
technology or energy. If you expect to invest in
several stock funds, consider diversifying over-
seas. Since international stocks do not usually
move in concert with U.S. stocks, they can
help smooth out the ups and downs of your
total stock holdings and increase the potential
for higher long-term returns. However, along
with these benefits comes a higher level of risk.
While political and economic instability, illiquid
markets, and regional concentration must be
considered, one of the primary concerns of
investing abroad is currency risk. As always,
the greater the risk you are willing to tolerate,
the greater your potential long-term growth
of capital.

Several types of mutual funds offer programs
that allow you to accomplish more than one
investment goal in a single investment. You
may need some income and some capital
growth, for instance. Instead of choosing sepa-
rate income and growth funds, you may prefer
a single fund that invests for both objectives.

The best time to invest
The markets will always fluctuate, and waiting
for the ideal moment is an exercise in futility.
Time is money in the investment world. You
want to put your money to work, add to it reg-
ularly if possible, and, if you can forgo the cur-
rent income, reinvest the earnings to benefit
from the power of compounding.

As the following chart shows, compounding
over time can mean a difference of hundreds of
thousands of dollars in investment returns. A
$2,000 investment at the beginning of each
year, which compounds monthly at a 5%
annual rate, is worth about $45,764 after 15
years, $101,960 after 25 years, and $456,913
after 50 years.

So when is the best time to invest? Answering
this frequently asked question is easy. The best
time is now.

Summary
Mutual funds offer a convenient, efficient way
to invest for income and capital growth. They
can help you realize your financial objectives—
but only if you invest in funds that are suitable
to your particular needs and circumstances.
Before investing, review your objectives, your
tolerance for risk, and your time horizons. Be
sure to read the prospectus and any other litera-
ture supplied by the fund before you become a
shareholder.

Request a prospectus or a briefer profile; each
includes investment objectives, risks, fees,
expenses, and other information that you should
read and consider carefully before investing.

Insights reports provide background information
on many aspects of investing. T. Rowe Price
Investment Services, Inc., Distributor.

f you have been reviewing your finan-
cial situation and realize you need to
invest more effectively to meet your
goals, you’ve already taken a big step 
in the right direction. The next step,
choosing those investments, may seem 

particularly daunting if you’re a new investor—
or just a busy person.

Don’t lose heart. A major advantage of decid-
ing to invest with mutual funds is that you don’t
need to know everything there is to know about
investing. Your major responsibility, discussed in
more detail later on, is to choose a fund whose
investment objective and risk level are suitable
for you. The portfolio manager’s task is to
invest a pool of money, including yours, in 
pursuit of the fund’s specific objective.

By investing with mutual funds, you gain
access to:

■ Professional management. With a mutual
fund, you pay a small annual fee to have your
investment managed by experienced profes-
sionals. The fund manager selects individual
securities, such as stocks, bonds, or money 
market instruments, that are intended to help the
fund achieve its particular objective. Many man-
agers work closely with a team of research and
credit analysts in making buy and sell decisions.

■ Diversification. Each mutual fund share you
own is one slice of a huge pie composed of many
different stocks, bonds, or other securities. The
greater the number and variety of holdings with-
in the portfolio, the smaller the impact on the
fund’s share price if a particular holding performs

badly. Of course, diversification cannot assure a
profit or protect against loss in a declining
market. Diversification is a cornerstone of risk
management. Funds are required by law to meet
certain standards of diversification, and many
funds exceed them. Most funds own anywhere
from several dozen to hundreds of different
securities—a degree of diversification that could
be impractical for you to match on your own.

■ Liquidity. It’s easy to sell your shares if you
need cash. You can sell them any business day at
the current market price less sales charges or
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I
How Mutual Funds Are Organized

A mutual fund company may offer anywhere
from one to more than a dozen different
types of funds. Each fund is incorporated
and has a Board of Directors or Trustees
that selects a manager or management team
to oversee the portfolio day to day. 

