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LIBERTY ALL-STAR® EQUITY FUND
PRESIDENT’S LETTER (UNAUDITED)

Fellow Shareholders:

Equity investors generally enjoyed a rewarding year in
2010, as stocks built on 2009’s momentum, posting
gains in three out of four quarters and finishing the year
with a strong December.

For the year, the S&P 500 Index rose 15.06 percent on top
of the 26.46 percent advance in 2009. The index gained
10.76 percent in the final quarter and headed into 2011
on the strength of a 6.68 percent return in December.
Reinforcing the patience and long-term commitment
that is often required of investors—especially as they
suffered through the financial crisis of 2008 and early
2009—the S&P 500 Index returned 93.08 percent from
its low in March 2009 through year-end 2010.

The stock market performed well in 2010 in spite of a
lack of enthusiasm, periodic bouts of doubt, continued
problems with employment and housing on the home
front, and nervousness over sovereign debt abroad.
Many economists gave little credence to the durability
of the recovery even as it made progress through the
year, and some high profile strategists continued to
believe that the economy was vulnerable to a double
dip recession. Given the depths to which the economy
had plunged, however, a slow but steady recovery was
acceptable, even if not warmly embraced. Despite the
lackluster economy, the major source of strength for the
stock market has been the strong rebound in corporate
profits. Profitability was driven by surging productivity and
a reasonable pickup in demand. During the recession,
companies lowered their break even points by shuttering
inefficient plants, reducing capacity and lowering unit
labor costs—setting up a scenario in which even a
modest rebound in economic activity would produce a
strong recovery in corporate profitability.

As it turned out, the only negative period was the second
quarter, when the S&P 500 Index retreated 11.43
percent. Many factors contributed to the retracement:
chief among them were the previously mentioned
sovereign debt problems, and one unnerving event, the

February 2011

so-called “flash crash” on May 6, when the Dow Jones
Industrial Average briefly and inexplicably fell 1,000
points. Stocks continued to drift lower through June
before rallying in July, only to weaken again in August.
On August 26, however, Federal Reserve Chairman Ben
Bernanke opened the door for another round of bond
purchases to boost the economy. From that point, the
trajectory was higher through the end of the year, with
the November 3 announcement of another round of
quantitative easing.

For the year, Liberty All-Star® Equity Fund returned 15.59
percent with shares valued at net asset value (“NAV”),
16.28 percent with shares valued at NAV with dividends
reinvested and 21.69 percent with shares valued at market
price with dividends reinvested. All three measures of
return topped the S&P 500 (+15.06 percent), as well as the
12.94 percent rise in the Fund’s primary benchmark, the
Lipper Large-Cap Core Mutual Fund Average. For calendar
year 2010, the Fund’s NAV reinvested return ranked it in the
top 10 percent of all funds in that universe. This was the
second consecutive year the Fund placed in the top decile
within that peer group. Longer term, from the market’s
March 9, 2009 low point through December 31, 2010, the
Fund’s NAV with dividends reinvested advanced more than
105 percent, while Fund shares valued at market price with
dividends reinvested gained almost 140 percent.

Over the course of the year, the discount at which Fund
shares traded relative to their underlying NAV ranged
from 10.4 percent to 17.6 percent versus a range of
15.6 percent to 26.5 percent in 2009. We are pleased
that the discount narrowed over the year, even though it
remains above the Fund’s historical average. We believe
that the discount range of closed-end domestic equity
funds remains relatively wide as investors have favored
bond and international equities, particularly emerging
markets. We believe those investment flows may be in
the process of reversing and if the current direction holds
we should see discounts continue to narrow.
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LIBERTY ALL-STAR® EQUITY FUND
PRESIDENT’S LETTER (UNAUDITED)

Once again, in this annual report we offer a question
and answer session with the Fund’s five investment
managers. We believe you will find the comments
of these leading investment managers to be both
interesting and insightful. As we have also done in recent
annual reports, we once again offer a brief summary of
the Fund’s attributes (on pages 4 and 5). | urge you to
revisit these attributes, as they help to make the Fund a
unique and attractive investment vehicle.

One of those attributes is the Fund’s distribution policy.
This policy—which has been in place since 1988—is
a major component of the Fund’s total return. Often,
however, these distributions—either in cash or reinvested
in additional Fund shares—are overlooked. As you will see
in the table on the facing page, these distributions add
up over time—in fact, over the past 20 years they total
$19.59 per share. We would emphasize that shareholders
need to include these distributions when determining the
return on their investment in the Fund.

Before closing, | would like to point out that 2011
marks the Fund’s 25th anniversary, as it commenced
operations in 1986. It has been a remarkable 25 years
in the history of the country as well as in events and
actions in the broad stock market.

We are most gratified that over these two and one-half
decades the Fund had confirmed the validity of its multi-
manager structure and its ability to meet its objective of
serving as a high quality, long-term, core equity holding.
The chart of All-Star's 20-year track record found on
page 6 provides clear testimony to the value of the
multi-management strategy. We continue to believe that
the fundamental structure of the Fund provides a sound
foundation for investing throughout ever-changing market
environments, such as we have witnessed over the past 25
years. Be assured that we at Liberty All-Star® Equity Fund
will continue to diligently manage the Fund with the best
long-term interests of shareholders first and foremost.

Sincerely,

(st o et

William R. Parmentier, Jr.
President and Chief Executive Officer
Liberty All-Star® Equity Fund
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LIBERTY ALL-STAR® EQUITY FUND
PRESIDENT’S LETTER (UNAUDITED)
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FUND STATISTICS AND SHORT-TERM PERFORMANCE

PERIODS ENDING DECEMBER 31, 2010

FUND STATISTICS:

Net Asset Value (NAV) $5.69
Market Price $4.93
Discount 13.4%
Quarter 2010
Distributions $0.08 $0.31
Market Price Trading Range $4.33 to $4.94 $3.82 to $4.98
Discount Range 13.4% to 15.3% 10.4% to 17.6%
PERFORMANCE:
Shares Valued at NAV 12.70% 15.59%
Shares Valued at NAV with Dividends Reinvested 12.91% 16.28%
Shares Valued at Market Price with Dividends Reinvested 13.58% 21.69%
S&P 500 Index 10.76% 15.06%
Lipper Large-Cap Core Mutual Fund Average* 10.41% 12.94%
NAV Reinvested Percentile Rank (1 = best; 100 = worst) 7th 10th
Number of Funds in Category 1105 1069

LONG-TERM PERFORMANCE SUMMARY AND DISTRIBUTIONS ANNUALIZED RATES OF RETURN

PERIODS ENDING DECEMBER 31, 2010 3 YEARS 5 YEARS 10 YEARS 20 YEARS

LIBERTY ALL-STAR® EQUITY FUND

Distributions $1.27 $2.96 $7.67 $19.59
Shares Valued at NAV (3.79%) 0.42% 1.09% 8.47%
Shares Valued at NAV with Dividends Reinvested (2.47%) 1.53% 1.66% 8.92%
Shares Valued at Market Price with Dividends Reinvested (2.74%) (0.01%) 1.18% 8.91%
S&P 500 Index (2.86%) 2.29% 1.41% 9.14%
Lipper Large-Cap Core Mutual Fund Average* (3.23%) 1.93% 1.34% 8.70%

NAV Reinvested Percentile Ranking (1 = best; 100 = worst) 36th 61st 42nd 50th

Number of Funds in Category 910 768 461 89

* Percentile ranks calculated using the Fund’s NAV Reinvested results within the Lipper Large-Cap Core Open-end Mutual Fund Universe.

Figures shown for the Fund and the Lipper Large-Cap Core Mutual Fund Average are total returns, which include dividends, after deducting Fund
expenses. The Fund’s performance is calculated assuming that a shareholder exercised all primary rights in the Fund’s rights offerings. Figures shown
for the unmanaged S&P 500 Index are total returns, including dividends. A description of the Lipper benchmark and the S&P 500 Index can be found
on page 38.

Past performance cannot predict future results. Performance will fluctuate with market conditions. Current performance may be lower or higher than
the performance data shown. Performance information does not reflect the deduction of taxes that shareholders would pay on Fund distributions or the
sale of Fund shares. An investment in the Fund involves risk, including loss of principal.

Shares of closed-end funds frequently trade at a discount to net asset value. The price of the Fund’s shares is determined by a number of factors,
several of which are beyond the control of the Fund. Therefore, the Fund cannot predict whether its shares will trade at, below or above net asset value.

www.all-starfunds.com
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4 i UNIQUE FUND ATTRIBUTES (UNAUDITED)

Unique Attributes of
Liberty All-Star® Equity Fund

Several attributes help to make the Fund

a core equity holding for investors seeking

diversification, income and the potential

for long-term appreciation.

Multi-management for Individual Investors

Liberty All-Star® Equity Fund is multi-managed, an investment
discipline that is followed by large institutional investors to
diversify their portfolios. In 1986, Liberty All-Star® Equity Fund
became the first closed-end fund to bring multi-management to
individual investors.

Real-time Trading and Liquidity

The Fund has a fixed number of shares that trade on the New
York Stock Exchange and other exchanges. Share pricing is
continuous—not just end-of-day, as it is with open-end mutual
funds. In addition, Fund shares offer immediate liquidity and
there are no annual sales fees.

ANNUAL REPORT # DECEMBER 31, 2010



LIBERTY ALL-STAR® EQUITY FUND
UNIQUE FUND ATTRIBUTES (UNAUDITED)

Access to Institutional Managers

The Fund’s investment managers invest primarily for pension funds,
endowments, foundations and other institutions. Because institutional
managers are closely monitored by their clients, they tend to be more
disciplined and consistent in their investment process.

Monitoring and Rebalancing

ALPS Advisors continuously monitors these investment managers to ensure that
they are performing as expected and adhering to their style and strategy, and will
replace managers when warranted. Periodic rebalancing maintains the Fund’s
structural integrity and is a well-recognized investment discipline.

Alignment and Objectivity

Alignment with shareholders’ best interests and objective decision-making
help to ensure that the Fund is managed openly and equitably. In addition,
the Fund is governed by a Board of Trustees that is elected by and
responsible to shareholders.

Distribution Policy

Since 1988, the Fund has followed a policy of paying annual distributions on
its shares at a rate that approximates historical equity market returns. The
current annual distribution rate is 6 percent of the Fund’s net asset value (paid
quarterly at 1.5 percent per quarter), providing a systematic mechanism for
distributing funds to shareholders.

\
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| LIBERTY ALL-STAR® EQUITY FUND
6 i MULTI-MANAGEMENT HAS PRODUCED MORE CONSISTENT RETURNS (UNAUDITED)

The narrative on the preceding two pages is intended to focus on the unique attributes of the Fund. The chart below
demonstrates the long-term outcome of these attributes, particularly the Fund’s multi-management structure. Most
mutual funds are run by a single portfolio manager or an internal team of managers pursuing a particular investment
style, whether it’s growth or value. But styles go in and out of favor. A style that outperforms on a relative basis one
year may disappoint the next, leading to higher volatility.

