, ARM
4.917%, 3/25/35

Wells Fargo Mortgage Backed Securities Trust

Series 2006-AR16, Class A1, CMO, ARM
5.668%, 10/25/36

Total Non-U.S. Government Mortgage-Backed Securities (Cost $41,766)

U.S. GOVERNMENT & AGENCY MORTGAGE-BACKED

SECURITIES 90.8%

U.S. Government Agency Obligations 2.5% (2)

Federal Home Loan Mortgage
5.50%, 12/1/34

14
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$ Par/Shares Value
(Amounts in 000s)
Federal National Mortgage Assn.
_______ 5:00%, 10/1/21-2/1/36 o 12888 13,608
,,,,,,, 5:50%, 411136 e 228Y 52589
______ 6.00%, 2/1/36 e AR 5,443
Vendee Mortgage Trust, CMO, VR, 9.598%, 3/15/25 256 ... 285
L 38137
U.S. Government Obligations 88.3%
Government National Mortgage Assn.
_______ 4.00%,9/15/18:6/20/39 . 13851 14198
AAAAAAA 4.50%, 2/15/21-7/20/39 o 15TA05 162,143
_______ 5.00%, 10/15/17 -10/20/39 ..........267.213 282,158
_______ 5.50%,10/15/28-10/20/39 @ ... 363930 389,291
_______ 6.00%,3/15/11-7/15/39G) . .........314424 338194
_______ 6.50%, 12/15/14-6/20/39 oo 82796 89,701
_______ 7.00%,3/15/13:10/20/36 o 2L689 23,756
_______ 7.50%,9/15/12-9/15/32 ... 8861 7484
_______ 8.00%, 6/15/16-3/15/30 ... b263 4637
8:50%,5/15/16-2/20/23 ... 86T 941
_______ 9.00%, 4/15/18 - 9/15/24 853D
_______ 9.25%, 10/15/16 - 12/15/19 B850
_______ 9.50%, 4/15/19-12/15/24 o ...320 244
_______ 9.75%, 7/15/17 -2/15/21 95105
_______ 10.00%, 2/15/16-3/15/26 oo 2201 1,208
....... 10.25%, 9120116 e 2218
_______ 10.50%, 2/15/13 - 10/15/21 o AB3 168
_______ 11.00%, 2/15/10-7/20/20 .98 07
_______ 11.50%, 8/15/10 - 11/15/19 X220 133
12.00%, 10/15/10 - 6/15/15 194 213

15
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$ Par/Shares Value
(Amounts in 000s)
_______ 12.25%, 3/15/14-7/20/15 2528
_______ 12.50%, 6/15/10-1/20/16 .85 .9
AAAAAAA 12.75%, 12/20/13 - 11/20/14 B2
_______ 13.00%, 1/15/11-9/20/15 IO T8
_______ 13.50%, 5/15/10-9/15/14 303
Government National Mortgage Assn., CMO
_______ 3.612%, 11/16/27 o BT 9,963
_______ 5.50%, 5/20/31-2/20/33 o ......42e7 15139
_______ 6.50%,10/20/27-11/20/31 . .........16626 18305
Government National Mortgage Assn., CMO
Principal Only, 3/16/28 e 318 297

... 1,359,289

Total U.S. Government & Agency Mortgage-Backed Securities (Cost $1,330,903) 1,397,426
U.S. GOVERNMENT AGENCY OBLIGATIONS
(EXCLUDING MORTGAGE-BACKED) 1.7%
U.S. Treasury Obligations 1.7%
U.S. Treasury Note, 3.625%, 8/15/19 o 24,555 ...25422
Total U.S. Government Agency Obligations (Excluding Mortgage-Backed)
(Cost $24,847) 25,422
PRIVATE INVESTMENT COMPANIES 0.3%
T. Rowe Price Term Asset-Backed Opportunity Fund @) 434 4,477
Private Investment Companies (Cost $4,335) 4,477

16
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$ Par/Shares Value

(Amounts in 000s)

SHORT-TERM INVESTMENTS 3.9%

Money Market Funds 3.9%

T. Rowe Price Reserve Investment Fund, 0.25% (4)(5) 60,361 60,361

Total Short-Term Investments (Cost $60,361) 60,361

Total Investments in Securities
99.7% of Net Assets (Cost $1,468,999) $ 1,534,646

E:
(6]

2

(©)

(@)
(5)
©

ARM
CMO
VR

Denominated in U.S. dollars unless otherwise noted.

