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How Much Life
Insurance Do You
Need to Protect
Your Family?

In today’s economy, many individuals
are looking for ways to trim their
expenses. Although life insurance
coverage may seem like one possible
area to temporarily reduce or eliminate,
it can play a crucial role in ensuring
your family’s financial well-being.

Life insurance could replace your or
your spouse’s income and provide sup-
port for your family in the event that
either of you passes away. “To protect
your family’s future, it’s important to
have an adequate amount of life insur-
ance coverage, based on your age and
personal circumstances,” says Stuart
Ritter, CFP®, a financial planner with
T. Rowe Price. Following are some
guidelines for determining the appro-
priate amount of insurance coverage
needed for your family.

Determine How Much Coverage
You May Need

Begin by creating a time line for your
heirs. Visualizing the expected dura-
tion of their financial dependency
in a simple illustration can help you
establish the best strategy for replac-
ing your or your spouse’s income if
something should happen to either of
you. Some questions to consider:

e How old are you, your spouse, and
children (and any dependent parents)?

e How many more years are there until your
children leave home or go to college?

* How many more years before you are
able to retire?
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Next, determine your family’s likely
future financial requirements. (Remember
to account for inflation.) Each spouse
should consider the following:

e How much of your family’s current annual
expenses and savings (for college, retire-
ment, and other goals) are covered by your
spouse’s wages? What benefits, like health
insurance, are provided by your spouse’s
employer today?

e |f your spouse is the caregiver in the
family, how much is needed each month
to pay providers—such as full-time day
care—and for how many years?

e What financial needs might arise related
to the health and long-term care of your
parents or other family members?

Once you have a general idea of
how much you, as the surviving
spouse, and your family would likely
need and for how long, you can
determine how much life insur-
ance to purchase. “Generally, if you
already have money saved for par-
ticular goals, such as a college
education, subtract those amounts
from the insurance benefits you will
require,” says Ritter. Also subtract
any employer benefits you may
inherit from your spouse, such as
employer-provided life insurance. If
you have minor children at home,
you may be eligible for survivor ben-
efits from Social Security. Subtract
that amount from your anticipated
future needs. (For an estimate, visit
www.socialsecurity.gov.)

You also should consider any assets
you and your spouse have already
earmarked for retirement. For many
people, it’s best to let those assets
continue to grow tax-deferred. What’s
appropriate for you will depend on
your personal circumstances. The Life
Insurance Coverage Equation worksheet
on page 13 can help you determine how
much coverage is appropriate for your
family’s needs.

Manage Your Costs

After you determine how much insur-
ance you and your spouse will each
need, assess the cost of premiums over
the period during which your family
will require coverage. For example,
if your children will be finished with
college or your spouse expects to retire
soon, you may be able to purchase
less coverage since after that time
they may no longer need to rely on
insurance benefits to meet expenses.
“Although there are different types of
insurance available, term life insur-
ance tends to offer lower premiums
for temporary protection, generally
making it the most efficient way to
meet the goal of protecting your fam-
ily from financial hardship should you
pass away,” says Ritter.

Term insurance covers you for a
specific “term” or time period and
pays the beneficiary the face value
of the policy should you pass away
during the term. “Whenever possible,
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purchase a ‘renewable term,” Ritter
says. “That gives you the option of
renewing the policy and typically
means you cannot be denied cover-
age at the end of the term, even if
your health has seriously declined.”
The cost of term insurance typi-
cally depends on the amount of the
death benefit; the gender, age, and
health of the insured at the time of
purchase; the term of coverage; and
whether the protection is renewable.
Renewable policies with longer terms
generally charge higher premiums.
(These are called “level premium”
policies, and the premium typically
remains constant.) On the other
hand, shorter-term policies usually

The Life

charge lower premiums but tend to
increase them upon renewal.

“It's a cash management issue,”
Ritter says. “Determine whether you
have the cash on hand to pay the
additional premiums at present. If not,
you'll need to make sure you can
handle the higher premiums when you
renew your coverage.”

Adjust Your Coverage as

Your Situation Changes

Once you've finalized your insur-
ance coverage, be sure to review your
policy every few years. For example,
if you receive significant raises over
time, your family may require addi-
tional coverage to replace your higher

(Repeat for each spouse)

Amount of annual family “everyday” expenses

income. On the other hand, if your
savings have increased substantially
or you've received a large inheritance,
you may need less coverage.

The appropriate insurance cover-
age depends on your particular
circumstances. Selecting a policy
that fits within your budget and pro-
vides financial protection for your
family will help you achieve greater
peace of mind. &

Visit troweprice.com/estateplanning
to access the T. Rowe Price estate
planning section of our Web site.
Here you'll find tools and resources
that can help you assess the future
financial needs of your family.