As discussed in our “Unique Fund Attributes” feature, ALPS utilizes multi-management, that is, combining managers
who practice different investment styles to reduce volatility while producing competitive returns.

All-Star’s long-term track record provides clear testimony to the value of the multi-management strategy. The chart below
demonstrates that for the trailing 20-year period ending December 31, 2010, the Fund has achieved betterthan-average
returns and betterthan-average consistency compared with peer funds in the Lipper Large-Cap Core universe that have a
20-year performance history.

— All-Star’s High Return and High
Consistency combination is well-placed
_ among the universe of open-end
High Return Large-Cap Core funds.
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AN Lipper Large-Cap Core
Universe Average

Low Consistency

® 63 Open-End Large-Cap Core Low Return
Funds as classified by Lipper, Inc.

Each dot represents the precise 20-year return and consistency record ending December 31, 2010, of each fund in the universe of 63
open-end Large-Cap Core equity mutual funds (as classified by Lipper, Inc.) that has a 20-year history. The star represents the Fund’s
20-year NAV reinvested return for the period ending December 31, 2010. The Fund is a closed-end fund and does not continuously
offer shares. The Fund trades in the secondary market, investors wishing to buy or sell shares need to place orders through an
intermediary or broker. The share price of a closed-end fund is based on the market’s value.

Consistency is measured by the volatility of “non-market” monthly returns, calculated by subtracting the return of the S&P 500 Index from
each mutual fund’s return. The lower the volatility, the higher the consistency of results compared with the stock market.

ANNUAL REPORT # DECEMBER 31, 2010



LIBERTY ALL-STAR® EQUITY FUND
INVESTMENT MANAGERS/PORTFOLIO CHARACTERISTICS (UNAUDITED)

THE FUND’S ASSETS ARE APPROXIMATELY EQUALLY DISTRIBUTED AMONG THREE VALUE MANAGERS AND TWO
GROWTH MANAGERS:

Cornerstone Capital
Management, Inc.
GROWTH/Companies whose
consensus expectations fail to
recognize their true earnings power.

Schneider Capital

Management Corporation
VALUE/Companies that are over-
looked and undervalued where the
firm expects a rebound in earnings.

Pzena Investment
Management, LLC
VALUE/Companies with low price-to-
normalized earnings ratios that have
the ability to generate earnings recovery.

TCW Investment
Management Company
GROWTH/Companies that have
superior sales growth, leading
Matrix Asset Advisors, Inc. and/or rising market shares, and
VALUE/Companies that are financially strong high and/or rising profit margins.
and trade below their enterprise value.

MANAGERS’ DIFFERING INVESTMENT STRATEGIES ARE REFLECTED IN PORTFOLIO CHARACTERISTICS

The portfolio characteristics table below is a regular feature of the Fund’'s shareholder reports. It serves as a useful
tool for understanding the value of a multi-managed portfolio. The characteristics are different for each of the Fund’s
five investment managers. These differences are a reflection of the fact that each pursues a different investment
style. The shaded column highlights the characteristics of the Fund as a whole, while the final column shows portfolio
characteristics for the S&P 500 Index.

INVESTMENT STYLE SPECTRUM

PORTFOLIO CHARACTERISTICS VALUE GROWTH
AS OF DECEMBER 31, 2010 B

Total S&P

Schneider Pzena Matrix Cornerstone TCW Fund 500 Index

Number of Holdings 36 41 37 46 32 157* 500
Percent of Holdings in Top 10 51% 36% 34% 39% 45% 18% 19%
Weighted Average Market
Capitalization (billions) $38 $56 $57 $56 $60 $53 $86
Average Five-Year
Earnings Per Share Growth (7)% (4)% (4)% 18% 23% 5% 5%
Dividend Yield 1.1% 1.5% 1.3% 0.7% 0.7% 1.1% 1.9%
Price/Earnings Ratio** 14x 12x 14x 18x 25x 16x 18x
Price/Book Value Ratio 1.7x 1.9x 2.7x 4.7x 5.4x 3.3x 3.4x

* Certain holdings are held by more than one manager.
** Excludes negative earnings.

www.all-starfunds.com



LIBERTY ALL-STAR® EQUITY FUND
MANAGER ROUNDTABLE (UNAUDITED)

Investment Manager Roundtable

The Fund’s five investment managers look at markets and
investing in 2010 and at what they anticipate in 2011

through the lens of their value or growth style

Liberty All-Star® Equity Fund’s five investment managers
represent long experience, deep knowledge, a proven
track record and, given that they represent both growth
and value styles of investing, a broad point of view on the
stock market and equity investing generally. Thus, once
again, we are grateful to be able to call upon this resource
to provide Fund shareholders with commentary and
insight. The Fund’s Investment Advisor, ALPS Advisors,
serves as moderator of the roundtable. Participating
investment management firms, the portfolio manager for
each and their respective styles and strategies are:

CORNERSTONE CAPITAL MANAGEMENT, INC.
Portfolio Manager/Thomas G. Kamp, CFA
President and Chief Investment Officer

Investment Style/Growth — Cornerstone evaluates stocks
that its research identifies as offering underappreciated
opportunities for growth as defined by one or more of
their metrics. Stock selection is further based on the
fundamentals of revenue, earnings, cash flow, and

management depth and credibility.

MATRIX ASSET ADVISORS, INC.
Portfolio Manager/David A. Katz, CFA
President and Chief Executive Officer

Investment Style/Value — Matrix follows an opportunistic
value-oriented investment philosophy. Matrix believes
that value can be found in all sectors of the economy,
and thus looks for investment opportunities beyond

traditional value industries.

PZENA INVESTMENT MANAGEMENT, LLC
Portfolio Manager/Antonio DeSpirito, Il
Principal and Portfolio Manager

Investment Style/Value - Pzena uses fundamental
research and a disciplined process to identify good
companies with a sustainable business advantage that
the firm believes are undervalued on the basis of current

price to an estimated normal level of earnings.

SCHNEIDER CAPITAL MANAGEMENT CORPORATION

Portfolio Manager/Arnold C. Schneider, Ill, CFA
President and Chief Investment Officer

Investment Style/Value — The firm practices a disciplined,
fundamental approach to add value over time. Research
focuses on uncovering new ideas and owning undervalued
stocks before they experience a rebound in earnings and

come to the attention of other investors.

TCW INVESTMENT MANAGEMENT COMPANY

Portfolio Manager/Craig C. Blum, CFA

Managing Director

Investment Style/Growth — TCW invests in companies that
have superior sales growth, leading and/or rising market
shares, and high and/or rising profit margins. TCW’s
concentrated growth equity strategy seeks companies
with distinct advantages in their business model.

Thank you for your participation in this year’s roundtable.
To start, a style-based question: Across the capitalization
range, growth outperformed value in 2010. From your point
of view—either growth or value—to what do you attribute
this? And, once again from the perspective of your growth
or value style, make the case for outperformance by your
style in 2011. Tom Kamp and Craig Blum, let’s hear from
the growth managers to start.

Kamp (Cornerstone — Growth): Growth outperformed in
2010 due to the fact that in a slow growth economy such
as we had growth is more difficult to find, which generally
results in higher valuations for growth stocks. We believe
the same forces that caused growth to beat value in

2010 will continue
to play out in ‘Every day is a new day, so don't

2011: therefore, lament missed opportunities.
we expect growth —Tony DeSpirito (Pzena - Value)
to beat value.

Blum (TCW - Growth): Market returns in 2009 were
heavily driven by multiple expansion, setting up 2010 to
be a proving ground for earnings. While earnings were
generally more than supportive of the expectations being
priced in during the latter part of 2009, the market
began to differentiate between companies generating
top line growth versus those merely cutting costs. Many
growth companies, therefore, saw additional multiple
expansion in addition to betterthan-expected earnings
in 2010. In 2011, we believe the market will continue
to reward companies producing attractive top line growth
amid a less-than-robust recovery, leading to continued
outperformance of growth stocks.

Thank you both. Let’s turn to the value managers and ask
Tony DeSpirito to begin.

DeSpirito (Pzena - Value): When sentiment shifted
from fear of an economic slowdown to optimism for a
sustained, if tepid, recovery, cyclical stocks in consumer
durables, materials and producer durables led the rally.
These stocks currently have a proportionately greater
representation in the growth indexes. Conversely, the
financial sector, which is currently more than a quarter of
the value index, lagged as regulatory uncertainty continued
to weigh on the sector. For 2011, we see an environment
where there are valuation spreads between cheap stocks
and the broad market. There is a host of deeply discounted

ANNUAL REPORT # DECEMBER 31, 2010



LIBERTY ALL-STAR® EQUITY FUND
MANAGER ROUNDTABLE (UNAUDITED)

stocks providing ample opportunity for outperformance in
the coming year. We continue to have large weights in the
financials, technology, defense and building products.

Thank you. Let's hear from Matrix and Schneider to round
out our first discussion point.

Katz (Matrix — Value): The outperformance of growth
over value in 2010 was across the board, but not
overly dramatic within any capitalization weighting. The
outperformance was due to a combination of factors,
including: a greater number of economically sensitive
holdings among growth stocks, a modest reversal of the
significant outperformance of value over growth in 2009
and outperformance in the growth sectors of consumer
discretionary, producer durables and technology.
Nevertheless, as we have mentioned in the past, the
lines between growth and value have blurred somewhat
in the past several years.

More dramatic, however, was the differential across
capitalizations. Small stocks significantly outpaced large
ones in a nearly linear relationship.

We believe this offers a reversionary opportunity in 2011.
Large and, certainly, mega-cap stocks are long overdue
for outperformance. As the economic recovery matures,
it is likely that higher quality and larger companies will
play catch-up with smaller names. From a fundamental
perspective, they should be doing much better, as their
valuations are often compelling and business prospects
look quite strong. We believe our portfolio should benefit
from a move toward large and mega-cap stocks.

Schneider (Schneider Capital Management - Value): We
don’t believe the difference between growth and value
in 2010 was very meaningful. Strong outperformance
for value indices in December gave the Russell 3000®
Growth Index a 17.6 percent return for the year versus
16.2 percent for the Russell 3000® Value Index. The
spread had been 360 basis points through November,
but narrowed to just 140 basis points by year end. So,
in our view, that narrow spread was noise and not really
a story line.

Overall, we are encouraged by the investment opportunities
in our value style portfolio. Our internal valuation measures
suggest that the potential upside remains significantly
higher than the historical average even after a strong
showing during the past two years. We hold investments
in several diverse, economically-sensitive industries,
where we have committed substantial capital with high
conviction. Although profitability measures for much of
corporate America should return to normal levels in 2011,
we own a number of companies that are still capable of
a sharp upward earnings trajectory. If their operations
improve as we expect, investors should take notice.