Two kinds of expenses are charged by all
mutual funds: a management fee, paid to the
investment advisor for managing the portfo-
lio, and a fee for administrative and servicing
costs (for example, shareholder recordkeep-
ing, mailing fund reports, disbursing divi-
dends, auditing fund statements, and so on).
The annual expenses are expressed as a per-
cent of fund assets and are deducted from
assets each day before the share price is 
calculated and any distributions are made.
Some funds charge another kind of annual
fee called a 12b-1, which is deducted from
fund assets to help pay for marketing costs.
You will find details on fees and charges at the
beginning of each fund’s prospectus.
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Average Weighted Maturity and Quality –
Numbers provided by money market and bond
funds to give you an idea of the fund’s potential
market and credit risk and its overall return, 
respectively. Other things being equal, the longer a
fund’s maturity and the lower its quality, the greater
its potential risk and reward—and vice versa.
Automatic Reinvestment – A fund’s dividend and
capital gain distributions are automatically used 
to buy more shares, enabling them to benefit from
compounding.
Distributions – Payments to shareholders of net
income earned on portfolio holdings or net gains
from the sale of securities in the portfolio. 
Diversification – Spreading investments among 
a number of securities or mutual funds to reduce
risk. Mutual funds must meet certain diversifica-
tion standards.
Equity Funds – Invest primarily in common stocks.
Fixed-Income Funds – Invest primarily in bonds 
or money market securities.
Management Fee – Charged by mutual fund 
advisors for managing the fund’s assets. 
Mutual Fund Company – A corporation or trust
that invests a pool of assets in pursuit of a specific
investment objective. 
Net Asset Value Per Share – The market value
(price) of one share of a mutual fund, found by
totaling the values of all the assets, deducting 
liabilities and expenses, and dividing the result
(net assets) by the number of shares outstanding. 

Load and No-Load Funds – Load funds charge a
commission to buy and sell shares; no-load funds
do not.
Profile – A summary of key information about
the fund, normally shorter than a prospectus. 
Prospectus – A booklet describing the fund. The
U.S. Securities and Exchange Commission
requires each prospectus to explain the fund’s
investment objectives, policies, and restrictions;
risks; fees and charges; and other information,
such as how shares can be bought and sold. 
Real Rate of Return – The total return on an
investment after subtracting the rate of inflation,
e.g., a fund that returns 10% for a year in which
inflation averages 4% has a “real” return of 6%.
Total Return – Measures the overall change in
value of an investment over a designated period of
time. A fund’s total return reflects any income
earned and the net increase or decrease in the share
price; it assumes that all distributions were invested
in additional fund shares during the given period.
Yield – A fund’s income for a given day or period
of time, expressed at annual rates, divided by its
share price on a particular day or its average price
for the particular period. Yield is not the same as
total return.

Money market

Conservative
Short-term bond
Moderate
Ginnie Mae (GNMA)
Intermediate-term bond
Aggressive
International or global

bond
Long-term bond
High-yield bond

Conservative
Balanced
Equity income
Moderate
Large- and medium-sized

company growth
Growth and income
Global stock
Aggressive
Small-company stock
International stock
Sector (e.g., precious 

metals, science and 
technology, health 
sciences)

Growth

Income

Stability

Some Types of Mutual Funds — by Objective

Insights Insights Insights





technology or energy. If you expect to invest in
several stock funds, consider diversifying over-
seas. Since international stocks do not usually
move in concert with U.S. stocks, they can
help smooth out the ups and downs of your
total stock holdings and increase the potential
for higher long-term returns. However, along
with these benefits comes a higher level of risk.
While political and economic instability, illiquid
markets, and regional concentration must be
considered, one of the primary concerns of
investing abroad is currency risk. As always,
the greater the risk you are willing to tolerate,
the greater your potential long-term growth
of capital.

Several types of mutual funds offer programs
that allow you to accomplish more than one
investment goal in a single investment. You
may need some income and some capital
growth, for instance. Instead of choosing sepa-
rate income and growth funds, you may prefer
a single fund that invests for both objectives.

The best time to invest
The markets will always fluctuate, and waiting
for the ideal moment is an exercise in futility.
Time is money in the investment world. You
want to put your money to work, add to it reg-
ularly if possible, and, if you can forgo the cur-
rent income, reinvest the earnings to benefit
from the power of compounding.

As the following chart shows, compounding
over time can mean a difference of hundreds of
thousands of dollars in investment returns. A
$2,000 investment at the beginning of each
year, which compounds monthly at a 5%
annual rate, is worth about $45,764 after 15
years, $101,960 after 25 years, and $456,913
after 50 years.

So when is the best time to invest? Answering
this frequently asked question is easy. The best
time is now.

Summary
Mutual funds offer a convenient, efficient way
to invest for income and capital growth. They
can help you realize your financial objectives—
but only if you invest in funds that are suitable
to your particular needs and circumstances.
Before investing, review your objectives, your
tolerance for risk, and your time horizons. Be
sure to read the prospectus and any other litera-
ture supplied by the fund before you become a
shareholder.

Request a prospectus or a briefer profile; each
includes investment objectives, risks, fees,
expenses, and other information that you should
read and consider carefully before investing.

Insights reports provide background information
on many aspects of investing. T. Rowe Price
Investment Services, Inc., Distributor.

f you have been reviewing your finan-
cial situation and realize you need to
invest more effectively to meet your
goals, you’ve already taken a big step 
in the right direction. The next step,
choosing those investments, may seem 

particularly daunting if you’re a new investor—
or just a busy person.