Insurance Coverage Equation

currently paid for by your spouse’s earnings $ Current value of life insurance benefits
" Number of years coverage is needed YRS | cuali b your spouse f_or U
- are currently paying premiums $
#1 Lump sum needed* $
Annual health insurance benefits or other sup- P
plements provided by your spouse’s employer $_ i i | Current assets available $ 4
\ Number of years coverage is needed YRS 2
| #2 Lump sum needed* S ¢ | Total life insurance benefits available
4 i | through your spouse’s employer $ 4

Annual cost of replacing nonfinancial

support your spouse provides currently s ¢ | Annual Social Security survivor benefits provided
d Number of years coverage is needed YRS | i ¢ | tosurviving spouse and unmarried children under
) i | age 18, or age 19 if they are still in high school** : §

#3 Lump sum needed* $ : :
Numbe_r of years theS(_e family members will be
4 il #4 Lump sum of specific future needs, collecting such benefits — RS
\ such as a child’s college education $ Lump sum* $

> ‘ Total sum of Column A (1 through 4) | S |

[s_

‘ Total sum of Column B (1 through 4)

Subtract the total for Column B from the total for Column A to determine how much additional
life insurance coverage you may need to purchase: $

*Annual amount X number of years = lump sum **For more information about survivor benefits, visit www.socialsecurity.gov.
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n estate plan is a critical

element in a comprehensive

financial strategy. Having

a clear set of instructions
for how you wish your assets to be
managed and distributed after you
pass away Is important for every
individual and is not limited only

that you start by renewing and updating,
as needed, the beneficiary designations
on all your non-taxable investment
accounts—such as a Traditional IRA
or Roth IRA—along with all your life
insurance policies. That’s because those
beneficiary designations typically over-
ride anything you have specified in a will
or a trust. An exception is your 401(k):
Federal law states that a spouse is gener-
ally designated the primary beneficiary
unless he or she agrees in writing to an

to retirees and the very wealthy.
Like your asset allocation strategy,
your estate plan should be reviewed

annually to ensure that it still
reflects your intentions.

alternate beneficiary. You and your spouse
also should discuss your preferences for
titling your individual and joint assets
and then draw up the proper documents to
ensure that those assets pass to your heirs
accordingly.

One common legal document that can
help clarify your wishes upon your death
is a will. You and your spouse should
each draft one, possibly including provi-
sions for funding a bypass trust upon one

spouse’s death for tax purposes. With this

Over time, you'll likely experience life events that can
impact your financial resources or your family situa-
tion, such as getting married, having a child, buying a
home, or switching jobs. “You should make sure your
estate plan is flexible enough to change as your life
progresses,” says Christine Fahlund, CFP®, a senior
financial planner with T. Rowe Price. She recommends
the following strategies for updating your plan so that
it reflects your evolving needs.

KEEPING YOUR ESTATE PLAN CURRENT

Several major life events offer opportunities to review
and, if necessary, revise your plan. They include:

MARRIAGE OR DIVORCE
Marriage typically provides a wide variety of legal
rights and survivor benefit entitlements, including
Social Security benefits, wrongful death benefits, certain
veterans’ benefits, and exemption from estate and gift
taxes. Still, a marriage license does not guarantee that
your spouse will receive all your assets or that your
estate will pass to him or her tax-free.

Whether you are getting married or you are already
married, it is important for you and your spouse to
review your estate plan together. Fahlund recommends

type of trust, some or all of your solely

owned assets (with no beneficiary designa-
tions) go directly into the trust, thereby bypassing your
surviving spouse’s estate. While those assets normally
are accessible to your spouse under certain conditions,
any assets remaining upon your spouse’s death eventu-
ally will pass on to your children, grandchildren, or
other heirs according to the terms of the trust.

Because those assets never become part of the sur-
viving spouse’s estate, a bypass trust may help avoid
or reduce estate taxes upon the death of the surviving
spouse. This allows each spouse to take advantage of his
or her respective estate tax exclusion amount while still
providing for the surviving spouse’s financial security.
“Remember, a bypass trust can only be incorporated into
your estate plans while both of you are living,” cautions
Fahlund. “If one of you should pass away, the trust cannot
be established.”

Like marriage, divorce calls for a thorough review of
your estate plan as well as the redistribution of joint
assets and possible new agreements for future support.
Individuals who are unmarried should take extra care to

For a copy of the T. Rowe Price Estate Planning Guide,
visit troweprice.com/epg, or call our Investment
Guidance Specialists at 1-800-401-1819.
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ensure their beneficiary designations are current. Without
a will, for example, beneficiary designations may be a
single person’s primary means of distributing assets.

Strategy: Establishing Wills and Other
Important Documents
e [f you are married, you and your spouse should each
draft your own will to ensure that your wishes are
carried out upon your death.

e Consider creating a trust or trusts, since wills are
public records and must be filed in court. Generally,
trusts can be kept private. (For detailed information,
see the Trust Basics sidebar at right.)

e If you are getting a divorce, you may need a Qualified
Domestic Relations Order. This document establishes
any entitlements your ex-spouse may have to assets
within your employer-sponsored retirement savings
plan. You also should consider drafting a new will.

REMARRIAGE

Planning support for a new spouse or a blended family can
be complicated. Because these parties may have different
needs and expectations, an estate plan can help relieve
any current tensions and create a smooth distribution of
assets later on.

Strategy: Providing for Multiple Heirs

If one or both spouses have children from a previous
marriage, consider creating a Qualified Terminal Interest
Property (QTIP) trust under your will. This type of trust
enables the surviving spouse to receive income from the
trust’s assets for life while the remaining principal is
ultimately left to the children of the prior marriage. “A
QTIP trust controls who ultimately inherits the assets,”
Fahlund explains, “while at the same time taking advan-
tage of the unlimited marital estate tax deduction and
providing lifetime income for the surviving spouse.”

PROVIDING FOR CHILDREN OR GRANDCHILDREN

If you have minor children or children with special needs,
there are some steps you can take to make sure they are
properly cared for in the event of your death. First, it is
important to name a guardian in your will. Otherwise, a
court would determine who cares for them. Then consider
which type or types of trusts may efficiently provide for
your children after you are gone. “If you set up a trust,”
advises Fahlund, “consider designating different indi-
viduals as guardian and trustee to help avoid possible
conflicts of interest.”