OK, interesting views all around. Let us now ask you to
summarize what produced the best results for you in
2010 and what, in retrospect, didn’t play out the way you
thought. We'll stay with the value managers and ask Arnie
Schneider to begin.

Schneider (Schneider Capital Management - Value):
Our overweight position in coal mining stocks had a very
favorable performance impact. Industry fundamentals
continue to improve for the U.S. thermal (utility) coal
market. Arch Coal and Consol Energy are well positioned
to benefit from continued progress in pricing and demand.
The group has measurably outperformed the overall
equity market over the past two years, but we still see
healthy upside potential from here.

Our investments
in homebuilders
were flat overall
for the vyear.
We believe that
housing market
conditions have largely stabilized and can show some
modest progress beginning in the second half of 2011.
Given that new home inventories are quite low, order
levels for new homes should improve this year. Even
at the current severely depressed levels for new home
starts, the homebuilders in the portfolio are expected to
be profitable. Their stock prices appear to us to reflect an
overly pessimistic outlook.

‘... selling at a high and buying back
at lower prices. Few, if any, investors
are able to accomplish this feat)

Arnie Schneider
(Schneider Capital Management - Value)

Let’s hear from Matrix and Pzena.

Katz (Matrix - Value): We had strong positive
contributions from our energy, producer durables and
consumer stocks, both discretionary and staples.
Technology, which had been a leader for us in 2009, was
far less strong in 2010. Healthcare stocks were sub-par
and financial stocks were disappointing, though positive.

Energy, which had lagged considerably in 2009, showed
great strength in 2010. Similarly, many of our biggest
laggards in the first half of 2010 were among our
strongest performers in the second half.

Our mega-cap stocks were laggards in a number of
sectors, particularly in technology and financials. This
is part of the direction of the overall market where
smaller performed better than larger pretty much
across the board. As mentioned, we believe many of
these mega-cap stocks represent the most attractive
investment opportunities in the market today as their
stock prices have not nearly kept pace with many very
solid business trends.

www.all-starfunds.com



LIBERTY ALL-STAR® EQUITY FUND
MANAGER ROUNDTABLE (UNAUDITED)

DeSpirito (Pzena - Value): Areas that worked best for
us in 2010 were those that were the most depressed
coming into the year. These included stocks exposed to
consumer spending such as J.C. Penney (retail), Fortune
Brands (building products), Sherwin-Williams (paints and
coatings), Magna International (auto parts) and Tyco
Electronics (electronic components). Several financial
services stocks also did well, particularly Citigroup
and Torchmark (life insurance). Weaker contributors
included a number of technology stocks, where multiples
contracted despite strong earnings. We have been adding
to a number of weaker performers where we believe the
outlook continues to be bright, and their valuations are
among the most attractive in our investment universe.

Growth style managers, how do you reflect on 2010?

Blum (TCW - Growth): Strong secular tailwinds in
combination with leverage to a recovering economy in
a host of key holdings drove the outperformance of our
portfolio in 2010. Our holdings in technology—including
Internet names—energy and industrials were particularly
strong. Our outperformance was tempered, however,
by the defensive growth portion of our portfolio that
we continue to hold in light of our structural concerns.
Specifically, we note the unusually weak recovery in
U.S. employment, even after accounting for historical
lags, supports a modest exposure to extremely resilient
businesses. Although the caution represented in the
construction of the portfolio held back our performance
last year, we continue to believe it makes for a more
robust portfolio that should outperform in a variety of
macro environments.

Kamp (Cornerstone - Growth): Cornerstone’s three
best performing sectors were information technology,
industrials and consumer staples. Looking at individual
names, the three strongest contributors were Baidu
(Internet search), priceline.com (online travel) and
Acme Packet (networking hardware). The three poorest
performing sectors were consumer discretionary, energy
and healthcare, and the three biggest individual detractors
were Apollo Group (for-profit education), Petrohawk Energy
(oil and gas) and Adobe Systems (computer software).

Let’'s look ahead and ask what will you be focused on
going into 2011. Also, tell us about a stock in the portion
of the All-Star portfolio that you manage that reflects your
point of view. Let’s ask the growth managers to lead off
followed by the value managers.

Kamp (Cornerstone — Growth): We look forward to 2011
with optimism for attractive returns in the U.S. equity
market based on continued strong revenue growth, some
further margin expansion and solid earnings growth in
the low double digits. This situation is occurring at an

historic point when
cash and fixed
income investments
are being debased
and corporate cash
balances are at —Craig Blum (TCW - Growth ...
record highs. We with a bow to Rudyard Kipling)
believe the outlook for mergers and acquisitions, including
for a number of our companies, is very attractive. The
biggest risk is a rise in commodity prices that destroys
consumer purchasing power and economic growth.
Therefore, while it may be bumpy at times, we would
encourage investors to “enjoy the ride.” As to a specific
holding, we are optimistic about Joy Global. Joy has
been a volatile stock over the last five years, reflecting
the cyclicality of the mining equipment business, wildly
changing commodity prices and, consequently, the
wildly changing sentiment surrounding coal demand. Our
research indicates that the world’s energy demands will
continue to be satisfied largely by coal despite proposed
cap and trade legislation and regulations on carbon
emissions. The industry in which Joy competes has
been and continues to be a duopoly, but Joy's primary
competitor is being acquired by Caterpillar. Joy itself
remains an attractive take-out candidate by a handful of
capital equipment manufacturers looking to consolidate
their global offerings. Finally, the U.S. coal market should
experience a turn upward in demand as power generation
continues to recover.

‘If you can keep your head when
all about you are losing theirs...
yours is the Earth and everything
that’s in it.

Blum (TCW - Growth): We continue to be cyclically
bullish but structurally have our eyes wide open. As a
result, we are maintaining a barbell approach to our
portfolio construction. Two-thirds of the portfolio is in
more aggressive growth names that have strong secular
tailwinds, such as Salesforce.com, while one-third of
the portfolio is in more defensive growth names, like
American Tower, which enjoys huge competitive barriers,
long-term contracts with price escalators and secular
tailwinds around wireless data, giving it superior revenue
and cash flow visibility.

DeSpirito (Pzena - Value): We continue to focus on deeply
undervalued stocks where temporary issues create an
investment opportunity for long-term investors. Our research
is uncovering companies where economic recovery has
not been fully discounted in share prices. These include
housing-related and technology stocks. We are also
focusing on areas where regulatory or fiscal uncertainties
have depressed valuations; examples include financials
and defense. Hewlett-Packard is a prime example of a global
technology leader that has a number one or number two
position in virtually all the businesses in which it competes,
yet currently trades for less than eight times forecasted
2011 earnings, giving us a rare opportunity to own this high
quality business at a sale price.
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MANAGER ROUNDTABLE (UNAUDITED)

Schneider (Schneider Capital Management - Value):
The portfolio moved to a relative overweight position in
banks during late 2009. We believe the worst is past
for the large banks, given the peak in nonperforming
assets and historically high levels of capital. We expect a
substantial improvement in bank fundamentals over the
next two years, which should lead to a surge in earnings
and pickup in dividend increases, stock buybacks and
acquisition activity. JPMorgan Chase might buy back more
of its shares than investors expect given its historically
high levels of reserves and capital. The stock also trades
at a compelling valuation.

Katz (Matrix — Value): We start with the fundamental
premise that the economy will be in continuing recovery
mode in 2011. This will include long-awaited improvement
in the labor markets. As a result, we believe that the
stock market will again post respectable results.

We look for consumer, technology and energy stocks to
have a solid year. We also expect that areas that have
yet to rebound significantly, most especially financials,
will provide much more attractive performance in 2011.

‘Dollar cost averaging is
the best advice | have ever
been given ...’

Finally, we believe that
the large-cap stocks, and
especially the mega-caps,
which have lagged for
some time now, will start
to rebound. In this regard,
we would point to Cisco Systems and Microsoft among
the techs that have been unloved despite having solid
business performance. Among the financials, JPMorgan
Chase would be another mega-cap 2010 laggard that we
expect to show strong performance in 2011.

—Tom Kamp
(Cornerstone - Growth)

A final question: Lacking confidence, many individual
investors have shunned stocks and missed two good
years. What's a piece of advice that you received at some
point in your career that you'd pass along to individual
investors? Craig Blum and Tom Kamp, start off for the
growth managers, please.

Blum (TCW - Growth): To quote Rudyard Kipling, “If you
can keep your head when all about you are losing theirs
... yours is the Earth and everything that’s in it.” Markets
cycle through pessimism and euphoria but rarely are
things as bad as they seem during the dark days nor as
good as they seem during the booms. And opportunity
rarely comes in nice packaging.

Kamp (Cornerstone — Growth): Dollar cost averaging
is the best advice | have ever been given and | would
say to any individual investor, determine the appropriate
amount of equity exposure you can tolerate and begin to
invest monthly in equal amounts until you have reached

your target and then rebalance every year, either taking
some off the table or putting some back on it.

Both are terrific thoughts. Thank you. Value managers, we
will ask you to conclude and invite David Katz to begin.

Katz (Matrix—Value): ‘Staying the course: Markets are
Unfortunately, many far too counter-intuitive to be

investors  sold low figyred out’ or timed:
in 2008 and have

bought back higher
since the market
recovery, or, as you suggest, not at all. We are ardent
believers in staying the course. Markets are far too
counter-intuitive to be “figured out” or timed. The same
mindset that takes one out of the market—fear—almost
invariably prevents one from coming back in until there
has been so much validation that the investor is buying in
higher than where he/she sold. Investors should decide
how much they are comfortable allocating to stocks on
an allweather basis and then maintain that allocation
through thick and thin.

—David Katz (Matrix - Value)

Schneider (Schneider Capital Management - Value):
Successful moves into and out of the market require two
well-timed trades—selling at a high and buying back at
lower prices. Few, if any, investors are able to accomplish
this feat on a consistent basis.

DeSpirito (Pzena - Value): Every day is a new day, so
don’t lament missed opportunities. Although valuations
are not nearly as depressed as they were two years ago,
there are still ample opportunities to invest selectively in
world-class companies sporting solid balance sheets and
significant free cash flow at attractive valuations. Given
current stock prices, our models indicate the expected
long-term return on U.S. equities is approximately 10
percent annually, which is quite attractive, especially in a
world where 10-year treasuries are yielding a little over 3
percent. So, even though you may have missed the gains
of the last two years, equities are still attractive and the
opportunity for the value investor continues to be robust.

Sound thinking from experienced, knowledgeable
investment managers and we thank you all. Let’'s hope
that a year from now we can look back on a good 2011.
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INVESTMENT GROWTH (UNAUDITED)

GROWTH OF A HYPOTHETICAL $10,000 INVESTMENT

The graph below illustrates the growth of a hypothetical $10,000 investment assuming the purchase of shares of
beneficial interest at the closing market price (NYSE: USA) of $6.00 on December 31, 1987, and tracking its progress
through December 31, 2010. For certain information, it also assumes that a shareholder exercised all primary rights
in the Fund’s rights offerings (see below). This graph covers the period since the Fund commenced its 10 percent
distribution policy in 1988. Effective with the 2009 second quarter distribution, the annual distribution rate was changed
from 10 percent to 6 percent.