Don’t lose heart. A major advantage of decid-
ing to invest with mutual funds is that you don’t
need to know everything there is to know about
investing. Your major responsibility, discussed in
more detail later on, is to choose a fund whose
investment objective and risk level are suitable
for you. The portfolio manager’s task is to
invest a pool of money, including yours, in 
pursuit of the fund’s specific objective.

By investing with mutual funds, you gain
access to:

■ Professional management. With a mutual
fund, you pay a small annual fee to have your
investment managed by experienced profes-
sionals. The fund manager selects individual
securities, such as stocks, bonds, or money 
market instruments, that are intended to help the
fund achieve its particular objective. Many man-
agers work closely with a team of research and
credit analysts in making buy and sell decisions.

■ Diversification. Each mutual fund share you
own is one slice of a huge pie composed of many
different stocks, bonds, or other securities. The
greater the number and variety of holdings with-
in the portfolio, the smaller the impact on the
fund’s share price if a particular holding performs

badly. Of course, diversification cannot assure a
profit or protect against loss in a declining
market. Diversification is a cornerstone of risk
management. Funds are required by law to meet
certain standards of diversification, and many
funds exceed them. Most funds own anywhere
from several dozen to hundreds of different
securities—a degree of diversification that could
be impractical for you to match on your own.

■ Liquidity. It’s easy to sell your shares if you
need cash. You can sell them any business day at
the current market price less sales charges or
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Average Weighted Maturity and Quality –
Numbers provided by money market and bond
funds to give you an idea of the fund’s potential
market and credit risk and its overall return, 
respectively. Other things being equal, the longer a
fund’s maturity and the lower its quality, the greater
its potential risk and reward—and vice versa.
Automatic Reinvestment – A fund’s dividend and
capital gain distributions are automatically used 
to buy more shares, enabling them to benefit from
compounding.
Distributions – Payments to shareholders of net
income earned on portfolio holdings or net gains
from the sale of securities in the portfolio. 
Diversification – Spreading investments among 
a number of securities or mutual funds to reduce
risk. Mutual funds must meet certain diversifica-
tion standards.
Equity Funds – Invest primarily in common stocks.
Fixed-Income Funds – Invest primarily in bonds 
or money market securities.
Management Fee – Charged by mutual fund 
advisors for managing the fund’s assets. 
Mutual Fund Company – A corporation or trust
that invests a pool of assets in pursuit of a specific
investment objective. 
Net Asset Value Per Share – The market value
(price) of one share of a mutual fund, found by
totaling the values of all the assets, deducting 
liabilities and expenses, and dividing the result
(net assets) by the number of shares outstanding. 

Load and No-Load Funds – Load funds charge a
commission to buy and sell shares; no-load funds
do not.
Profile – A summary of key information about
the fund, normally shorter than a prospectus. 
Prospectus – A booklet describing the fund. The
U.S. Securities and Exchange Commission
requires each prospectus to explain the fund’s
investment objectives, policies, and restrictions;
risks; fees and charges; and other information,
such as how shares can be bought and sold. 
Real Rate of Return – The total return on an
investment after subtracting the rate of inflation,
e.g., a fund that returns 10% for a year in which
inflation averages 4% has a “real” return of 6%.
Total Return – Measures the overall change in
value of an investment over a designated period of
time. A fund’s total return reflects any income
earned and the net increase or decrease in the share
price; it assumes that all distributions were invested
in additional fund shares during the given period.
Yield – A fund’s income for a given day or period
of time, expressed at annual rates, divided by its
share price on a particular day or its average price
for the particular period. Yield is not the same as
total return.
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technology or energy. If you expect to invest in
several stock funds, consider diversifying over-
seas. Since international stocks do not usually
move in concert with U.S. stocks, they can
help smooth out the ups and downs of your
total stock holdings and increase the potential
for higher long-term returns. However, along
with these benefits comes a higher level of risk.
While political and economic instability, illiquid
markets, and regional concentration must be
considered, one of the primary concerns of
investing abroad is currency risk. As always,
the greater the risk you are willing to tolerate,
the greater your potential long-term growth
of capital.

Several types of mutual funds offer programs
that allow you to accomplish more than one
investment goal in a single investment. You
may need some income and some capital
growth, for instance. Instead of choosing sepa-
rate income and growth funds, you may prefer
a single fund that invests for both objectives.

The best time to invest
The markets will always fluctuate, and waiting
for the ideal moment is an exercise in futility.
Time is money in the investment world. You
want to put your money to work, add to it reg-
ularly if possible, and, if you can forgo the cur-
rent income, reinvest the earnings to benefit
from the power of compounding.