Strategy: Maintaining Privacy, Managing Taxes

To ensure privacy for your heirs, you may want to
establish a “pour over” will and set up a revocable trust.
Because a revocable trust can be changed during your

T. ROWE PRICE INVESTOR SEPTEMBER 2009

Trust Basics

There are several types of trusts that can transfer assets
efficiently while helping you achieve a variety of personal
goals. However, because the IRS imposes strict rules for any
assets to be excluded from your taxable estate, it is impor-
tant to consult with an estate planning attorney to determine
which types of trusts are appropriate for your family’s needs.
You may wish to consider the following:

IRREVOCABLE LIFE INSURANCE TRUST

Often, the death benefits from life insurance poli-
cies are very large and can inflate the size of an
individual’s taxable estate. If this type of trust owns
the policies instead, the death benefits are paid
directly to the trust, allowing them to then pass on
to your beneficiaries estate tax-free.

CHARITABLE REMAINDER TRUSTS

These irrevocable trusts allow you to support your
beneficiaries while still ensuring that a portion of
your estate passes to a favorite charity. Assets in
the trust can be used to provide income for your
beneficiaries—for either a specified period of time
or for their lifetime. After that, any remaining assets
pass to the charity or charities named in the trust.

lifetime, it is flexible enough to accommodate a growing
family’s needs. The pour-over will allows your executor
to distribute any assets that are part of your estate into
the revocable trust.

e Use the trust documents to identify your heirs and
dictate how and when the assets in your estate will
be managed and distributed to them. In most states,
using a revocable living trust agreement protects
the privacy of your intentions because the trust
documents do not have to be filed in court.

e [f you have adult children and wish to leave money
directly to them, consider designating them as
beneficiaries of your retirement accounts instead
of simply naming them in your will. These desig-
nations create a variety of benefits for your heirs.
With assets in retirement accounts, for example,
a non-spousal beneficiary may be able to spread
distributions and tax obligations over time.

e For your taxable investments, you typically can
name a beneficiary using a payable-on-death or
transfer-on-death designation.

e With any beneficiary designations, you should
understand what will happen if one of your ben-
eficiaries predeceases you. For example, if you



have two children named as beneficiaries on your
account per capita and one of those children
dies before you, his or her share typically would
pass to the remaining beneficiary. If you stipu-
late that your accounts be distributed per stirpes,
however, the share of the deceased child typi-
cally would pass to his or her descendants. (Note:
T. Rowe Price defaults to the per capita distribu-
tion method unless you specify otherwise.)

MAINTAINING FLEXIBILITY

Just as your family needs will change, your financial
situation also is likely to evolve over time. Accordingly,
the following financial events may lead you to update
your estate plan:

PROPERTY TRANSACTIONS

It’s important to understand the estate planning conse-
quences of different titling options for various types of
property, including bank accounts, cars, and real estate.

Strategy: Designating Titles
The manner in which your property is titled will deter-
mine how it will be transferred upon your death.
e Sole ownership. The property passes to the owner’s
heirs based on what’s stipulated in the will or per
the law in the owner’s state of legal residence.

e Joint tenancy with right of survivorship. The property
avoids probate and passes directly to the surviving
joint tenant(s). When only one survivor remains,
that person becomes the sole owner.

e Tenants-in-common. Two or more persons own the prop-
erty, but without survivorship rights. The deceased
owner’s interest passes to his or her heirs according
to the will, while the surviving co-owner still owns
his or her share.

Visit troweprice.com/getorganized to request our free
interactive T. Rowe Price Family Records Organizer CD.

It gives you a single place to store personal information
regarding investments, insurance, wills, and more.

EMPLOYMENT CHANGES

Starting a new job, changing careers, or retiring can affect
your assets and your estate plan. Depending on your
personal circumstances, you may need to amend your ben-
eficiary designations and other important documents.

Strategy: Monitoring Retirement Accounts

Keep track of any pension and retirement accounts that
you have established with past employers, and be sure to
review all the beneficiary designations for each account.
Then consider consolidating all of your retirement plan
assets into one rollover IRA to keep your investments
organized, clearly diversified, and easier to monitor. (For
more information, see Ask T. Rowe Price on page 5.)

A successful estate plan can adapt as your family cir-
cumstances change. Because each state has its own laws
governing estate taxes, consider consulting an estate
planning attorney who can identify and implement
appropriate solutions for your situation. No matter what
your goals are, having an estate plan in place can provide
valuable peace of mind for you and your heirs. &

Other Important
Legal Documents

Following are some additional
estate planning strategies that
can help ensure your wishes are
carried out.

REVOCABLE LIVING TRUST

You can manage your assets and have them
dispersed according to your wishes, without
going through probate, by holding them in a
revocable living trust. During your lifetime,
you can be the trustee and if you become
incapacitated, the designated successor
trustee of your choosing can take over the
responsibilities on your behalf.

DURABLE POWER OF ATTORNEY (POA)

With a financial or medical POA, you identify
individuals to act on your behalf for medical
care and/or financial transactions. It is impor-
tant to let your financial institutions know who
has POA over your finances. Some institutions
may require additional internal documentation
or recertification procedures to verify a POA,
so it is often helpful to address these issues
ahead of time, before your designee will need
to act on your behalf.