$200,000 [l Additional Value Added Through Full Participation in All Rights Offerings
Additional Value Added Through Distribution Reinvestment
Market Price Growth Plus Distributions Paid
$160,000
$120,000 $113,944
$91,929
$80,000
$46,133
$40,000
$0

'87 '88'89'90'91'92'93 '94 '95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10

The growth of the investment assuming all distributions were received in cash and not reinvested back into the Fund.
The value of the investment under this scenario grew to $46,133 (including the December 31, 2010 value of the
original investment of $8,217 plus distributions during the period of $36,799 and tax credits on retained capital gains
of $1,117).

The additional value realized through reinvestment of all distributions and tax credits. The value of the investment under
this scenario grew to $91,929.

- The additional value realized through full participation in all the rights offerings under the terms of each offering. The
value of the investment under this scenario grew to $113,944 excluding the cost to fully participate in all the rights
offerings under the terms of each offering which was $49,966.

Past performance cannot predict future results. Performance will fluctuate with changes in market conditions. Current performance may be
lower or higher than the performance data shown. Performance information does not reflect the deduction of taxes that shareholders would
pay on Fund distributions or the sale of Fund shares. An investment in the Fund involves risk, including loss of principal.
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LIBERTY ALL-STAR® EQUITY FUND
TABLE OF DISTRIBUTIONS AND RIGHTS OFFERINGS (UNAUDITED)

RIGHTS OFFERINGS

PER SHARE MONTH SHARES NEEDED TO PURCHASE SUBSCRIPTION

DISTRIBUTIONS COMPLETED ONE ADDITIONAL SHARE PRICE TAX CREDITS*

1988 $0.64

1989 0.95

1990 0.90

1991 1.02

1992 1.07 April 10 $10.05

1993 1.07 October 15 10.41 $0.18
1994 1.00 September 15 9.14

1995 1.04

1996 1.18 0.13
1997 1.33 0.36
1998 1.40 April 20 12.83

1999 1.39

2000 1.42

2001 1.20

2002 0.88 May 10 8.99

2003 0.78

2004 0.89 July 10%* 8.34

2005 0.87

2006 0.88

2007 0.90 December 10 6.51

2008 0.65

2009% ** 0.31

2010 0.31

* The Fund’s net investment income and net realized capital gains exceeded the amount to be distributed under the Fund’s distribution policy. In
each case, the Fund elected to pay taxes on the undistributed income and passed through a proportionate tax credit to shareholders.

** The number of shares offered was increased by an additional 25% to cover a portion of the over-subscription requests.
***  Effective with the second quarter distribution, the annual distribution rate was changed from 10 percent to 6 percent.

DISTRIBUTION POLICY

Liberty All-Star® Equity Fund’s current policy is to pay distributions on its shares totaling approximately 6 percent of its net asset
value per year, payable in four quarterly installments of 1.5 percent of the Fund’s net asset value at the close of the New York
Stock Exchange on the Friday prior to each quarterly declaration date. The fixed distributions are not related to the amount of
the Fund’s net investment income or net realized capital gains or losses and may be taxed as ordinary income up to the amount
of the Fund’s current and accumulated earnings and profits. If, for any calendar year, the total distributions made under the
distribution policy exceed the Fund’s net investment income and net realized capital gains, the excess will generally be treated
as a nontaxable return of capital, reducing the shareholder’s adjusted basis in his or her shares. If the Fund’s net investment
income and net realized capital gains for any year exceed the amount distributed under the distribution policy, the Fund may, in
its discretion, retain and not distribute net realized capital gains and pay income tax thereon to the extent of such excess. The
Fund retained such excess gains in 1993, 1996 and 1997.

\
\
}13
\

www.all-starfunds.com



LIBERTY ALL-STAR® EQUITY FUND
TOP 20 HOLDINGS AND ECONOMIC SECTORS (UNAUDITED)
December 31, 2010

TOP 20 HOLDINGS* PERCENT OF NET ASSETS

|
|
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|

Apple, Inc. 2.74%
Bank of America Corp. 2.08
JPMorgan Chase & Co. 2.07
Dell, Inc. 1.81
QUALCOMM, Inc. 1.70
Google, Inc., Class A 1.64
Arch Coal, Inc. 1.58
PNC Financial Services Group, Inc. 1.47
Amazon.com, Inc. 1.28
Wells Fargo & Co. 1.23
Consol Energy, Inc. 1.19
Cisco Systems, Inc. 1.18
The Allstate Corp. 1.16
Valero Energy Corp. 1.14
The Western Union Co. 1.12
State Street Corp. 1.10
Tyco Electronics Ltd. 1.08
C.H. Robinson Worldwide, Inc. 1.07
Citigroup, Inc. 1.07
Costco Wholesale Corp. 1.06

28.77%

Information Technology 23.75%
Financials 20.13
Energy 14.42
Consumer Discretionary 10.42
Health Care 10.59
Industrials 8.54
Consumer Staples 5.21
Materials 2.82
Utilities 2.09
Telecommunication Services 0.64
Other Net Assets 1.39

100.00%

* Because the Fund is actively managed, there can be no guarantee that the Fund will continue to hold securities of the indicated issuers and
sectors in the future.
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MAJOR STOCK CHANGES IN THE QUARTER (UNAUDITED)
December 31, 2010
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The following are the major ($3 million or more) stock changes - both purchases and sales - that were made in the Fund’s
portfolio during the fourth quarter of 2010.

SECURITY NAME PURCHASES (SALES) SHARES AS OF 12/31/10
PURCHASES

Apollo Group, Inc., Class A 74,738 180,746
Bank of America Corp. 325,287 1,620,201
Burberry Group Plc 90,264 90,264
Citigroup, Inc. 1,189,415 2,344,983
Ecolab, Inc. 63,102 63,102
General Mills, Inc. 115,609 115,609
Google, Inc., Class A 10,870 28,670
Marvell Technology Group Ltd. 491,620 491,620
Precision Castparts Corp. 31,100 31,100
Visa, Inc., Class A 71,042 153,142
SALES

Broadcom Corp., Class A (200,773) 56,245
Flowserve Corp. (39,606) 0
Honeywell International, Inc. (83,010) 0
Johnson Controls, Inc. (113,700) 0
Mastercard, Inc., Class A (19,884) 0
Omnicom Group, Inc. (75,025) 107,825
priceline.com, Inc. (8,788) 12,900
Quanta Services, Inc. (188,400) 0
Wells Fargo & Co. (103,705) 412,480
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LIBERTY ALL-STAR® EQUITY FUND

SCHEDULE OF INVESTMENTS

as of December 31, 2010
COMMON STOCKS (98.50%)

» CONSUMER DISCRETIONARY (10.42%)
Auto Components (0.70%)
Magna International, Inc.

Automobiles (0.06%)
General Motors Co.®

Diversified Consumer Services (0.69%)

Apollo Group, Inc., Class A®

Hotels, Restaurants & Leisure (0.88%)

Carnival Corp.

Household Durables (1.60%)
DR Horton, Inc.

Fortune Brands, Inc.

NVR, Inc.®

Internet & Catalog Retail (1.77%)
Amazon.com, Inc.®
priceline.com, Inc.®

Media (1.79%)

Discovery Communications, Inc., Class A®
Discovery Communications, Inc., Class C®

The McGraw Hill Cos., Inc.
Omnicom Group, Inc.
The Walt Disney Co.

Multi-Line Retail (1.48%)
J.C. Penney Co., Inc.
Target Corp.

Specialty Retail (1.14%)
Dick’s Sporting Goods, Inc.®
Staples, Inc.

Urban Outfitters, Inc.®

Textiles, Apparel & Luxury Goods (0.31%)

Burberry Group PLC®

» CONSUMER STAPLES (5.21%)
Beverages (0.71%)
The Coca-Cola Co.
Diageo PIc®

Food & Staples Retailing (2.20%)
Costco Wholesale Corp.

CVS Caremark Corp.

Walgreen Co.

See Notes to Schedule of Investments and Financial Statements

SHARES

139,440

16,795

180,746

198,750

482,362
65,725
9,985

73,621
12,900

22,605
57,298
181,000
107,825
106,808

325,030
81,520

105,085
255,000
59,336

90,264

48,000
57,249

152,955
129,600
188,500

$

MARKET VALUE

7,250,880

619,064

7,137,660

9,164,362

5,754,579
3,959,931
6,899,835

16,614,345

13,251,780
5,154,195

18,405,975

942,628
2,102,264
6,590,210
4,938,385
4,006,368

18,579,855

10,501,719
4,901,798

15,403,517

3,940,688
5,806,350
2,124,822

11,871,860

3,168,266

3,156,960
4,255,318

7,412,278

11,044,880
4,506,192
7,343,960

22,895,032
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SCHEDULE OF INVESTMENTS
as of December 31, 2010
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COMMON STOCKS (continued) SHARES MARKET VALUE

Food Products (1.20%)

Archer-Daniels-Midland Co. 128,000 $ 3,850,240
General Mills, Inc. 115,609 4,114,524
Mead Johnson Nutrition Co. 68,800 4,282,800
Smithfield Foods, Inc.® 9,245 190,725

12,438,289

Household Products (0.72%)
The Procter & Gamble Co. 116,500 7,494,445

Personal Products (0.09%)
Avon Products, Inc. 30,818 895,571

Tobacco (0.29%)
Philip Morris International, Inc. 51,111 2,991,527

» ENERGY (14.42%)
Energy Equipment & Services (3.25%)

FMC Technologies, Inc.® 82,610 7,344,855
Oceaneering International, Inc.® 65,700 4,837,491
Schlumberger Ltd. 84,530 7,058,255
Tidewater, Inc. 124,000 6,676,160
Weatherford International Ltd.® 341,952 7,796,506
33,713,267

0il, Gas & Consumable Fuels (11.17%)
Anadarko Petroleum Corp. 83,109 6,329,581
Apache Corp. 37,100 4,423,433
Arch Coal, Inc. 468,285 16,418,072
BP Plc® 242,979 10,732,382
Chesapeake Energy Corp. 369,949 9,585,379
Chevron Corp. 69,300 6,323,625
ConocoPhillips 117,000 7,967,700
Consol Energy, Inc. 253,150 12,338,531
Devon Energy Corp. 100,500 7,890,255
Exxon Mobil Corp. 126,675 9,262,476
Occidental Petroleum Corp. 75,700 7,426,170
Petrohawk Energy Corp.® 301,472 5,501,864
Valero Energy Corp. 513,850 11,880,212
116,079,680

» FINANCIALS (20.13%)
Capital Markets (4.48%)