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
$1,699 and represents 0.1% of net assets.

Issuer operates under a Congressional charter; its securities are neither issued nor
guaranteed by the U.S. government. The Federal National Mortgage Association
and the Federal Home Loan Mortgage Corporation currently operate under a
federal conservatorship.

All or a portion of this security is pledged to cover margin requirements on futures
contracts at November 30, 2009.

Affiliated Companies

Seven-day yield

All or a portion of this security is pledged as collateral for swaps at November 30,
2009.

Adjustable Rate Mortgage

Collateralized Mortgage Obligation

Variable Rate; rate shown is effective rate at period-end.

Notional Amount Value

($000s, except market price)

SWAPS 0.0%

Interest Rate Swaps 0.0%

JPMorgan Chase, 2 Year Interest Rate Swap, Receive Variable
0.299%, Pay Fixed 1.196%, 9/15/11 (80,050) (431)

Total Swaps (Premium Paid/Received $0) (431)

17
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Futures Contracts
($000s)
Contract Unrealized

Expiration Value Gain (Loss)
Short, 461 U.S. Treasury two year contracts
$815 par of 6.00% Government National
Mortgage Assn. pledged as initial margin 3/09 $ (100,448) $ (183)
Net payments (receipts) of variation
margin to date 75
Variation margin receivable (payable)
on open futures contracts $ (108)
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Affiliated Companies

($0005s)

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. Based on the fund’s relative ownership, the following securities
were considered affiliated companies for all or some portion of the six months ended
November 30, 2009. Purchase and sales cost and investment income reflect all activity
for the period then ended.

Purchase Sales Investment Value
Affiliate Cost Cost Income 11/30/09  5/31/09
T. Rowe Price Reserve
Investment Fund 0.25% u a $ 84 % 60,361 $ 46,373
T. Rowe Price Term Asset-
Backed Opportunity
Fund 4,335%* - - 4,477 -
Totals $ 84 % 64,838 $ 46,373

u Purchase and sale information not shown for cash management funds.

** Purchase cost includes additional investment income netted with cash returns of
interest payments

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

Investment in securities, at cost $ 64,696
Dividend income 84
Interest income

Investment income $ 84

Realized gain (loss) on securities $

Capital gain distributions from
mutual funds $

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

19



T. Rowe PriCce GNMA FuND

Unaudited November 30, 2009

STATEMENT OF ASSETS AND LIABILITIES

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

Assets

Investments in securities, at value (cost $1,468,999) $ 1,534,646
Interest receivable 6,533
Receivable for shares sold 1,074
Other assets 39
Totalassets 1,542,292
Liabilities

Payable for shares redeemed 1,085
Investment management fees payable 568
Unrealized loss on swaps (premiums $0) 431
Due to affiliates 232
Variation margin payable on futures contracts 108
Other liabilities 724
Total liabilities 3,048
NET ASSETS $ 1,539,144

Net Assets Consist of:

Overdistributed net investment income $ (2,659)
Accumulated undistributed net realized loss (17,974)
Net unrealized gain 65,033

Paid-in capital applicable to 155,724,294 no par value shares of
beneficial interest outstanding; unlimited number of shares

authorized 1,494,744
NET ASSETS $ 1,539,144
NET ASSET VALUE PER SHARE S 9.88

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

STATEMENT OF OPERATIONS

($000s)
6 Months
Ended
11/30/09
Investment Income (Loss)
Income
Interest $ 34,154
Dividend 83
Total income 34,237
Expenses
Investment management 3,355
Shareholder servicing 1,064
Prospectus and shareholder reports 39
Custody and accounting 146
Registration 30
Legal and audit 14
Trustees 6
Miscellaneous 6
Total expenses 4,660
Net investment income 29,577
Realized and Unrealized Gain (Loss)
Net realized gain (loss)
Securities 1,151
Futures (396)
Swaps 2,240
Net realized gain 2,995

Change in net unrealized gain (loss)
Securities
Futures
Swaps
Change in net unrealized gain
Net realized and unrealized gain