SEPTEMBER 2009 T. ROWE PRICE INVESTOR
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he events of the past year have unnerved even seasoned investors, leading many to
question the viability of equities and seek safety in less volatile investments. While
every situation is unique, and no one can predict market behavior, a look back at
history indicates that current investor sentiment is nothing new—we’ve heen down this

road before. And compelling evidence still exists that following the fundamental rules of
investing—asset allocation, diversification, and periodic rebalancing—continues to offer
the greatest potential for achieving your financial goals.

REFLECTING ON THE PAST

“A common mistake many investors have
made time and again is assuming that recent
financial trends will continue indefinitely,”
says Stuart Ritter, CFP®, a financial planner
with T. Rowe Price. The following examples
illustrate how individuals throughout his-
tory have allowed emotions to guide their
financial decisions, disregarding time-tested
principles of investing.

The Gilded Age
The period leading up to 1893 is often
called the Gilded Age, referring to the vast
fortunes and opulent lifestyles enjoyed
by industrialists during those years. The
building of American railroads had created
a speculative bubble on Wall Street. It was
an optimistic era, buoyed by the belief that
a new industrial age would revolution-
ize American business. Overly confident
investors drove up market valuations, but
the Philadelphia & Reading Railroad soon
failed, contributing to a stock market col-
lapse. A run on banks ensued, followed by
many suspending operations entirely.!
These events led to financial panic on
Wall Street and in other parts of the coun-
try. Individuals who had overinvested in
railroads and other industrials instead of
maintaining properly diversified portfolios
suffered critical losses. Gilded Age inves-
tors had placed too much confidence in a
new technology and felt they could ignore
the established rules of investing.

The Great Depression

Unlike the collapse of the Philadelphia & Reading Railroad, it is difficult
to pinpoint a single specific cause of the Great Depression. During the
decade that preceded the Depression, known as the Roaring Twenties,
stocks experienced explosive growth. Lured by potentially large gains,
investors began to believe that equity returns would continue to rise
indefinitely. But such rapid growth is generally unsustainable over long
periods and in October 1929, equity prices plummeted.

As share prices fell, a herd mentality set in. Frightened investors flooded
the market with sell orders, temporarily shutting down the ticker-tape
service that provided traders with stock prices. This lack of information
increased investors’ fears, leading to even more panicked selling. As the
Depression deepened and job losses mounted through the early 1930s,
some economists began to question not only the fundamental rules of
investing but capitalism itself.?

A Decade of Limited Growth

During the 1970s, a serious economic downturn shook the confidence of
people in both business and government. Fueled in part by oil price hikes
and “stagflation” (stagnant business activity coupled with inflationary
prices and high unemployment), the downturn included a severe bear
market. Stocks had an average annualized return of 5.86% while infla-
tion stood at 7.37%, leading to negative real returns over the course of
the entire decade. A common belief at the time was that the old rules
of investing no longer applied and stocks were essentially worthless.?
Individuals responded by moving capital out of the stock market and
into alternative investments such as gold, futures, and insurance poli-
cies. “In 1982, only a few years later,” remarks Ritter, “we saw the start
of one of the greatest bull markets in American economic history.” The
chart on page 20 shows the opportunity cost of investing in gold instead
of the stock market from the end of 1980 through the end of 2008.

Causes of Bank Suspensions in the Panic of 1893,” Mark Carlson, Federal Reserve Board.
2“Stock Market Crash of 1929,” investopedia.com, A Forbes Digital Company.
*“The Death of Equities,” BusinessWeek, August 13, 1979.
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Investing in Gold Instead of the Stock Market

If an individual had invested a hypothetical $100 in gold on December 31, 1980, the
investment would have been worth $150 on December 31, 2008. On the other hand,
a $100 investment in the S&P 500 would have appreciated to $1,456 over the same period.
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The Standard & Poor’s 500 Index (S&P 500) is a sample of widely held stocks from companies in
leading industries of the U.S. economy and is considered the benchmark for U.S. equity
performance. This chart is for illustrative purposes only. It is not possible to invest directly in an
index. Past performance cannot guarantee future results.

Source: Bloomberg; calculations by T. Rowe Price. Assumes physical investment in gold.

A Return to Prosperity—Followed Again by a Steep Decline
During the 1990s, the country enjoyed a period of sustained economic
growth. Once again, due to the robust stock market, many individuals
believed that prosperity was the norm and downturns, if they occurred at
all, would be mild. Investor enthusiasm over the rise of the Internet pre-
cipitated a dot-com equity market bubble from 1995-2000, driving market
valuations of Internet stocks to record highs. In March 2000, however, this
surge ended and was followed by a worldwide recession.*

There are obvious parallels between the dot-com bubble of the late
1990s and the railroad bubble a century earlier. Technology was the trend
in both cases, and investors erred in believing that a new industry had
changed the rules of investing in some fundamental way.

A COMPLETE PORTFOLIO INVESTMENT

Building a portfolio to meet an investment goal is easy if you select
funds that already combine a variety of investment types, such as
U.S. and international stocks, bonds, and short-term holdings. T. Rowe
Price’s asset allocation funds provide complete portfolios in a single
low-cost, professionally managed investment.

For detailed information about each of the funds, visit
troweprice.com/assetallocation or call one of our Investment

INSIGHTS FOR INVESTING

As illustrated in the previous examples,
when it comes to investing, emotional
decision-making rarely achieves the
intended results and often has negative
consequences for long-term portfolios.
This is because no one can predict with
certainty how long a trend will last.

“Individuals usually focus on a mar-
ket trend most when it has reached its
extreme peak or a sharp decline,” says
Ritter. “And ironically, that’s often when
it’'s most likely to turn around. These
investors tend to buy when equity prices
are high and sell when they’re low, the
exact opposite of what they need to do to
achieve their goals.”