Bank of New York Mellon Corp. 226,000 6,825,200
The Charles Schwab Corp. 238,500 4,080,735
The Goldman Sachs Group, Inc. 50,880 8,555,981
Morgan Stanley 341,900 9,303,099
State Street Corp. 247,450 11,466,833
UBS AG® 381,200 6,278,364
46,510,212
Commercial Banks (2.97%)
BB&T Corp. 108,000 2,839,320
PNC Financial Services Group, Inc. 250,896 15,234,405
Wells Fargo & Co. 412,480 12,782,755
30,856,480

See Notes to Schedule of Investments and Financial Statements
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SCHEDULE OF INVESTMENTS
as of December 31, 2010

|
|
18|
|

COMMON STOCKS (continued) SHARES MARKET VALUE

Consumer Finance (0.53%)

American Express Co. 129,500 $ 5,558,140
Diversified Financial Services (5.66%)
Bank of America Corp. 1,620,201 21,613,481
Citigroup, Inc.® 2,344,983 11,091,770
IntercontinentalExchange, Inc.® 38,506 4,587,990
JPMorgan Chase & Co. 506,890 21,502,274
58,795,515
Insurance (6.13%)
ACE Ltd. 165,837 10,323,353
Aflac, Inc. 53,877 3,040,279
The Allstate Corp. 378,705 12,073,115
Assured Guaranty Ltd. 301,414 5,335,028
Axis Capital Holdings Ltd. 152,725 5,479,773
Brown & Brown, Inc. 93,550 2,239,587
Fidelity National Financial, Inc., Class A 287,050 3,926,844
The Hartford Financial Services Group, Inc. 86,500 2,291,385
Lincoln National Corp. 72,230 2,008,716
MetLife, Inc. 33,000 1,466,520
RenaissanceRe Holdings Ltd. 36,460 2,322,138
Torchmark Corp. 105,800 6,320,492
Willis Group Holdings Plc 196,485 6,804,276
63,631,506

Real Estate Investment Trusts (0.36%)
Annaly Capital Management, Inc. 209,894 3,761,300

» HEALTH CARE (10.59%)
Biotechnology (1.54%)

Celgene Corp.® 41,399 2,448,337
Genzyme Corp.® 65,000 4,628,000
Gilead Sciences, Inc.® 160,627 5,821,122
Myriad Genetics, Inc.® 137,259 3,134,996
16,032,455
Health Care Equipment & Supplies (3.49%)
Covidien Ltd. 86,000 3,926,760
Intuitive Surgical, Inc.® 18,300 4,716,825
NuVasive, Inc.® 124,557 3,194,887
St. Jude Medical, Inc.® 135,000 5,771,250
Varian Medical Systems, Inc.® 109,800 7,606,944
Zimmer Holdings, Inc.® 205,350 11,023,188
36,239,854
Health Care Providers & Services (1.86%)
Aetna, Inc. 121,950 3,720,694
Brookdale Senior Living, Inc.® 190,624 4,081,260
Laboratory Corp. of America Holdings® 60,300 5,301,576
WellPoint, Inc.® 109,541 6,228,501
19,332,031

Health Care Technology (0.65%)
Cerner Corp.@ 71,232 6,748,520

See Notes to Schedule of Investments and Financial Statements
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COMMON STOCKS (continued) SHARES MARKET VALUE
Life Sciences Tools & Services (0.66%)
Life Technologies Corp.® 124,300 $ 6,898,650
Pharmaceuticals (2.39%)
Allergan, Inc. 87,200 5,988,024
Bristol-Myers Squibb Co. 198,800 5,264,224
Forest Laboratories, Inc.® 150,550 4,814,589
Johnson & Johnson 48,375 2,991,994
Teva Pharmaceutical Industries Ltd.® 110,200 5,744,726
24,803,557

» INDUSTRIALS (8.43%)
Aerospace & Defense (3.26%)

The Boeing Co. 58,010 3,785,733
General Dynamics Corp. 88,994 6,315,014
Goodrich Corp. 37,438 3,297,165
L-3 Communications Holdings, Inc. 96,825 6,825,194
Northrop Grumman Corp. 143,600 9,302,408
Precision Castparts Corp. 31,100 4,329,431
33,854,945
Air Freight & Logistics (1.63%)
C.H. Robinson Worldwide, Inc. 138,945 11,141,999
Expeditors International of Washington, Inc. 105,190 5,743,374
16,885,373

Building Products (0.54%)
Masco Corp. 445,150 5,635,599

Construction & Engineering (0.33%)
Fluor Corp. 52,361 3,469,440

Electrical Equipment (0.66%)
Rockwell Automation, Inc. 95,050 6,816,035

Industrial Conglomerates (0.41%)
Textron, Inc. 178,115 4,210,639

Machinery (1.36%)

Joy Global, Inc. 18,562 1,610,253
Navistar International Corp.® 85,056 4,925,593
Pentair, Inc. 100,613 3,673,381
Terex Corp.® 127,878 3,969,333

14,178,560

Transportation Infrastructure (0.24%)
Aegean Marine Petroleum Network, Inc. 238,085 2,483,227

» INFORMATION TECHNOLOGY (23.75%)
Communications Equipment (3.66%)

Acme Packet, Inc.® 91,208 4,848,617
Alcatel-Lucent@®) 540,833 1,600,866
Cisco Systems, Inc.® 607,300 12,285,679
Polycom, Inc.® 39,990 1,558,810
QUALCOMM, Inc. 357,461 17,690,745

37,984,717

See Notes to Schedule of Investments and Financial Statements
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SCHEDULE OF INVESTMENTS
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COMMON STOCKS (continued)
Computers & Peripherals (5.38%)
Apple, Inc.®

Dell, Inc.®
Hewlett-Packard Co.

Electronic Equipment & Instruments (2.11%)

Avnet, Inc.®
Corning, Inc.
Tyco Electronics Ltd.

Internet Software & Services (3.79%)

Baidu, Inc.@®

eBay, Inc.®

Google, Inc., Class A®
Monster Worldwide, Inc.@®
VistaPrint Ltd.®

IT Services (2.98%)

Cognizant Technology Solutions Corp., Class A®@

International Business Machines Corp.
Visa, Inc., Class A
The Western Union Co.

Semiconductors & Semiconductor Equipment (2.88%)

Analog Devices, Inc.

Broadcom Corp., Class A
International Rectifier Corp.@®
Marvell Technology Group Ltd.®
MEMC Electronic Materials, Inc.®

Software (2.95%)
CA, Inc.

Microsoft Corp.
Oracle Corp.
Salesforce.com, Inc.®

» MATERIALS (2.82%)
Chemicals (1.99%)
The Dow Chemical Co.
Ecolab, Inc.
PPG Industries, Inc.
Praxair, Inc.
The Sherwin-Williams Co.

Metals & Mining (0.83%)
Alcoa, Inc.
Freeport-McMoRan Copper & Gold, Inc.

See Notes to Schedule of Investments and Financial Statements

SHARES

88,215

1,384,105

205,475

119,875
350,000
317,025

46,316
258,000
28,670
290,000
83,351

109,800

3,500
153,142
628,205

180,000

56,245
230,483
491,620
423,820

210,475
346,225
289,089

51,200

60,410
63,102
64,125
62,700
48,400

410,000
19,423

MARKET VALUE

28,454,630
18,754,623
8,650,498

55,859,751

3,959,471
6,762,000
11,222,685

21,944,156

4,470,883
7,180,140
17,029,120
6,852,700
3,834,146

39,366,989

8,047,242
513,660
10,778,134
11,665,767

31,004,803

6,780,600
2,449,470
6,843,040
9,119,551
4,772,213

29,964,874

5,144,009
9,666,602
9,048,486
6,758,400

30,617,497

2,062,397
3,181,603
5,390,989
5,985,969
4,053,500

20,674,458

6,309,900
2,332,508

8,642,408
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LIBERTY ALL-STAR® EQUITY FUND

SCHEDULE OF INVESTMENTS

COMMON STOCKS (continued)

» TELECOMMUNICATION SERVICES (0.64%)
Wireless Telecommunication Services (0.64%)
American Tower Corp., Class A®

P UTILITIES (2.09%)
Electric Utilities (1.01%)
Allegheny Energy, Inc.
Edison International

Gas Utilities (0.55%)
EQT Corp.

Independent Power Producers & Energy Traders (0.53%)

GenOn Energy, Inc.®

TOTAL COMMON STOCKS
(COST OF $957,475,885)

SHARES

127,760

256,840
112,175

127,141

1,438,460

as of December 31, 2010

MARKET VALUE

$ 6,597,526

6,225,802
4,329,955
10,555,757

5,701,002

5,480,533

1,023,232,382

EXCHANGE TRADED FUND (0.09%)

» EXCHANGE TRADED FUND (0.09%)
iShares Russell 1000 Value Index Fund

(COST OF $858,764)

CORPORATE BOND (0.11%)

» INDUSTRIALS (0.11%)
Airlines (0.11%)
United Continental Holdings, Inc.
6.000%, 10/15/2029

(COST OF $853,149)
SHORT TERM INVESTMENT (2.41%)
» REPURCHASE AGREEMENT (2.41%)

Repurchase agreement with State Street Bank & Trust Co., dated 12/31/10,
due 01/03/11 at 0.010%, collateralized by several Fannie Mae and
Freddie Mac instruments with various maturity dates, market value of

$25,606,957 (Repurchase proceeds of $25,091,021)
(COST OF $25,091,000)

TOTAL INVESTMENTS (101.11%)
(COST OF $984,278,798)@
LIABILITIES IN EXCESS OF OTHER ASSETS (-1.11%)
NET ASSETS (100.00%)
NET ASSET VALUE PER SHARE
(182,678,079 SHARES OUTSTANDING)

Notes to Schedule of Investments:
@ Non-income producing security.
®  American Depositary Receipt.

©  Cost of investments for federal income tax purposes is $994,609,055.

See Notes to Financial Statements

13,920

$ 386,000

PAR VALUE

$ 25,091,000

902,990

PRINCIPAL AMOUNT

1,127,120

25,091,000

1,050,353,492
(11,526,649)
$ 1,038,826,843

$ 5.69

\
\
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22 i SCHEDULE OF INVESTMENTS
' as of December 31, 2010

Gross unrealized appreciation and depreciation at December 31, 2010 based on cost of investments for federal income tax
purposes is as follows:

Gross unrealized appreciation $ 157,033,675
Gross unrealized depreciation (101,289,238)
Net unrealized appreciation $ 55,744,437

For Fund compliance purposes, the Fund’s industry classifications refer to any one or more of the industry sub-classifications used by one or more
widely recognized market indexes or ratings group indexes, and/or as defined by Fund management. This definition may not apply for purposes of this
report, which may combine industry sub-classifications for reporting ease. Industries are shown as a percent of net assets. These industry classifica-
tions are unaudited.