As the following chart shows, compounding
over time can mean a difference of hundreds of
thousands of dollars in investment returns. A
$2,000 investment at the beginning of each
year, which compounds monthly at a 5%
annual rate, is worth about $45,764 after 15
years, $101,960 after 25 years, and $456,913
after 50 years.

So when is the best time to invest? Answering
this frequently asked question is easy. The best
time is now.

Summary
Mutual funds offer a convenient, efficient way
to invest for income and capital growth. They
can help you realize your financial objectives—
but only if you invest in funds that are suitable
to your particular needs and circumstances.
Before investing, review your objectives, your
tolerance for risk, and your time horizons. Be
sure to read the prospectus and any other litera-
ture supplied by the fund before you become a
shareholder.

Request a prospectus or a briefer profile; each
includes investment objectives, risks, fees,
expenses, and other information that you should
read and consider carefully before investing.

Insights reports provide background information
on many aspects of investing. T. Rowe Price
Investment Services, Inc., Distributor.

f you have been reviewing your finan-
cial situation and realize you need to
invest more effectively to meet your
goals, you’ve already taken a big step 
in the right direction. The next step,
choosing those investments, may seem 

particularly daunting if you’re a new investor—
or just a busy person.

Don’t lose heart. A major advantage of decid-
ing to invest with mutual funds is that you don’t
need to know everything there is to know about
investing. Your major responsibility, discussed in
more detail later on, is to choose a fund whose
investment objective and risk level are suitable
for you. The portfolio manager’s task is to
invest a pool of money, including yours, in 
pursuit of the fund’s specific objective.

By investing with mutual funds, you gain
access to:

■ Professional management. With a mutual
fund, you pay a small annual fee to have your
investment managed by experienced profes-
sionals. The fund manager selects individual
securities, such as stocks, bonds, or money 
market instruments, that are intended to help the
fund achieve its particular objective. Many man-
agers work closely with a team of research and
credit analysts in making buy and sell decisions.

■ Diversification. Each mutual fund share you
own is one slice of a huge pie composed of many
different stocks, bonds, or other securities. The
greater the number and variety of holdings with-
in the portfolio, the smaller the impact on the
fund’s share price if a particular holding performs

badly. Of course, diversification cannot assure a
profit or protect against loss in a declining
market. Diversification is a cornerstone of risk
management. Funds are required by law to meet
certain standards of diversification, and many
funds exceed them. Most funds own anywhere
from several dozen to hundreds of different
securities—a degree of diversification that could
be impractical for you to match on your own.

■ Liquidity. It’s easy to sell your shares if you
need cash. You can sell them any business day at
the current market price less sales charges or
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Average Weighted Maturity and Quality –
Numbers provided by money market and bond
funds to give you an idea of the fund’s potential
market and credit risk and its overall return, 
respectively. Other things being equal, the longer a
fund’s maturity and the lower its quality, the greater
its potential risk and reward—and vice versa.
Automatic Reinvestment – A fund’s dividend and
capital gain distributions are automatically used 
to buy more shares, enabling them to benefit from
compounding.
Distributions – Payments to shareholders of net
income earned on portfolio holdings or net gains
from the sale of securities in the portfolio. 
Diversification – Spreading investments among 
a number of securities or mutual funds to reduce
risk. Mutual funds must meet certain diversifica-
tion standards.
Equity Funds – Invest primarily in common stocks.
Fixed-Income Funds – Invest primarily in bonds 
or money market securities.
Management Fee – Charged by mutual fund 
advisors for managing the fund’s assets. 
Mutual Fund Company – A corporation or trust
that invests a pool of assets in pursuit of a specific
investment objective. 
Net Asset Value Per Share – The market value
(price) of one share of a mutual fund, found by
totaling the values of all the assets, deducting 
liabilities and expenses, and dividing the result
(net assets) by the number of shares outstanding. 

Load and No-Load Funds – Load funds charge a
commission to buy and sell shares; no-load funds
do not.
Profile – A summary of key information about
the fund, normally shorter than a prospectus. 
Prospectus – A booklet describing the fund. The
U.S. Securities and Exchange Commission
requires each prospectus to explain the fund’s
investment objectives, policies, and restrictions;
risks; fees and charges; and other information,
such as how shares can be bought and sold. 
Real Rate of Return – The total return on an
investment after subtracting the rate of inflation,
e.g., a fund that returns 10% for a year in which
inflation averages 4% has a “real” return of 6%.
Total Return – Measures the overall change in
value of an investment over a designated period of
time. A fund’s total return reflects any income
earned and the net increase or decrease in the share
price; it assumes that all distributions were invested
in additional fund shares during the given period.
Yield – A fund’s income for a given day or period
of time, expressed at annual rates, divided by its
share price on a particular day or its average price
for the particular period. Yield is not the same as
total return.
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