Determine Your Asset Allocation
Given the number of factors that can
influence stock prices in the short term, it
can be extremely difficult to predict their
movements. Rather than trying to time the
market, investors should remain focused
on their goals and create appropriate asset
allocation strategies to achieve them.

“If you make a decision about money that
you expect to use in 50 years based on what
happened in the past six months, you're
going to make an inappropriate investment
decision. The real purpose of investing,”
Ritter emphasizes, “is to achieve a specific
goal—and you need a strategy related to
that goal, not predictions of future market
behavior.” An essential consideration when
establishing your asset allocation is your
time horizon because short-term market
risk becomes less of a factor the longer you
hold an investment.

When calculating your time horizon,
consider not only the amount of time until
you reach your goal but also the number
of years that you will need to rely on your
investment. The combination of these
two time periods should determine how
you allocate your portfolio across stocks,
bonds, and short-term investments. The
Investing by Time Horizon chart on page
21 highlights sample goals and correspond-
ing asset allocation recommendations.

“Appropriate asset allocation doesn’t
ensure that you will never see a loss. What

Guidance Specialists at 1-800-401-1819.

T. ROWE PRICE INVESTOR SEPTEMBER 2009

“The Greatest Market Crashes,” investopedia.com,
A Forbes Digital Company.



Investing by Time Horizon

The following chart makes it easy to determine an appropriate investment mix.
First, locate the hox in the left-hand column that corresponds to your goal. Next, find your time horizon
(shown in years across the top of the chart) and read down to find your recommended portfolio.

Years Before You Reach Your Goal Years After You Reach Your Goal

25 20 15
20%
:‘nvtt'estmg f;]Tr 100%
etiremen 80%
25 20 15 10 5 0 5
Short Term
20%
100% Money Market Securities,
Certificates of Deposit, Bank Accounts,
and/or Short-Term Bonds
Icnvlfstmg for 100%
ollege 80%
Fixed Income
l 70% Investment-Grade Bond
I 20% High-Yield Bond

mmmm 10% International Bond

10 5 0 5 10 15 20 25

25 20 15 10 5 0 -
Equity

60% Large-Cap Stock

I 20% Mid-/Small-Cap Stock
I 0% International Stock

Investing for

a Specific
Purchase

fIn the Investing for Retirement time line, the number zero shows
an investor at age 65. Use this as a reference to find your age
(10 to the left of zero shows you at age 55; 10 to the right of zero
shows you at age 75).
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it does do is provide you with an appropriate
balance of short-term stability and long-
term potential growth for your particular
time horizon. It also can help keep you
focused on your strategy if you see a drop in
the value of your portfolio,” explains Ritter.

Diversify Your Holdings

Since investments may behave differently
under various market conditions and
stages of the business cycle, it’s important
to diversify your investments within each
asset class. If your investments are spread
out over a variety of sub-asset classes, a

Automatic IRA
Rebalancing Service

T. Rowe Price offers an automatic IRA Asset Rebalancing Service to
help you maintain a consistent allocation among your T. Rowe Price
IRA mutual fund accounts—regardless of market fluctuations. To

qualify for this free quarterly service, all you need is an IRA mutual
fund balance of $10,000 or more at T. Rowe Price.

Don't let market swings disrupt your retirement portfolio strategy.
To learn more about the IRA Asset Rebalancing Service, visit
troweprice.com/irarebalance or call us at 1-800-401-1819.

Recovering From Past Recessions

Looking at past recessions and their impact on the stock market can be reassuring as well as informative. In general, stocks have
tended to recover well in advance of the overall economy, often posting some of their biggest gains early on in the process. The
following table shows the amount of time the market has taken to break even after previous recessions:

B Decline From Peak to Recession Low (%)

Recovery
Time** > 6.9 months
60% 60%
40/ f21 40,
20t 200 17.0
0 0
-20} 200
208 148
-40} 40|
-60L -60
Recovery
Time** > 70.5 months
60% 60%
a0l 38.0 40!
20 20
0 0
200 20 371
-40¢ -40
g0l 482 60

5.9 months

3.6 months

311

[ Principal Return From Recession Low After Six Months (%)

11 months
60% -

40 310

20t

2200
-20.7
400

2.8 months
60% - 58.3

401

200

-27.1

[ ] Principal Return From Recession Low After 12 Months (%)

60% -

401

20t

60% -

401

20¢

-20

-40L

60l

3.1 months

r-13.9

30.7
24.9

4.2 months

| 199

278 29.1

60% -

60% -

401

201

200

-40

60l

21.7 months

43.7

[ -36.1

70.7 months

18.9

-125

| -36.8

Source: T. Rowe Price. Past performance cannot guarantee future results. This chart is for illustrative purposes only and does not represent the performance of any specific security.
*Low date for the S&P 500 Index during recession, as defined by the National Bureau of Economic Research.
**Months needed for S&P 500 Index to recover to its prerecession peak from its recession low.
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decline in one industry or sector often
can be balanced by stability or increases
in others. “By diversifying,” says Ritter,
“you are seeking to take away the more
extreme losses.”

You should include exposure to domes-
tic and international equities by selecting
small, mid-size, and large firms. Likewise,
diversify your bond holdings by choos-
ing domestic and international bonds that
vary by maturity and credit quality. In the
lower right portion of the Investing by
Time Horizon chart on page 21 are sugges-
tions about diversifying at the sub-asset
class level within equity, fixed-income,
and short-term allocations. (Diversification
cannot assure a profit or protect against
loss in a declining market.)