See Notes to Financial Statements
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LIBERTY ALL-STAR® EQUITY FUND
STATEMENT OF ASSETS AND LIABILITIES
December 31, 2010

ASSETS:
Investments at market value (Cost $984,278,798) $ 1,050,353,492
Cash 1,962
Receivable for investment securities sold 5,572,320
Dividends and interest receivable 702,636
Prepaid and other assets 133
TOTAL ASSETS 1,056,630,543
LIABILITIES:
Payable for investments purchased 2,197,398
Distributions payable to shareholders 14,614,246
Investment advisory fee payable 642,344
Payable for administration, pricing and bookkeeping fees 164,922
Accrued expenses 184,790
TOTAL LIABILITIES 17,803,700
NET ASSETS $ 1,038,826,843

NET ASSETS REPRESENTED BY:

Paid-in capital $ 1,176,068,500

Accumulated net realized loss on investments (203,316,351)

Net unrealized appreciation on investments 66,074,694

NET ASSETS $ 1,038,826,843
Shares of common stock outstanding (unlimited number of shares

of beneficial interest without par value authorized) 182,678,079

NET ASSET VALUE PER SHARE $ 5.69

See Notes to Financial Statements
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LIBERTY ALL-STAR® EQUITY FUND
STATEMENT OF OPERATIONS

Year Ended December 31, 2010

INVESTMENT INCOME:

Dividends (Net of foreign taxes withheld at source which amounted to $27,541) $ 10,979,842
Interest 18,324
TOTAL INVESTMENT INCOME 10,998,166
EXPENSES:
Investment advisory fee 7,049,647
Administration fee 1,762,412
Pricing and bookkeeping fees 185,462
Custodian fee 95,839
Insurance expense 71,434
Legal fees 170,749
NYSE fee 162,391
Shareholder communication expenses 341,136
Transfer agent fees 92,334
Trustees’ fees and expenses 228,638
Miscellaneous expenses 100,885
TOTAL EXPENSES 10,260,927
NET INVESTMENT INCOME 737,239
REALIZED AND UNREALIZED GAIN ON INVESTMENTS:
Net realized gain on investment transactions 41,891,329

Net unrealized appreciation/(depreciation) on investments:
Beginning of year

(30,687,779)

End of year 66,074,694
Net change in unrealized appreciation/(depreciation) 96,762,473
NET REALIZED AND UNREALIZED GAIN ON INVESTMENTS 138,653,802
NET INCREASE IN NET ASSETS FROM OPERATIONS $ 139,391,041

See Notes to Financial Statements
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STATEMENTS OF CHANGES IN NET ASSETS i 25

Year Ended December 31,

2010 2009

FROM OPERATIONS:

Net investment income $ 737,239 $ 3,064,649

Net realized gain/(loss) on investment transactions 41,891,329 (52,962,269)

Net change in unrealized appreciation/depreciation 96,762,473 298,270,420

Net Increase in Net Assets From Operations 139,391,041 248,372,800
DISTRIBUTIONS TO SHAREHOLDERS:

From net investment income (43,330,824) (3,515,825)

Tax return of capital (13,299,382) (52,637,922)

Total Distributions (56,630,206) (56,153,747)
CAPITAL SHARE TRANSACTIONS:

Dividend reinvestments - 11,714,874

Net Increase in net assets from capital share transactions - 11,714,874

Total Increase in Net Assets 82,760,835 203,933,927
NET ASSETS:

Beginning of period 956,066,008 752,132,081

End of period (Includes undistributed net investment

income of $0 and $0, respectively) $ 1,038,826,843 $ 956,066,008

See Notes to Financial Statements
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FINANCIAL HIGHLIGHTS

Year Ended December 31,

2010 2009 2008 2007 2006
PER SHARE OPERATING PERFORMANCE:
Net asset value at beginning of year $ 5.23 $ 4.21 $ 8.07 $ 8.76 $ 8.85
INCOME FROM INVESTMENT OPERATIONS:
Net investment income® 0.00® 0.02 0.07 0.07 0.04
Net realized and unrealized gain/(loss)
on investments and foreign currency 0.77 1.31 (3.28) 0.31 0.75
Total from Investment Operations 0.77 1.33 (3.21) 0.38 0.79
LESS DISTRIBUTIONS TO SHAREHOLDERS:
Net investment income (0.24) (0.02) (0.07) (0.07) (0.04)
Net realized gain on investments - - - (0.82) (0.81)
Tax return of capital (0.07) (0.29) (0.58) (0.01) (0.03)
Total Distributions (0.31) (0.31) (0.65) (0.90) (0.88)
Change due to rights offering®© - - - (0.17) -
Total Distributions and Rights Offering (0.31) (0.31) (0.65) (1.07) (0.88)
Net asset value at end of year $ 5.69 $ 5.23 $ 4.21 $ 8.07 $ 8.76
Market price at end of year $ 4.93 $ 4.33 $ 3.50 $ 7.05 $ 8.29
TOTAL INVESTMENT RETURN
FOR SHAREHOLDERS:
Based on net asset value 16.3% 35.7% (41.2%) 5.3% 10.4%
Based on market price 21.7% 35.1% (44.0%) (2.8%) 11.7%
RATIOS AND SUPPLEMENTAL DATA:
Net assets at end of year (millions) $ 1,039 $ 956 $ 752 $ 1,443 $ 1,372
Ratio of expenses to average net assets 1.08% 1.09% 1.01% 0.98%® 1.01%®
Ratio of net investment income to average
net assets 0.08% 0.38% 1.05% 0.76%® 0.43%®
Portfolio turnover rate 52% 89% 87% 74% 2%

(a)
(b)
(©
(d)

(e)

Calculated using average shares outstanding during the year.
Less than $0.005 per share.
Effect of Fund’s rights offerings for shares at a price below net asset value.

Calculated assuming all distributions are reinvested at actual reinvestment prices. The net asset value and market price returns will differ
depending upon the level of any discount from or premium to net asset value at which the Fund’s shares traded during the period. Past
performance is not a guarantee of future results.

The benefits derived from custody credits and directed brokerage arrangements, if any, had an impact of less than 0.01%.

See Notes to Financial Statements
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LIBERTY ALL-STAR® EQUITY FUND
NOTES TO FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION

Liberty All-Star® Equity Fund (the *“Fund”) is a
Massachusetts business trust registered under the
Investment Company Act of 1940 (the “Act”), as
amended, as a diversified, closed-end management
investment company.

Investment Goal
The Fund seeks total investment return comprised
of long-term capital appreciation and current income
through investing primarily in a diversified portfolio of
equity securities.

Fund Shares
The Fund may issue an unlimited number of shares of
beneficial interest.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in the United
States of America (“GAAP”) requires management to
make estimates and assumptions that affect the reported
amounts and disclosures in the financial statements.
Actual results could differ from these estimates. The
following is a summary of significant accounting policies
consistently followed by the Fund in the preparation of its
financial statements.

Security Valuation

Equity securities including common stocks and exchange
traded funds are valued at the last sale price at the close
of the principal exchange on which they trade, except for
securities listed on the National Association of Securities
Dealers Automated Quotations (“NASDAQ”) exchange,
which are valued at the NASDAQ official closing price.
Unlisted securities or listed securities for which there
were no sales during the day are valued at the closing bid
price on such exchanges or over-the-counter markets.

Debt securities generally are valued by pricing services
approved by the Fund’s Board of Trustees (the “Board”).
The services may use various pricing techniques which
take into account appropriate factors such as yield, quality,
coupon rate, maturity, type of issue, trading characteristics
and other data, as well as broker quotes. Debt securities
for which quotations are readily available are valued at an
over-the-counter or exchange bid quotation.

Short-term debt obligations maturing in more than 60
days for which market quotations are readily available are
valued at current market value. Short-term debt obligations
maturing within 60 days are valued at amortized cost,
which approximates market value.

December 31, 2010

Investments for which market quotations are not readily
available are valued at fair value as determined in good
faith under consistently applied procedures approved by
and under the general supervision of the Board.

Foreign Securities

The Fund invests in foreign securities including American
Depositary Receipts, which may involve a number of
risk factors and special considerations not present with
investments in securities of U.S. corporations.

Security Transactions

Security transactions are recorded on trade date. Cost
is determined and gains/(losses) are based upon the
specific identification method for both financial statement
and federal income tax purposes.

Foreign Currency Translation

The books and records of the Fund are maintained in
U.S. dollars. Investment valuations and other assets
and liabilities initially expressed in foreign currencies are
converted each business day into U.S. dollars based upon
current exchange rates. Prevailing foreign exchange rates
may generally be obtained at the close of the New York
Stock Exchange (“NYSE”), normally 4:00 p.m. Eastern
Time. As available and as provided by an appropriate
pricing service, translation of foreign security and currency
market values may also occur with the use of foreign
exchange rates obtained at approximately 11:00 a.m.
Eastern Time, which approximates the close of the London
Exchange. The portion of unrealized and realized gains
or losses on investments due to fluctuations in foreign
currency exchange rates is not separately disclosed.

Repurchase Agreements

The Fund may engage in repurchase agreement
transactions with institutions that the Fund’s investment
advisor has determined are creditworthy. The Fund, through
its custodian, receives delivery of underlying securities
collateralizing a repurchase agreement. Collateral is at
least equal, at all times, to the value of the repurchase
obligation including interest. A repurchase agreement
transaction involves certain risks in the event of default
or insolvency of the counterparty. These risks include
possible delays or restrictions upon a Fund’s ability to
dispose of the underlying securities and a possible decline
in the value of the underlying securities during the period
while the Fund seeks to assert its rights.

Income Recoghnition

Interest income is recorded on the accrual basis. Premium
and discount are amortized and accreted, respectively, on
all debt securities. Corporate actions and dividend income
are recorded on the ex-date.
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December 31, 2010

The Fund estimates components of distributions from real
estate investment trusts (“REITs”). Distributions received
in excess of income are recorded as a reduction of the
cost of the related investments. Once the REIT reports
annually the tax character of its distributions, the Fund
revises its estimates. If the Fund no longer owns the
applicable securities, any distributions received in excess
of income are recorded as realized gains.

New Accounting Pronouncements

In January 2010, the Financial Accounting Standards
Board (“FASB”) issued Accounting Standards Update
No. 2010-06, “Improving Disclosures About Fair Value
Measurements” (“ASU”). The ASU requires enhanced
disclosures about (1) transfers into and out of Levels 1 and
2; and (2) purchases, sales, issuances, and settlements
on a gross basis relating to Level 3 measurements. Certain
disclosures were effective for the first reporting period
(including interim periods) beginning after December 15,
2009, and the second disclosure will be effective for fiscal
years beginning after December 15, 2010, and for interim
periods within those fiscal years.

Fair Value Measurements

The Fund discloses the classification of its fair value
measurements following a three-tier hierarchy based on
the inputs used to measure fair value. Inputs refer broadly
to the assumptions that market participants would use
in pricing the asset or liability, including assumptions
about risk. Inputs may be observable or unobservable.
Observable inputs reflect the assumptions market
participants would use in pricing the asset or liability
that are developed based on market data obtained from
sources independent of the reporting entity. Unobservable
inputs reflect the reporting entity’s own assumptions
about the assumptions market participants would use in
pricing the asset or liability that are developed based on
the best information available.