INCREASE IN NET ASSETS FROM OPERATIONS S 64,947

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

STATEMENT OF CHANGES IN NET ASSETS

($000s)
6 Months Year
Ended Ended
11/30/09 5/31/09
Increase (Decrease) in Net Assets
Operations
Net investment income $ 29,577 $ 61,934
Net realized gain 2,995 842
Change in net unrealized gain 32,375 33983
Increase in net assets from operations | 64,94796,759
Distributions to shareholders
Netinvestmentincome G2,236) .. (64,239)
Capital share transactions*
Shares sold 182,965 276,117
Distributions reinvested 29,494 58,874
Shares redeemed (7,075  (369,971)
Increase (decrease) in net assets from capital
sharetransactions 95,384 . (4980)
Net Assets
Increase (decrease) during period 128,095 (2,460)
Beginning of petiod 1,411,049 1,413,509
End of period S 1,539,144 S 1,411,049
Undistributed (overdistributed) net investment
income 2659 T
*Share information
Shares sold 18,840 29,010
Distributions reinvested 3,024 6,211
Shares redeemed  (12,066)  (39,155)
Increase (decrease) in shares outstanding 9,798 (3,934)

The accompanying notes are an integral part of these financial statements.
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Unaudited November 30, 2009

NOTES TO FINANCIAL STATEMENTS

T. Rowe Price GNMA Fund (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 November 26, 1985.
The fund seeks high current income consistent with high overall credit quality
and moderate price fluctuation by investing at least 80% of its total assets in
GNMA securities backed by the full faith and credit of the U.S. government.

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 (GAAP), which require the use of estimates made by fund manage-
ment. Fund management believes that estimates and security valuations are
appropriate; however, actual results may differ from those estimates, and the
security valuations reflected in the accompanying financial statements may dif-
fer from the value the fund ultimately realizes on the securities. Further, fund
management believes that no events have occurred between November 30,
2009, the date of this report, and January 22, 2010, the date of issuance of the
financial statements, that require adjustment of, or disclosure in, the accompa-
nying 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 distribu-
tions are reflected as realized gain/loss. Earnings on investments recognized as
partnerships for federal income tax purposes reflect the tax character of such
earnings. 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 dis-
tributions are declared daily and paid monthly. Capital gain distributions, if any,
are generally declared and paid by the fund, annually.

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.
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NOTE 2 - VALUATION

The fund’s investments are reported at fair value as defined under GAAP. The
fund determines the values of its assets and liabilities 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 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. Investments in private investment com-
panies are valued at the entity’s net asset value (or equivalent) as of the valuation
date. Financial futures contracts are valued at closing settlement prices. Swaps
are valued at prices furnished by independent swap dealers or by an independent
pricing service.

Other investments, including restricted securities, and those financial instruments
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 Trustees.

Valuation Inputs Various inputs are used to determine the value of the fund’s
financial instruments. 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
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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 financial instruments at that
level. The following table summarizes the financial instruments, based on the
inputs used to determine their values on November 30, 2009:

($000s) Level 1 Level 2 Level 3 Total Value
Significant Significant
Quoted Observable Unobservable
Prices Inputs Inputs
Assets
Investments in Securities,
except: $ — $ 1,469,808 $ — $ 1,469,808
Private Investment Companies — — 4,477 4,477
Short-Term Investments 60,361 . — - 60,361
Total $ 60,361 $ 1,469,808 $ 4,477 $ 1,534,646
Liabilities
Swaps $ - 3 431 $ - $ 431
Futures 108 . — - 108
Total $ 108 $ 431 % - 5 539

Following is a reconciliation of the fund’s Level 3 holdings for the six months
ended November 30, 2009. Gain (loss) reflects both realized and change in unre-
alized gain (loss) on Level 3 holdings during the period, if any, and is included
on the accompanying Statement of Operations. The change in unrealized gain/
loss on Level 3 instruments held at November 30, 2009, totaled $142,000 for
the six months ended November 30, 20009.
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($000s) Beginning  Change in Net Ending
Balance  Unrealized  Purchases Balance

Gain and
6/1/09 (Loss) (Sales) 11/30/09
Private Investment Companies $ - 3 142 $ 4,335 % 4,477
Total Level 3 $ - $ 142 % 4,335 % 4,477

NOTE 3 - DERIVATIVE INSTRUMENTS

During the six months ended November 30, 2009, the fund invested in derivative
instruments. As defined by GAAP, a derivative is a financial instrument whose
value is derived from an underlying security price, foreign exchange rate, interest
rate, index of prices or rates, or other variable; it requires little or no initial invest-
ment and permits or requires net settlement. The fund invests in derivatives only
if the expected risks and rewards are consistent 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 investing 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. During the six months ended
November 30, 2009, the fund’s exposure to derivatives, based on underlying
notional amounts, was generally between 0% and 12% of net assets.

