














T. ROWE PRICE SHORT-TERM BOND FUND

Affiliated Companies
($000s)

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 Term
Asset-Backed
Opportunity Fund $  4,189** $ - % - % 4,326 $ -
T. Rowe Price Reserve
Investment Fund, 0.25% u n 685 489,691 309,269
Totals $ 685 $ 494,017 $ 309,269

** |nvestment in partnership; cost balances reflect net capital contributed/returned and pro rata share of
undistributed partnership earnings.

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

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

Investment in securities, at cost $ 493,880
Dividend income 685
Interestincome -

Investment income $ 685

Realized gain (loss) on securities

Capital gain distributions from
mutual funds $

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

STATEMENT OF ASSETS AND LIABILITIES

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

Assets

Investments in securities, at value (cost $4,027,882) $ 4,145,602
Interest receivable 31,778
Receivable for shares sold 22,527
Unrealized gain on forward currency exchange contracts 274
Other assets 198
Total assets 4,200,379
Liabilities

TALF loans payable, at value (principal $143,048) 143,048
Payable for investment securities purchased 40,207
Payable for shares redeemed 3,765
Investment management fees payable 1,302
Unrealized loss on forward currency exchange contracts 1,065
Due to affiliates 270
Variation margin payable on futures contracts 33
Other liabilities 1,602
Total liabilites 191,292

NET ASSETS

Net Assets Consist of:

$ 4,009,087

Overdistributed net investment income $ (5,423)
Accumulated undistributed net realized loss (39,615)
Net unrealized gain 116,864
Paid-in capital applicable to 823,786,932 shares of $0.01 par value

capital stock outstanding; 1,000,000,000 shares authorized 3,937,261

NET ASSETS

NET ASSET VALUE PER SHARE
Investor Class

S 4,009,087

($3,662,701,595 / 752,601,398 shares outstanding) S 4.87
Advisor Class
($346,385,135 / 71,185,534 shares outstanding) [ 4.87

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

STATEMENT OF OPERATIONS

($000s)

Investment Income (Loss)

Income
Interest
Dividend
Other
Total income

Expenses
Investment management
Shareholder servicing
Investor Class
Advisor Class
Rule 12b-1 fees
Advisor Class
Prospectus and shareholder reports
Investor Class
Advisor Class
Custody and accounting
Registration
Legal and audit
Directors
Interest
Miscellaneous
Repayments of fees and expenses
Expenses repaid to manager
Total expenses

Net investment income

41

6 Months
Ended
11/30/09

$ 59,190
685
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Unaudited

STATEMENT OF OPERATIONS

($000s)

Realized and Unrealized Gain (Loss)

Net realized gain (loss)
Securities
Futures
Foreign currency transactions
Net realized gain

Change in net unrealized gain (loss)
Securities
Futures

Other assets and liabilities denominated in foreign currencies

Change in net unrealized gain
Net realized and unrealized gain

INCREASE IN NET ASSETS FROM OPERATIONS

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 $ 50,807 $ 78,661
Net realized gain (loss) 2,737 (28,444)
Change in net unrealized gain 82,183 39,192
Increase in net assets from operations 135,727 89,409
Distributions to shareholders
Net investment income
Investor Class (49,692) (79,076)
Advisor Class @375 (148
Decrease in net assets from distributions 4)

Capital share transactions*
Shares sold

Investor Class 1,557,190 1,293,814
Advisor Class 427,975 9,876
Distributions reinvested
Investor Class 42,749 70,966
Advisor Class 2,363 142
Shares redeemed
Investor Class (427,970) (712,680)
AdvisorClass (96,604) ... .(3,141)
Increase in net assets from capital share
transactions 1,505,703 ....658977
Net Assets
Increase during period 1,589,363 669,162
Beginning of period 2,419,724 1,750,562
End of period S 4,009,087 S 2,419,724
Overdistributed net investment income (5,423) (4,163)
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Unaudited

STATEMENT OF CHANGES IN NET ASSETS

(000s)
6 Months Year
Ended Ended
11/30/09 5/31/09
*Share information
Shares sold
Investor Class 324,425 277,451
Advisor Class 88,795 2,124
Distributions reinvested
Investor Class 8,876 15,260
Advisor Class 488 31
Shares redeemed
Investor Class (89,596) (153,915)
AdvisorClass (19,930) ... .(679)
Increase in shares outstanding 313,058 140,272