Various inputs are used in determining the value of the
Fund’s investments as of the end of the reporting period.
When inputs used fall into different levels of the fair value
hierarchy, the level in the hierarchy within which the fair value
measurement falls is determined based on the lowest level
input that is significant to the fair value measurement in
its entirety. The designated input levels are not necessarily
an indication of the risk or liquidity associated with these
investments. These inputs are categorized in the following
hierarchy under applicable financial accounting standards:

Level 1 - Unadjusted quoted prices in active markets for
identical investments

Level 2 — Other significant observable inputs (including
quoted prices for similar investments, interest
rates, prepayment speeds, credit risk, etc.)

Level 3 — Significant unobservable inputs (including the
Fund’s own assumptions in determining the
fair value of investments)

The following is a summary of the inputs used to value the
Fund’s investments as of December 31, 2010:

Investments in

Valuation inputs Securities at Value*

Level 1 - Unadjusted Quoted Prices

Common Stocks $ 1,023,232,382

Exchange Traded Fund 902,990
Level 2 - Other Significant

Observable Inputs

Corporate Bond 1,127,120

Short Term Investment 25,091,000

Level 3 - Significant
Unobservable Inputs -

TOTAL $ 1,050,353,492

*See Schedule of Investments for industry classification.

For the year ended December 31, 2010, the Fund did
not have any significant transfers between Level 1 and
Level 2 securities. The Fund did not have any securities
which used significant unobservable inputs (Level 3) in
determining fair value.

Distributions to Shareholders

The Fund currently has a policy of paying distributions on
its shares of beneficial interest totaling approximately
6% of its net asset value per year. The distributions
are payable in four quarterly distributions of 1.5% of
the Fund’s net asset value at the close of the NYSE
on the Friday prior to each quarterly declaration date.
Distributions to shareholders are recorded on ex-date.

NOTE 3. FEDERAL TAX INFORMATION

The timing and character of income and capital gain
distributions are determined in accordance with income tax
regulations, which may differ from GAAP. Reclassifications
are made to the Fund’s capital accounts for permanent
tax differences to reflect income and gains available for
distribution (or available capital loss carryforwards) under
income tax regulations. If, for any calendar year, the total
distributions made under the distribution policy exceed
the Fund’s net investment income and net realized capital
gains, the excess will generally be treated as a non-taxable
return of capital, reducing the shareholder’s adjusted
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basis in his or her shares. If the Fund’s net investment
income and net realized capital gains for any year exceed
the amount distributed under the distribution policy, the
Fund may, in its discretion, retain and not distribute net
realized capital gains and pay income tax thereon to the
extent of such excess.

For the year ended December 31, 2010, permanent book
and tax basis differences resulting primarily from excess
distributions were identified and reclassified among the
components of the Fund’s net assets as follows:

Accumulated Net
Realized Loss

($47,756)

Accumulated Net
Investment Income

$42,531,317

Paid-In Capital
($42,483,561)

Net investment income and net realized gains/(losses),
as disclosed on the Statement of Operations, and net
assets were not affected by this reclassification.

Classification of Distributions to Shareholders

Net investment income/(loss) and net realized gain/(loss)
may differ for financial statement and tax purposes. The
character of distributions made during the year from net
investment income or net realized gains may differ from its
ultimate characterization for federal income tax purposes.
Also, due to the timing of dividend distributions, the fiscal
year in which amounts are distributed may differ from
the fiscal year in which the income or realized gain was
recorded by the Funds.

The tax character of distributions paid during the years
ended December 31, 2010, and December 31, 2009 was
as follows:

12/31/10 12/31/09

Distributions paid from:
Ordinary income $43,330,824 $ 3,515,825
Tax return of capital 13,299,382 55,891,422
$56,630,206 $59,407,247

The following capital loss carryforwards are available to
reduce taxable income arising from future net realized
gains on investments, if any to the extent permitted by the
Internal Revenue Code:

Year of Expiration
2016
2017

Capital Loss Carryforward
$ 57,960,577
$135,025,517

The Fund used capital loss carry forwards of $ 42,545,829
to offset taxable capital gains during the period ended
December 31, 2010.

December 31, 2010

Future realized gains offset by the loss carryforwards are
not required to be distributed to shareholders. However,
under the Fund’s distribution policy, such gains may be
distributed to shareholders in the year the gains are
realized. Any such gains distributed may be taxable to
shareholders as ordinary income.

As of December 31, 2010, the components of distributable
earnings on a tax basis were as follows:

Net Unrealized
Appreciation

$55,744,437

Accumulated
Capital Losses

($192,986,094)

The differences between book-basis and tax-basis are
primarily due to deferral of losses from wash sales and
the differing treatment of certain other investments.

Federal Income Tax Status

For federal income tax purposes, the Fund currently
qualifies, and intends to remain qualified, as a regulated
investment company under the provisions of Subchapter M
of the Internal Revenue Code by distributing substantially
all of its investment company taxable net income including
realized gain, not offset by capital loss carryforwards, if
any, to its shareholders. Accordingly, no provision for
federal income or excise taxes has been made.

Management has concluded that the Fund has taken no
uncertain tax positions that require recognition in the
financial statements. The Fund files income tax returns
in the U.S. federal jurisdiction and Colorado. For the
years ended December 31, 2007, December 31, 2008,
December 31, 2009, and December 31, 2010 the Fund’s
returns are still open to examination by the appropriate
taxing authorities.

NOTE 4. FEES AND COMPENSATION PAID TO AFFILIATES
Investment Advisory Fee

ALPS Advisors, Inc. (“AAl”) serves as the investment
advisor to the Fund. AAI receives a monthly investment
advisory fee based on the Fund’'s average daily net
assets at the following annual rates:

Average Daily Annual
Net Assets Fee Rate
First $400 million 0.800%
Next $400 million 0.720%
Next $400 million 0.648%
Over $1.2 billion 0.584%

AAIl retains multiple Portfolio Managers to manage the
Fund’s investments in various asset classes. AAl pays
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December 31, 2010

each Portfolio Manager a portfolio management fee
based on the assets of the investment portfolio that they
managed. The portfolio management fee is paid from the
investment advisory fees collected by AAl and is based
on the Fund’'s average daily net assets at the following
annual rates:

Average Daily Annual
Net Assets Fee Rate
First $400 million 0.400%
Next $400 million 0.360%
Next $400 million 0.324%
Over $1.2 billion 0.292%

Administration, Bookkeeping and Pricing

Services Agreement

ALPS Fund Services, Inc. (“ALPS”) provides administrative
and other services to the Fund for a monthly administration
fee based on the Fund’s average daily net assets at the
following annual rates:

Average Daily Annual
Net Assets Fee Rate
First $400 million 0.200%
Next $400 million 0.180%
Next $400 million 0.162%
Over $1.2 billion 0.146%

In addition, ALPS provides bookkeeping and pricing
services to the Fund for an annual fee consisting of: (i)
$38,000 paid monthly plus 0.015% on the average daily
net assets for the month; and (ii) a multi-manager fee
based on the number of portfolio managers; provided that
during any 12-month period, the aggregate amount of (i)
shall not exceed $140,000 (exclusive of out-of-pocket
expenses and charges). The Fund also reimburses ALPS
for out-of-pocket expenses and charges, including fees
payable to third parties for pricing the Fund’s portfolio
securities and direct internal costs incurred by ALPS in
connection with providing fund accounting oversight and
monitoring and certain other services.

Fees Paid to Officers

All officers of the Fund, including the Fund’'s Chief
Compliance Officer, are employees of AAl or its affiliates,
and receive no compensation from the Fund. The Board
of Trustees has appointed a Chief Compliance Officer to
the Fund in accordance with federal securities regulations.

NOTE 5. PORTFOLIO INFORMATION

Purchases and Sales of Securities

For the year ended December 31, 2010, the cost of
purchases and proceeds from sales of securities,
excluding short-term obligations, were $486,686,369 and
$546,440,339, respectively.

NOTE 6. CAPITAL TRANSACTIONS

During the year ended December 31, 2009, distributions
in the amount of $11,714,874 were paid in newly issued
shares valued at market value or net asset value, but not
less than 95% of market value. Such distributions resulted
in the issuance of 4,000,620 shares.

Under the Fund’s Automatic Dividend Reinvestment
and Direct Purchase Plan (the “Plan”), shareholders
automatically participate and have all their Fund dividends
and distributions reinvested. Under the Plan, all dividends
and distributions will be reinvested in additional shares
of the Fund. Distributions declared payable in cash will
be reinvested for the accounts of participants in the Plan
in additional shares purchased by the Plan Agent on the
open market at prevailing market prices, subject to certain
limitations as described more fully in the Plan. Distributions
declared payable in shares are paid to participants in the
Plan entirely in newly issued full and fractional shares
valued at the lower of market value or net asset value
per share on the valuation date for the distribution (but
not at a discount of more than 5 percent from market
price). Dividends and distributions are subject to taxation,
whether received in cash or in shares.

NOTE 7. INDEMNIFICATION

In the normal course of business, the Fund enters into
contracts that contain a variety of representations and
warranties and which provide general indemnities. The
Fund’s maximum exposure under these arrangements is
unknown, as this would involve future claims against the
Fund. Also, under the Fund’s organizational documents
and by contract, the Trustees and Officers of the Fund are
indemnified against certain liabilities that may arise out of
their duties to the Fund. However, based on experience,
the Fund expects the risk of loss due to these warranties
and indemnities to be minimal.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF TRUSTEES AND SHAREHOLDERS OF LIBERTY ALL-STAR® EQUITY FUND:

We have audited the accompanying statement of assets and liabilities of Liberty All-Star® Equity Fund (the “Fund”),
including the schedule of investments, as of December 31, 2010, and the related statements of operations for the
year then ended, the statements of changes in net assets for each of the two years in the period then ended, and
the financial highlights for each of the four years in the period then ended. These financial statements and financial
highlights are the responsibility of the Fund’s management. Our responsibility is to express an opinion on these
financial statements and financial highlights based on our audits. The financial highlights of the Fund for the year
ended December 31, 2006 were audited by other auditors whose report, dated February 20, 2007, expressed an
unqualified opinion on the financial highlights.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements and financial highlights are free of material misstatement. The Fund is not required to
have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Fund’s internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. Our
procedures included confirmation of securities owned as of December 31, 2010, by correspondence with the custodian
and brokers where replies were not received from brokers, we performed other auditing procedures. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements and financial highlights referred to above present fairly, in all material respects,
the financial position of the Liberty All-Star® Equity Fund, as of December 31, 2010, the results of its operations for
the year then ended, the changes in its net assets for each of the two years in the period then ended, and the financial
highlights for each of the four years in the period then ended, in conformity with accounting principles generally accepted
in the United States of America.