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, even for derivatives employed as
economic hedges. The following table summarizes the fair value of the fund’s
derivative instruments held as of November 30, 2009 and the related location
on the accompanying Statement of Assets and Liabilities, presented by primary
underlying risk exposure:
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($000s) Location on Statement of

Assets and Liabilities Fair Value
Liabilities
Interest rate derivatives Futures*, Swaps $ 614

*The fair value presented includes cumulative gain (loss) on open futures contracts; however,
the value reflected on the accompanying Statement of Assets and Liabilities is only the unset-
tled variation margin receivable (payable) at that date.

Additionally, the amount of gains and losses on derivative instruments recog-
nized in fund earnings during the six months ended November 30, 2009 and the
related location on the accompanying Statement of Operations is summarized in
the following table by primary underlying risk exposure:

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

Futures Swaps Total
Realized Gain (Loss)

Interest rate derivatives $ (396) $ 2,240 % 1,844

Change in Unrealized
Gain (Loss)

Interest rate derivatives $ (162) $ 431 $ (593)

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
risk. The fund may enter into futures contracts to manage exposure to interest
rate and yield curve movements, security prices, foreign currencies, credit quality,
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 par-
ticular underlying financial instrument at an agreed-upon price, date, time, and
place. The fund currently invests only in exchange-traded futures, which generally
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 percent-
age of the contract value (initial margin deposit); the margin deposit must then be
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maintained at the established level over the life of the contract. Subsequent pay-
ments are made or received by the fund each day to settle daily fluctuations in the
value of the contract (variation margin), which reflect changes in the value of the
underlying financial instrument. Variation margin is recorded as unrealized gain
or loss until the contract is closed. The value of a futures contract included in net
assets is the amount of unsettled variation margin; net variation margin receivable
is reflected as an asset, and net variation margin payable is reflected as a liability
on the accompanying Statement of Assets and Liabilities. Risks related to the use
of futures contracts include possible illiquidity of the futures markets, contract
prices that can be highly volatile and imperfectly correlated to movements in
hedged security values and/or interest rates, and potential losses in excess of the
fund’s initial investment.

Interest Rate Swaps The fund is subject to interest rate 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 and credit exposure.
Interest rate swaps are agreements to exchange cash flows based on the differ-
ence between specified interest rates applied to a notional principal amount for a
specified period of time. The value of a swap included in net assets is the unreal-
ized gain or loss on the contract. Appreciated swaps are reflected as assets, and
depreciated swaps are reflected as liabilities on the accompanying Statement of
Assets and Liabilities. Net periodic receipts or payments required by swaps are
accrued daily and are recorded as realized gain or loss for financial reporting
purposes; fluctuations in the fair value of swaps are reflected in the change in net
unrealized gain or loss and are reclassified to realized gain or loss upon termina-
tion prior to maturity or cash settlement. Risks related to the use of interest rate
swaps include the potential for unanticipated movements in interest and/or cur-
rency rates, 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
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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 November 30, 2009, securities valued
at $583,000 had been posted by the fund for the benefit of counterparties and
no collateral was pledged by counterparties for the benefit of the fund.

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 contract. 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
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.

TBA Purchase Commitments During the six months ended November 30, 2009,
the fund entered into to be announced (TBA) purchase commitments, pursuant
to which it agrees to purchase mortgage-backed securities for a fixed unit price,
with payment and delivery at a scheduled future date beyond the customary set-
tlement period for that security. With TBA transactions, the particular securities
to be delivered are not identified at the trade date; however, delivered securities
must meet specified terms, including issuer, rate, and mortgage term, and be
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within industry-accepted “good delivery” standards. The fund generally enters
into TBA transactions with the intention of taking possession of the underlying
mortgage securities. Until settlement, the fund maintains cash reserves and liquid
assets sufficient to settle its TBA commitments.

T. Rowe Price Term Asset-Backed Opportunity Fund, L.L.C. During the six months
ended November 30, 2009, the fund invested in the T. Rowe Price Term Asset-
Backed Opportunity Fund, L.L.C. (private fund), a private investment company
managed by Price Associates that participates in the Term Asset-Backed Securities
Loan Facility (TALF) program created and administered by the Federal Reserve
Bank of New York (FRBNY). The TALF program provides eligible borrowers with
term loans secured by eligible asset-backed securities and/or commercial mortgage-
backed securities, which are either owned by the borrower or purchased by the
borrower and subsequently pledged as collateral for a TALF loan. TALF loans
generally are nonrecourse in nature. The private fund is treated as a partnership
for federal income tax purposes. It has a limited life extending five years from final
termination of the TALF program, currently scheduled for June 30, 2010, with
two possible one-year extensions. Invested capital generally will be returned to
investors as underlying securities are liquidated and the TALF loans mature, with
the balance paid at maturity of the private fund. Ownership interests in the private
fund may not be redeemed, sold, or assigned. As of November 30, 2009, the fund
had outstanding capital commitments in the amount of $10,544,000, which may
be called at the discretion of the private fund’s manager.