The accompanying notes are an integral part of these financial statements.
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T. ROWE PRICE SHORT-TERM BOND FUND
Unaudited November 30, 2009

NOTES TO FINANCIAL STATEMENTS

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

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Basis of Preparation The accompanying financial statements were prepared in
accordance with accounting principles generally accepted in the United States of
America (GAAP), which require the use of estimates made by fund management.
Fund management believes that estimates and security valuations are appropriate;
however, actual results may differ from those estimates, and the security valua-
tions reflected in the accompanying financial statements may differ 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 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. Earnings on investments recog-
nized 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.
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Paydown gains and losses are recorded as an adjustment to interest income.
Distributions to shareholders are recorded on the ex-dividend date. Income
distributions are declared by each class daily and paid monthly. Capital gain
distributions, if any, are generally declared and paid by the fund, annually.

Currency Translation Assets, including investments, and liabilities denominated in
foreign currencies are translated into U.S. dollar values each day at the prevail-
ing exchange rate, using the mean of the bid and asked prices of such currencies
against U.S. dollars as quoted by a major bank. Purchases and sales of securities,
income, and expenses are translated into U.S. dollars at the prevailing exchange
rate on the date of the transaction. The effect of changes in foreign currency
exchange rates on realized and unrealized security gains and losses is reflected as
a component of security gains and losses.

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

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

NOTE 2 - VALUATION

The fund’s investments and TALF loans 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
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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 companies
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. Forward cur-
rency exchange contracts are valued using the prevailing forward exchange rate.

The fund has elected to recognize its TALF loans at fair value primarily so that
the value of the nonrecourse loans more closely relate to the value of the pledged
collateral. TALF loans are valued at prices furnished by an independent pricing
service. Such valuations consider, among other factors, the nonrecourse nature
of the loans; the value of the underlying collateral, including prepayment and
default experience on similar assets; market interest rates; and the value of debts
of similar credit quality.

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 Directors.

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

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 fund’s financial instruments, based on
the inputs used to determine their values on November 30, 2009:
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($000s) Level 1 Level 2 Level 3 Total Value

Significant Significant
Quoted Observable Unobservable

Prices Inputs Inputs
Assets
Investments in Securities,
except: $ — $ 3,651,585 % — $ 3,651,585
Private Investment
Companies — — 4,326 4,326
Short-Term Investments 489,691 — — 489,691
Total Securities 489,679”17 ﬂ 3,651,585 ﬂ 4326 - 4 ,145,67(7)72”
Forward Currency Exchange
Contracts - 274 ) - 274
Total $ 489,691 $ 3,651,585 $ 4,326 $ 4,145,876
Liabilities
Forward Currency Exchange
Contracts $ - 3 1,065 $ - $ 1,065
Futures Contracts 33 — — 33
TALF Loans Payable - - 143,048 . 143,048
Total $ 33 § 1,065 $ 143,048 $ 144,146

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 $137,000 for the six
months ended November 30, 2009.
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($000s) Beginning  Change in Net Ending
Balance  Unrealized Purchases Balance
6/1/09 Gain (Loss) and (Sales) 11/30/09

Investments in Securities

Private Investment Companies $ - $ 137 $ 4,189 $ 4,326
TALF Loans Payable — — 143,048 143,048
Total Level 3 $ - $ 137 $ 147,237 $ 147,374

NOTE 3 - DERIVATIVE INSTRUMENTS

During the six months ended November 30, 2009, the fund invested in deriva-
tive 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 1% and 3% 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
Assets
Foreign exchange derivatives Forwards $ 274
Liabilities
Interest rate derivatives Futures* $ 95
Foreign exchange derivatives Forwards 1,065
Total $ 1,160

*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 summa-
rized in the following table by primary underlying risk exposure:

($000s) Location of Gain (Loss) on Statement of Operations
Foreign
Currency
Futures Transactions Total
Realized Gain (Loss)
Interest rate derivatives $ (648) $ - 3 (648)
Foreign exchange derivatives — (2,404) (2,404)
Total $ 648) $ (2,404) $ (3,052)