Keep Your Portfolio on Track

Ritter recommends reviewing your invest-
ments at least once a year (no more than
four times) to ensure that they continue
to be appropriate for your time horizon.
During periods of increased volatility,
whether the market is going up or down,
your portfolio is likely to drift from your
target. You can restore your portfo-
lio’s original allocation by selling assets
in overweighted classes and directing
the proceeds to underrepresented asset
classes. (Keep in mind there may be
tax implications.) After a year of steep
declines, it may feel “safer” not to take
action, but waiting to rebalance could
increase your inflation risk if your imbal-
anced portfolio has less growth potential
than your original target allocations.
For long-term goals, such as retire-
ment, the risk of an unattended portfolio
potentially could do more harm than
occasional market declines.

“Take care not to react to every market
cycle,” notes Ritter. “It's wise to avoid con-
stantly checking your portfolio, because this
can lead you to base your investing deci-
sions on short-term results.”

REMAINING FOCUSED
ON THE LONG TERM

“Understanding major market events of the
past, how individuals responded to them,
and the consequences of those actions can
help today’s investors see that however

unique it may seem, the current market situation is only different in terms
of the factors that contributed to it,” says Ritter. “The U.S. economy has
always recovered from previous downturns. And a bull market has followed
every bear market.” (See the Recovering From Past Recessions chart on page
22 for more information.) Of course, past performance cannot guarantee
future results, but by remaining focused on the long term, you can build a
portfolio to help sustain you through market volatility and changing eco-
nomic conditions. “We’ve been here before, and we will most likely be here
again,” Ritter remarks. “What’s important is to recognize that while trends
are generally temporary, the fundamental principles of investing are the
bedrock of a solid financial plan.” &

Taking a Look Back

To better understand why investors reacted as they
did to past recessions, it’s helpful to look at public
sentiment voiced by traditional media at the time. If
these quotes seem familiar, it could be because the
news has been full of similar statements about
the recent economic situation.

depression is appearing
in discussion for the first time in decades..:
& In the' U.S¥a Gallup poll'published last*
month found that 46% of adults feared *
a‘depressions similar to the classic one_™
7 S of the 1930s%
TIME Magazine, September 9, 1974

Falling real estate prices and the fragile
state of the banking system make this
recession unlike any other and extremely
difficult to forecast.

The Wall Street Journal, February 7, 1991

Now we need to adjust to a new set of
realities and face the fact that this time
it is different. This time the market won’t

be so quick to bounce back.
FORTUNE Magazine, September 28, 1998
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Recognized as a “great way to save for college,” the
T. Rowe Price College Savings Plan was listed among
Kiplinger.com’s “top five plans” and tagged as “Best for

.m Overall Investment Mix.” According to Kiplinger.com,
“529 plans are only as good as their underlying

mutual funds. That’s why we like [Alaska’s] T. Rowe
Price College Savings Plan.”

In selecting the T. Rowe Price College Savings Plan,
Kiplinger.com considered the plan’s underlying mutual
fund options and lower expenses. All funds are subject to
market risk, including possible loss of principal. &

Source: Kiplinger.com, 6/26/09.

T. Rowe Price manages three 529 plans, the T. Rowe Price
College Savings Plan, the Maryland College Investment
Plan, and the University of Alaska College Savings Plan.
The T. Rowe Price College Savings Plan is offered by the
Education Trust of Alaska. You should compare this Plan
with any 529 college savings plan offered by your home
state or your beneficiary’s home state and consider, before
investing, any state tax or other benefits that are only avail-
able for investments in that state’s plan.

To learn more about saving for college, visit
troweprice.com/college or call 1-800-401-1819.

T. Rowe Price
U.S. Large-Cap Core Fund

T. Rowe Price is pleased to announce the opening of the
U.S. Large-Cap Core Fund (TRULX). The fund seeks
long-term growth with a moderate risk approach that
blends growth and value investing styles. Its emphasis
on domestic large-cap stocks provides investors with
equity exposure while also offering low expenses and
diversification through investments in 50-75 compa-
nies. The fund is subject to market risk, including
possible loss of principal. &

For more information about the T. Rowe Price
U.S. Large-Cap Core Fund, visit troweprice.com/lcf
or call 1-800-401-1819.
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T. Rowe Price
Funds Listed

Among Morningstar’s

Analyst Picks

Morningstar’'s 2009 list of 192 Analyst Picks
includes 26 T. Rowe Price funds as of 7/23/09.
Morningstar®, a leading provider of independent
investment research, updates its quarterly picks
on a category-by-category basis, while consid-
ering factors such as low cost, experienced
fund management, consistent fund strategy, and

focus on investors’ interests.

Emerging Markets Stock

Equity Income
Financial Services
Global Stock
Health Sciences
High Yield
International Bond
Mid-Cap Value
New America Growth

Personal Strategy
Income

Real Estate
Retirement 2005
Retirement 2010

All mutual funds are subject to market risk,

Retirement 2015
Retirement 2020
Retirement 2025
Retirement 2030
Retirement 2035
Retirement 2040
Retirement 2045
Retirement 2050
Retirement 2055
Short-Term Bond
Spectrum Income
Tax-Free High Yield

Tax-Free Short-
Intermediate

including possible loss of principal. &

Source: Morningstar.com.