Other Purchases and sales of portfolio securities other than short-term and U.S.
government securities aggregated $30,997,000 and $70,730,000, respectively,
for the six months ended November 30, 2009. Purchases and sales of U.S. gov-
ernment securities aggregated $517,053,000 and $430,881,000, respectively,
for the six months ended November 30, 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 determined in accordance with federal income tax
regulations 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 distri-
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butions and composition of net assets are finalized at fiscal year-end; accordingly,
tax-basis balances have not been determined as of November 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 defer-
rals amounted to $5,073,000 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 May 31,
2009, the fund had $26,293,000 of unused capital loss carryforwards, of which
$5,093,000 expire in fiscal 2012, $4,682,000 expire in fiscal 2013, $7,179,000
expire in fiscal 2014, $9,033,000 in fiscal 2015, and $306,000 in fiscal 2016.

At November 30, 2009, the cost of investments for federal income tax purposes
was $1,468,999,000. Net unrealized gain aggregated $65,033,000 at period-
end, of which $67,610,000 related to appreciated investments and $2,577,000
related to depreciated investments.

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 0.15% 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 aver-
age daily net assets. At November 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 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 fund.
For the six months ended November 30, 2009, expenses incurred pursuant to
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these service agreements were $53,000 for Price Associates; $295,000 for T. Rowe
Price Services, Inc.; and $115,000 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.

The fund is also one of several mutual funds sponsored by Price Associates
(underlying 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 sav-
ings 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 six months ended November 30, 2009, the fund was allocated $475,000 of
Spectrum Funds’ expenses, of which $337,000 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 November 30,
2009, approximately 38% of the outstanding shares of the fund 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.
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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 1O 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.
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T. ROWE PRICE INVESTMENT SERVICES AND INFORMATION

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

INVESTMENT SERVICES AND INFORMATION

KNOWLEDGEABLE SERVICE REPRESENTATIVES

By Phone: 1-800-225-5132. Available Monday through Friday from 8 a.m. until
10 p.m. ET and Saturday 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.

Automated 24-Hour Services Including Tele*Access*™ 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.

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

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.

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.

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.
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T. ROwWE PrRICE WEB SERVICES
This page contains supplementary information that is not part of the shareholder report.

troweprice.com

LQG IN AND MANAGE YOUR INVESTMENTS ONLINE troweprice.com/access

We offer a consolidated view of your T. Rowe Price mutual fund and brokerage
accounts. You can sort accounts, customize their groupings, and/or grant View
Access to others as you see fit. Analyze your portfolio with Portfolio Growth
Tracker. Track the historical growth of your mutual fund investments over time.
The analysis consists of three components: Activity Summary, Asset Allocation,
and Net Investment versus Market Value.

ONLINE SERVICING troweprice.com/paperless

Enroll to receive your transaction confirmations, investor statements, prospec-
tuses, and shareholder reports online instead of by U.S. mail. You will receive an
e-mail with a link to our Web site informing you that your document is available to
view online, print, or download. For your convenience and recordkeeping purposes,
you will continue to receive your end-of-year summary statement by mail.

Join our E-mail Program to receive market and fund information by e-mail.
Receive timely market reports, performance of T. Rowe Price mutual funds, invest-
ment and market insights from T. Rowe Price managers, and more.

INVESTMENT GUIDANCE AND TOOLS troweprice.com/planningtools

Personal Guides provide you with information that can help you, in a few easy
steps, match investments with your financial objectives.

Morningstar® Portfolio Manager (formerly Portfolio Tracker) enables you to
track, rebalance, and analyze your portfolio.

Morningstar Portfolio X-Ray® is a comprehensive tool that provides an in-depth
examination of your exposure to different sectors, stock types, sub-asset classes,
and global diversification.