Change in Unrealized

Gain (Loss)

Interest rate derivatives $ 5 % - $ 5
Foreign exchange derivatives — (121) (121)
Total $ 5 % (121) $ (116)
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Forward Currency Exchange Contracts The fund is subject to foreign currency
exchange rate risk in the normal course of pursuing its investment objectives. It
uses forward currency exchange contracts (forwards) primarily to protect its non-
U.S. dollar-denominated securities from adverse currency movements relative to
the U.S. dollar. A forward involves an obligation to purchase or sell a fixed amount
of a specific currency on a future date at a price set at the time of the contract.
Although certain forwards may be settled by exchanging only the net gain or loss
on the contract, most forwards are settled with the exchange of the underlying
currencies in accordance with the specified terms. Forwards are valued at the
unrealized gain or loss on the contract, which reflects the net amount the fund
either is entitled to receive or obligated to deliver, as measured by the difference
between the forward exchange rates at the date of entry into the contract and the
forward rates at the reporting date. Appreciated forwards are reflected as assets,
and depreciated forwards are reflected as liabilities on the accompanying Statement
of Assets and Liabilities. Risks related to the use of forwards include the possible
failure of counterparties to meet the terms of the agreements; that anticipated
currency movements will not occur, thereby reducing the fund’s total return; and
the potential for losses in excess of the fund’s initial investment.

Futures Contracts The fund is subject to interest rate risk in the normal course of
pursuing its investment objectives and uses futures contracts to help manage such
risk. The fund may enter into futures contracts to manage exposure to interest
rate and yield curve movements, security prices, foreign currencies, credit qual-
ity, and mortgage prepayments; as an efficient means of adjusting exposure to all
or part of a target market; to enhance income; as a cash management tool; and/
or to adjust portfolio duration and credit exposure. A futures contract provides
for the future sale by one party and purchase by another of a specified amount of
a particular 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 cer-
tain percentage of the contract value (initial margin deposit); the margin deposit
must then be maintained at the established level over the life of the contract.
Subsequent payments are made or received by the fund each day 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
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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.

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 aggre-
gate unrealized gain or loss on all OTC derivative contracts with a particular
counterparty. Collateral, both pledged by and for the benefit of the fund, is held in
a segregated account by a third-party agent and can be in the form of cash or debt
securities issued by the U.S. government or related agencies. Securities posted as
collateral by the fund are so noted in the accompanying Portfolio of Investments
and remain in the fund’s net assets. As of November 30, 2009, no collateral had
been posted by the fund for the benefit of counterparties and securities valued at
$38,000 were pledged as collateral 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.
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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
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 mort-
gage-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 $10,189,000,
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 $1,237,754,000 and $278,617,000, respec-
tively, for the six months ended November 30, 2009. Purchases and sales of U.S.
government securities aggregated $672,863,000 and $135,564,000, respectively,
for the six months ended November 30, 2009.
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NOTE 5 - TALF LOANS

The fund’s Board of Directors has approved direct participation in the TALF pro-
gram (see Note 4). At inception of each TALF loan, a borrower must put up its
own risk capital by pledging collateral valued typically between 105% and 116%
of the loan principal, and possibly higher. Notwithstanding changes in the value
of the collateral, borrowers will not be required to post additional collateral during
the term of the loan. The TALF program provides that a borrower may surrender
collateral pledged at any time prior to maturity of a loan in full satisfaction of its
loan obligation and that the FRBNY can enforce its rights under a TALF loan only
against the collateral pledged by the borrower, with certain exceptions. In addi-
tion to the collateral, the fund at all times maintains sufficient cash, liquid assets,
or other SEC-permitted asset types to cover its outstanding loan obligations. TALF
loans generally incur an administration fee.