For more information about T. Rowe Price
mutual funds, visit troweprice.com/mutualfunds

or call 1-800-401-1819.
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Online Research Tools

Sound investment decisions are based on timely, relevant
information. That’s why T. Rowe Price offers Market
News & Research. Whether you're looking for break-
ing news, fundamental analysis on a specific company,
or earnings estimates for prospective investments, this
online planning and research resource can help you make
informed decisions.

FEATURES INCLUDE:
e News and market content provided by MarketWatch® Inc.

e Powerful research tools for both mutual funds
and stocks

e Savable stock screeners

e Analyst information

e Chartings capabilities

e In-depth company financial data

e Calendars tracking earnings and economic events

You can rely on Market News & Research to provide you
with up-to-the-minute investment information to help
you navigate today’s fast-moving markets. &

For immediate access, visit troweprice.com/research.

The T. Rowe Price
Family Center

Teaching Kids How to Save and
Manage Money Responsibly

In May 2009, T. Rowe Price launched the Family
Center, an interactive Web site dedicated to helping
families have valuable discussions about money. The
online resource offers lessons from parents
reflecting on their experiences about money
and an interactive game, The Great Piggy Bank
AdventuresM, This online game and the
INNOVENTIONS at Epcot® theme park experience of
the same name are designed to teach children basic
financial principles in an educational, yet fun way.
They both offer a captivating experience with talking
piggy banks and big bad wolves and provide parents a
great opportunity to begin discussions with their
children about managing money. &

Visit troweprice.com/adventure to access the T. Rowe Price
Family Center or to learn more about The Great Piggy Bank
Adventure®™ online game and theme park experience.

T. Rowe Price Perspectives

Stay up to date on financial and investing trends and
recent market activity with expert views, analysis,

and market reports available from T. Rowe Price.
You'll find:

FINANCIAL PLANNING INSIGHTS

THE GREAT
PIGGY BANR
ADVENTURE

presented by '|. RowePXice

Investment guidance from T. Rowe Price CERTIFIED FINANGIAL PLANNER™ |+ e ot sens s i

practitioners, in response to investors’ most pressing concerns.

VIEWPOINTS
Timely commentary from T. Rowe Price managers concerning the

economy, various industries and sectors, and other investing topics.

MARKET WRAP-UPS
Weekly, monthly, and quarterly performance data, analysis, and
reports for U.S. and global stock and bond markets.

SPECIAL REPORT ON MARKET EVENTS

News and information on evolving market events as well as market

and economic insights from T. Rowe Price experts. &

For the latest market, investing, and financial
information, visit troweprice.com/perspectives.
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The Mysterious Dollar $ign

The dollar sign is one of the most ubiquitous symbols used by multiple countries throughout the
world today. And although the dollar was adopted as the United States’ legal tender in 1785, not
even the Treasury Department knows the definitive origin of its symbol.

A Patriotic Proposition

A popular theory among some historians proposes that
the dollar mark resulted from superimposing the United
States’ “U” and “S.” This explanation holds that, over time,
Americans discarded the bottom curve of the U, leaving an S
struck through with two vertical lines. However, critics note
that the sign’s first known use predated U.S. independence—
making it unlikely that the country’s initials inspired the
symbol. There is also no trace of evidence from old manu-
scripts to support this claim.

Modeling the Spanish Dollar

Renowned mathematics historian Florian Cajori contrib-
utes to the debate in his book, A History of Mathematical
Notations (Vol. II). Cajori, considered one of the foremost
authorities on the origin of the currency mark, details
theories from multiple sources supporting a widely accepted
explanation that the dollar sign developed from the evolu-
tion of the symbol for the Spanish peso—also called the
piastre—which circulated freely in the colonies prior to the
American Revolution.

One theory claims the symbol could hark back to the
Spanish currency’s connection with the figure 8. Pesos were
commonly referred to as pesos de ocho or “pieces of eight,”
because a single Spanish dollar was equivalent to eight
smaller monetary units, called reales. One Spanish coin bore
a mark of 8 between two pillars, leading some historians to
conclude that those who wrote the symbol superimposed the
pillars on top of the 8. Other theories involve a combination
of P and 8 (for “pieces of eight”) or R and 8 (for eight reales).
Cajori argues that there isn’t sufficient evidence behind these
claims, however.

The most convincing theory relates to the fact that all
three of the names used for the Spanish dollar began with
the letter p—peso, piastre, and “piece of eight”—and the
plural form of each was often abbreviated as p®. Predating
the 1800s, this usage was prevalent, and Cajori theorizes that
English colonists in the late 18th century combined the p and
the s into one symbol in order to write them together more
easily. When written in formal script, the simplest way to
merge the letters was to drop the curve of the p and leave a
vertical line through the s. Use of the symbol with two lines
evolved shortly thereafter.

Historians are likely to continue debating the origin of the
dollar sign. This overall lack of consensus represents a blank
spot in the historical record for one of the most widely rec-
ognized symbols in the world. &

Source: Cajori, Florian. A History of Mathematical Notations (Vol. II). Chicago: Open Court Publishing, 1929.