This secure site is designed for professional financial intermediaries and advisors.
Financial professionals may access daily prices and historical performance of
mutual funds; view market research, manager commentary, and sales ideas; and
access literature and forms. For U.S. technical assistance, call 1-888-358-8490
or e-mail us at onlinehelp@troweprice.com. For non-U.S. technical assistance,
call +1 (410) 345 4400 or contact us via e-mail.
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T. ROWE PRICE PLANNING TOOLS AND SERVICES

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

T. ROWE PRICE RETIREMENT SERVICES

T. Rowe Price offers unique retirement services that can help you meet a broad
variety of planning challenges. Our retirement tools are suitable for individuals,
the self-employed, small businesses, corporations, and nonprofit organizations.
For more information, call 1-800-IRA-5000 or visit our Web site at
troweprice.com/retirement.

Rollover IRAs. When you are changing jobs, retiring, or deciding what to do with
the money left in a former employer’s retirement plan, a Rollover IRA can be the
smart move. Call toll-free 1-800-IRA-5000. Our rollover specialists can open your
account over the phone and handle most of the paperwork for you. They’ll even
contact your former employer to help move your money.

Roth IRAs. Your contributions can grow tax-deferred for retirement and distributions
are potentially tax-free. Open your account over the phone by calling 1-800-IRA-5000
or online at troweprice.com/ira.

Traditional IRAs. Call 1-800-IRA-5000 or visit troweprice.com/ira to open one
of these tax-deferred retirement accounts. In some cases, contributions may be
tax-deductible.

Small Business Retirement Plans. If you're self-employed or run a small business
or professional practice, T. Rowe Price can help you establish a cost-effective retire-
ment plan that's easy to set up and maintain.

403(b) Custodial Accounts. For those employed by a school, university, church,
or other nonprofit organization.

T. Rowe Price Advisory Planning Services offers a wide range of services that
provide expert advice based on your individual needs and financial goals, including
consultations with an advisory counselor. Please contact one of our specialists at
1-800-844-9424 to determine the most appropriate service to fit your needs.*

* Services offered by T. Rowe Price Advisory Services, Inc., a federally registered investment adviser. There
may be costs associated with these services.
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T. ROWE PRICE COLLEGE PLANNING

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

COLLEGE PLANNING

With the costs of college steadily increasing, it’s critical to plan early. Our college
planning information and college savings products can help you meet your
educational investment goals. For more information, visit our Web site at
troweprice.com/college, where you will find the Saving for College Personal
Guide, an interactive tool that can help you determine how much you should
save, estimate future tuition costs, and review college savings options. In a few
easy steps, the guide provides you with information and a Personalized Action
Plan. To speak with a college planning specialist, please call 1-800-638-5660.

Education Savings Accounts (formerly Education IRAs). This education invest-
ment account permits contributions up to a total of $2,000 per year per beneficiary
to help pay for educational costs at eligible schools, including elementary, secondary,
and post-secondary institutions. Withdrawals from Education Savings Accounts are
tax-free if the proceeds are used for qualified educational expenses.

College Savings Plans (529 Plans). To help families prepare for college education
costs, T. Rowe Price manages three 529 plans that are open to all U.S. residents.
Any earnings on contributions are tax-deferred, and distributions are exempt from
federal income taxes when used for qualified educational expenses. Also, these
plans offer high contribution limits and affordable systematic investing.

T. Rowe Price manages the T. Rowe Price College Savings Plan, a national 529

plan offered by the Education Trust of Alaska; the Maryland College Investment Plan;
and the University of Alaska College Savings Plan. The Maryland College Investment
Plan offers certain potential benefits for Maryland residents, and the University of
Alaska College Savings Plan offers potential benefits for Alaska residents.

Earnings on a distribution not used for qualified expenses may be subject to income taxes
and a 10% federal penalty. Please note that the availability of tax or other benefits may
be conditioned on meeting certain requirements such as residency, purpose for or timing
of distributions, or other factors, as applicable.

Please visit our Web site or call 1-800-638-5660 to obtain the applicable plan disclosure
document, which includes investment objectives, risks, fees, expenses, and other informa-
tion that you should read and consider carefully before investing. Please considet, before
investing, whether your or your beneficiary’s home state offers any state tax or other bene-
fits that are only available for investments in that state’s plan. T. Rowe Price Investment
Services, Inc., Distributor/Underwriter.
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T. ROWE PRICE MUTUAL FUNDS

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

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 Equity

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 *

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

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

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 *

For more information about T. Rowe Price funds or services, please contact us directly at
1-800-225-5132. Request a prospectus or summary prospectus; each 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.

** Summary prospectuses are not currently available for all funds.
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