Pursuant to its prospectus, the fund may borrow up to 33*% of its total assets;
however, the amount it may borrow under the TALF program is limited by
Board-approved policy to no more than 10% of total assets. For the five months
ended November 30, 2009, the fund had average TALF loans of $101,851,000,
at an average annual rate of 2.34%. TALF loans outstanding as of November 30,
2009, and related information follows:

($000s) Fair Value Principal |
TALF loans, 1.25% — 3.22% $ 143,048 $ 143,048
Collateral pledged 160,752
Maturities during the fiscal year:

2013 143,048

NOTE 6 - 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-
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.
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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 $12,830,000 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 $31,202,000 of unused capital loss carryforwards,
of which $447,000 expire in fiscal 2012, $4,473,000 expire in fiscal 2013,
$6,329,000 expire in fiscal 2014, $3,014,000 in fiscal 2015, and $16,939,000
in fiscal 2017.

At November 30, 2009, the cost of investments for federal income tax purposes
was $4,027,882,000. Net unrealized gain aggregated $116,864,000 at period-
end, of which $123,541,000 related to appreciated investments and $6,677,000
related to depreciated investments.

NOTE 7 - RELATED PARTY TRANSACTIONS

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

The Investor Class and Advisor Class are also subject to a contractual expense
limitation through the limitation dates indicated in the table below. During the
limitation period, the manager is required to waive its management fee and/

or reimburse expenses, excluding interest, taxes, brokerage commissions, and
extraordinary expenses, that would otherwise cause the class’s ratio of annualized
total expenses to average net assets (expense ratio) to exceed its expense limita-
tion. For a period of three years after the date of any reimbursement or waiver,
each class is required to repay the manager for expenses previously reimbursed
and management fees waived to the extent the class’s net assets have grown or
expenses have declined sufficiently to allow repayment without causing the class’s
expense ratio to exceed its expense limitation.
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Investor Class Advisor Class |
Expense Limitation 0.55% 0.85%
Limitation Date 9/30/11 9/30/11

Pursuant to this agreement, expenses in the amount of $82,000 were repaid
to the manager during the six months ended November 30, 2009. Including
these amounts, expenses previously reimbursed by the manager in the amount
of $1,655,000 remain subject to repayment at November 30, 2009. For the
six months ended November 30, 2009, the Advisor Class operated below its
expense limitation.

In addition, the fund has entered into service agreements with Price Associates
and two wholly owned subsidiaries of Price Associates (collectively, Price). Price
Associates computes the daily share prices and provides certain other adminis-
trative services to the fund. T. Rowe Price Services, Inc., provides shareholder
and administrative services in its capacity as the fund’s transfer and dividend
disbursing agent. T. Rowe Price Retirement Plan Services, Inc., provides subac-
counting and recordkeeping services for certain retirement accounts invested

in the Investor Class. For the six months ended November 30, 2009, expenses
incurred pursuant to these service agreements were $59,000 for Price Associates;
$468,000 for T. Rowe Price Services, Inc.; and $111,000 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 col-
lege savings plans managed by Price Associates may invest. As approved by
the fund’s Board of Directors, shareholder servicing costs associated with each
college savings 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
November 30, 2009, the fund was charged $243,000 for shareholder servicing
costs related to the college savings plans, of which $202,000 was for services
provided by Price. The amount payable at period-end pursuant to this agree-
ment is reflected as Due to Affiliates in the accompanying financial statements.
At November 30, 2009, approximately 7% of the outstanding shares of the
Investor Class were held by college savings plans.

The fund is also one of several mutual funds sponsored by Price Associates
(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
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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 $420,000 of
Spectrum Funds’ expenses, of which $298,000 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 16% of the outstanding shares of the Investor Class were
held by the Spectrum Funds.

The fund may invest in the T. Rowe Price Reserve Investment Fund and the

T. Rowe Price Government Reserve Investment Fund (collectively, the T. Rowe
Price Reserve Investment Funds), open-end management investment companies
managed by Price Associates and considered affiliates of the fund. The T. Rowe
Price Reserve Investment Funds are offered as cash management options to
mutual funds, trusts, and other accounts managed by Price Associates and/or its
affiliates and are not available for direct purchase by members of the public. The
T. Rowe Price Reserve Investment Funds pay no investment management fees.

As of November 30, 2009, T. Rowe Price Group, Inc., and/or its wholly owned
subsidiaries owned 15,344,742 shares of the Investor Class representing 2% 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 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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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 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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