RISK/REWARD POTENTIAL

MONEY MARKET

Tax-Free

CA, MD, NY Tax-Free Money
Summit Municipal Money Market*
Tax-Exempt Money

Taxable

Prime Reserve

Summit Cash Reserves*

U.S. Treasury Money

RISK/REWARD POTENTIAL

Tax-Free

MD Short-Term Tax-Free Bond
Taxable

Short-Term Bond

Tax-Free

Summit Municipal Intermediate™

Tax-Free Short-Intermediate
Taxable

GNMA

New Income

Summit GNMA*

U.S. Bond Index

T. Rowe Price Funds

Categorized hy
Risk and Return Potential

Tax-Free

CA, GA, MD, NJ, NY, VA Tax-Free Bond

Summit Municipal Income*
Tax-Free Income

Taxable

Inflation Protected Bond
Strategic Income

U.S. Treasury Intermediate

BOND

Spectrum Income

RISK/REWARD POTENTIAL

Retirement 2035, 2040,
2045, 2050, 2055

Spectrum Growth

Spectrum International

STOCK

Blue Chip Growth

Capital Opportunity
Diversified Mid-Cap Growth
Equity Index 500

Growth & Income

Growth Stock

Mid-Cap Growth

New America Growth
Small-Cap Value
Tax-Efficient Equity

Total Equity Market Index
U.S. Large-Cap Core

. Tax-Free Personal Strategy Income Domestic
= Tax-Free High Yield Retirement 2005, 2010 Capital Appreciation
w Taxable Retirement Income
==
<2 Corporate Income
B International Bond =
(==
o3 =]
= =
© o
= o
—
Taxable =4 Balanced Domestic
Emerging Markets Bond [ Personal Strategy Balanced Dividend Growth
High Yield ﬁ Retirement 2015, 2020, 2025, 2030 Equity Income
U.S. Treasury Long-Term 2 Value
Personal Strategy Growth Domestic Mid-Cap Value International/Global

European Stock

Global Large-Cap Stock
Global Stock

International Equity Index
International Growth & Income
International Stock
Overseas Stock

Domestic

Diversified Small-Cap Growth
Extended Equity Market Index
Financial Services

Health Sciences

International/Global
Global Real Estate
International Discovery
Japan

—_
=
=
=
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=
=)
-
a
=
=
=
o
=
o
=

New Era

New Horizons

Real Estate

Small-Cap Stock

Domestic International/Global

Media & Telecommunications Africa & Middle East

Science & Technology Emerging Europe &

Mediterranean

Emerging Markets Stock

Global Technology
Latin America
New Asia

D 4

An investment in the money market funds is 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. *$25,000 minimum.

Funds are placed in general risk/return categories based on their past performance or, for newer funds, the performance of the types of securities in which they invest. There is no assurance past trends will continue.

T Rowe Price Investoris published quarterly by T. Rowe Price as an exclusive, no-cost service to its customers for informational purposes only. Copyright ©2009 by T. Rowe Price Associates, Inc. All Rights Reserved. Certain infor-
mation herein has been provided by independent third parties whom T. Rowe Price believes to be reliable. Although all content is carefully reviewed, it is not guaranteed for accuracy or completeness. T. Rowe Price cannot be held
responsible for any direct or incidental loss incurred by applying any of the information in this publication. Third-party trademarks appearing in this publication are the property of their respective owners; all other trademarks are
the property of T. Rowe Price Group, Inc. Third-party Web sites are provided solely for your convenience. T. Rowe Price is not responsible for the information contained in any third-party Web site. T. Rowe Price (including T. Rowe Price
Group, Inc., and its affiliates) and its associates do not provide legal or tax advice. Any tax-related discussion contained in this publication, including any attachments, is not intended or written to be used, and cannot be used,
for the purpose of (i) avoiding any tax penalties or (ii) promoting, marketing, or recommending to any other party any transaction or matter addressed herein. Please consult your independent legal counsel and/or professional
tax advisor regarding any legal or tax issues raised in this publication. 87491
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“Many of T. Rowe Price’s

bond funds have been stars
il"l thiS downturn...” Morningstar, 12/30/08

T. ROWE PRICE: A FIXED-INCOME LEADER

T. Rowe Price fixed-income funds have been
recognized as strong performers during
the recent economic downturn thanks to
the quality of our research staff and fund
managers. In fact, 82% of our bond funds
have a 4- or 5-star Overall Morningstar
Rating™ as of 6/30/09.*

T.RowePrice‘ﬁn

INVEST WITH CONFIDENCE

We offer 26 no-load bond funds, including
these Morningstar Analyst Picks:**

> High Yield Fund

> International Bond Fund

> Short-Term Bond Fund

> Spectrum Income Fund

> Tax-Free High Yield Fund

> Tax-Free Short-Intermediate Fund

All funds are subject to market risk,
including possible loss of principal.

troweprice.com/fixedincome
1-800-541-7871

078047

Morningstar Ratings™ are based on risk-adjusted returns. The Overall Morningstar Rating™ is derived from a weighted average of the
performance figures associated with a fund’s 3-, 5-, and 10-year (if applicable) Morningstar Rating™ metrics. Past performance cannot
guarantee future results. Fund returns have been affected by market volatility and are negative for certain periods.
*For funds with at least a 3-year history, a Morningstar Rating™ is based on a risk-adjusted return measure (including the effects of sales charges, loads, and redemption
fees) with emphasis on downward variations and consistent performance. The top 10% of funds in each category receive 5 stars, the next 22.5% 4 stars, the next 35%

3 stars, the next 22.5% 2 stars, and the bottom 10% 1 star. Each share class is counted as a fraction of one fund within this scale and rated separately. Out of 33 T. Rowe
Price bond funds (including separate share classes and institutional funds), four received a 5-star rating and 23 received a 4-star rating.

**As of 7/23/09. Morningstar Analyst Picks are chosen based on Morningstar's assessment of the fund's track record, volatility, strategy, management, and expenses.

©2009 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or
distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising

from any use of this information.