DELOITTE & TOUCHE LLP

Denver, Colorado
February 17, 2011
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AUTOMATIC DIVIDEND REINVESTMENT AND DIRECT PURCHASE PLAN (UNAUDITED)

Under the Fund’'s Automatic Dividend Reinvestment
and Direct Purchase Plan (the “Plan”), shareholders
automatically participate and have all their Fund dividends
and distributions reinvested by Computershare Trust
Company, N.A., as agent for participants in the Plan (the
“Plan Agent”), in additional shares of the Fund. For further
information, call Investor Assistance at 1-800-LIB-FUND
(1-800-542-3863) weekdays between 9 a.m. and 5 p.m.
Eastern Time.

Shareholders whose shares are held in the name of a
brokerage firm, bank or other nominee can participate in
the Plan only if their brokerage firm, bank or nominee is
able to do so on their behalf. Shareholders participating
in the Plan through a brokerage firm may not be able
to transfer their shares to another brokerage firm and
continue to participate in the Plan.

Under the Plan, all dividends and distributions will be
reinvested in additional shares of the Fund. Distributions
declared payable in cash will be reinvested for the accounts
of participants in the Plan in additional shares purchased
by the Plan Agent on the open market at prevailing market
prices. If, prior to the Plan Agent’s completion of such
open market purchases, the market price of a share plus
estimated brokerage commissions exceeds the net asset
value, the remainder of the distribution will be paid in newly
issued shares valued at net asset value (but not at a discount
of more than 5% from market price). Distributions declared
payable in shares (or cash at the option of shareholders)
are paid to participants in the Plan entirely in newly issued
full and fractional shares valued at the lower of market
value or net asset value per share on the valuation date
for the distribution (but not at a discount of more than 5
percent from market price). Dividends and distributions are
subject to taxation, whether received in cash or in shares.

Plan participants have the option of making additional
investments of $100 or more on a monthly basis up to
a maximum of $120,000 in a calendar year. These direct
purchases will be invested on or shortly after the 15th of
each month and direct purchases should be sent so as to
be received by the Plan Agent at least two business days
prior to the next investment date. Barring suspension of
trading, direct purchases will be invested within 35 days
after such date. Alternatively, participants can authorize an
automatic monthly deduction from a checking or savings
account at a U.S. bank or other financial institution. A
participant may withdraw a direct purchase by written
notice received by the Plan Agent at least two business
days before such payment is to be invested.

The Plan Agent maintains all shareholder accounts in the
Plan and furnishes confirmations of all transactions in the
account, including information needed by shareholders for
tax records. Shares in the account of each Plan participant
will be held by the Plan Agent in book-entry or non-
certificated form in the name of the participant, and each
shareholder’s proxy will include those shares purchased
or received pursuant to the Plan.

There is no charge to participants for reinvesting
distributions pursuant to the Plan. The Plan Agent’'s fees
are paid by the Fund, therefore indirectly by shareholders.
There are no brokerage charges with respect to shares
issued directly by the Fund as a result of dividends
or distributions declared payable in shares. However,
each participant bears a per share fee (which includes
any brokerage commissions the Plan Agent is required
to pay) incurred with respect to the Plan Agent’s open
market purchases in connection with the reinvestment of
distributions declared payable in cash.

With respect to direct purchases, the Plan Agent will charge
$1.25 for purchase by check and $2.00 for automatic
investment transactions, plus a per share fee (which
includes any brokerage commissions the Plan Agent is
required to pay). Sales of shares held in the Plan will also
be subject to a service fee of $2.50 and a per share fee
currently $0.10. All fees described in this summary are
subject to change. Please contact the Plan Agent for the
current fees.

Shareholders may terminate their participation in the
Plan by notifying the Plan Agent by telephone, through the
Internet or in writing. Such termination will be effective
immediately if notice is received by The Plan Agent prior
to any dividend record date and all subsequent dividends
and distributions will be paid in cash instead of shares.

The Fund reserves the right to amend or terminate the Plan.

The full text of the Plan may be found on the Fund’s website
at www.all-starfunds.com.
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All 2010 distributions whether received in cash or shares of the Fund consist of the following;:

(1) ordinary dividends, and
(2) return of capital

The table below details the breakdown of each 2010 distribution for federal income tax purposes.

TAX STATUS OF 2010 DISTRIBUTIONS

ORDINARY DIVIDENDS

DATE PAID AMOUNT PER SHARE  QUALIFIED  NON-QUALIFIED  LONG-TERM CAPITAL GAINS RETURN OF CAPITAL
01/04/10%* $0.08 1.76% 74.64% — 23.60%
03/15/10 $0.08 1.76% 74.64% — 23.60%
06/14/10 $0.08 1.76% 74.64% — 23.60%
09/13/10 $0.07 1.76% 74.64% — 23.60%
01/03/11%* $0.08 — — — —

* Pursuant to Section 852 of the Internal Revenue Code, the taxability of this distribution will be reported in the Form 1099-DIV for 2010.
** Pursuant to Section 852 of the Internal Revenue Code, the taxability of this distribution will be reported in the Form 1099-DIV for 2011.

TAX DESIGNATIONS
The Fund designates the following amounts for the fiscal year ended December 31, 2010:

Qualified Dividend Income 2.31%

Corporate Dividends Received Deduction 2.24%

www.all-starfunds.com



LIBERTY ALL-STAR® EQUITY FUND
TRUSTEES AND OFFICERS (UNAUDITED)

The names of the Trustees and Officers of the Liberty All-Star® Equity Fund, the date each was first elected or appointed
to office, their term of office, their principal business occupations and other directorships they have held during at least
the last five years, are shown below.

INDEPENDENT TRUSTEES

NUMBER OF
PORTFOLIOS IN

POSITION WITH EQUITY FUND COMPLEX

NAME AND FUND, LENGTH OF SERVICE PRINCIPAL OCCUPATION(S) DURING OVERSEEN BY OTHER
ADDRESS* AND TERM OF OFFICE PAST FIVE YEARS DIRECTOR DIRECTORSHIPS HELD
John A. Benning Trustee Retired 2 Director, Liberty All-Star
(Age 76) Since 2002; Growth Fund (since 2002).
Term expires 2012
Thomas W. Brock Trustee CEO, StoneHarbor Investment Part- 2 Director, Liberty  All-Star
(Age 63) Since 2005; ners LP (since April 2006); Adjunct Growth Fund (since 2005);
Term expires 2012 Professor, Columbia University Gradu- Trustee and Chairman, Stone
ate School of Business (1998-2006). Harbor Investment Funds
(since 2007).
George R. Gaspari Trustee Financial Services Consultant 2 Trustee and Chairman, The
(Age 70) Since 2006, (since 1996) Select Sector SPDR Trust
Term Expires 2013 (since 1999); Director, Lib-
erty All-Star Growth Fund
(since 2006).
Richard W. Lowry Trustee Since 1986; Private Investor since 1987 2 Director and  Chairman,
(Age 74) Term Expires 2013; Liberty All-Star Growth Fund
Chairman since 2004 (since 1994).
John J. Neuhauser  Trustee President, St. Michael’'s College 2 Director, Liberty  All-Star
(Age 67) Since 1998; (since August 2007); University Growth Fund (since 1998);
Term Expires 2012 Professor December 2005-2007, Trustee, Columbia Funds Se-
Boston College (formerly Academic ries Trust | (66 Portfolios).
Vice President and Dean of Facul-
ties, from August 1999 to December
2005, Boston College).
Richard C. Rantzow  Trustee Retired; Chairman of the Board of 2 Director, Clough Global Al-
(Age 72) Since 2006, First Funds (from 1992 to July 2006) location Fund (since 2004),

Term expires 2011

Clough Global Equity Fund
(since 2005) and Clough
Global Opportunities Fund
(since 2006); Director, Lib-
erty All-Star Growth Fund
(since 2006).

*  The address for all Directors and Officers is: ¢/o ALPS Fund Services, Inc., 1290 Broadway, Suite 1100; Denver, CO 80203.
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INTERESTED TRUSTEE
NUMBER OF
PORTFOLIOS IN
POSITION WITH EQUITY FUND COMPLEX
NAME AND FUND, LENGTH OF SERVICE PRINCIPAL OCCUPATION(S) DURING OVERSEEN BY OTHER
ADDRESS* AND TERM OF OFFICE PAST FIVE YEARS DIRECTOR DIRECTORSHIPS HELD
Edmund J. Burke Director CEO and a Director of ALPS Hold- 2 President (since 2001), Trustee
(Age 50)** Since 2006; ings, Inc. (since 2005); Director, and Chairman (since 2009),
Term expires 2012 ALPS Advisors (since 2001), ALPS Financial Investors Trust; Trustee
Distributors, Inc. (since 2000) and and President, Clough Global
ALPS (since 2000); President and a Allocation Fund (Trustee since
Director of ALPS Financial Services, 2006, President since 2004);
Inc. (1991-2005). Trustee and President, Clough
Global Equity Fund (Trustee
since 2006, President since
2005); Trustee and President
Clough Global Opportunities
Fund (since 2006); Director,
Liberty All-Star Growth Fund
(since 2006); formerly, President
Reaves Utility Income Fund and
Financial Investors Variable
Insurance Trust.
OFFICERS
NAME AND POSITION WITH YEAR FIRST ELECTED OR
ADDRESS* EQUITY FUND APPOINTED TO OFFICE  PRINCIPAL OCCUPATION(S) DURING PAST FIVE YEARS
William R. Parmentier, Jr.  President 1999 Chief Investment Officer, ALPS Advisors, Inc. (since
(Age 57) 2006); President and Chief Executive Officer of the
Liberty All-Star Funds (since April 1999); Senior Vice
President (2005-2006), Banc of America Investment
Advisors, Inc.
Mark T. Haley, CFA Senior Vice President 1999 Senior Vice President of the Liberty All-Star Funds
(Age 46) (since January 1999). Vice President, ALPS Advisors,
Inc. (since 2006); Vice President, Banc of America
Investment Advisors (1999-2006).
Edmund J. Burke Vice President 2006 Director of ALPS (since 2005), Director of ALPS Advi-
(Age 50) sors (since 2001), President and a Director of ALPS

Financial Services, Inc. (1991-2005). See above for
other Directorships held.

* The address for all Directors and Officers is: ¢/o ALPS Fund Services, Inc., 1290 Broadway, Suite 1100; Denver, CO 80203.
**  Mr. Burke is an “interested person” of the Fund as defined in the Investment Company Act, because he is an officer of ALPS and ALPS Advisors.
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OFFICERS (continued)

NAME AND POSITION WITH YEAR FIRST ELECTED OR
ADDRESS* EQUITY FUND APPOINTED TO OFFICE  PRINCIPAL OCCUPATION(S) DURING PAST FIVE YEARS

Jeremy O. May Treasurer 2006 Mr. May is a President and Director of ALPS. Mr. May

(Age 40) joined ALPS in 1995. Because of his position with
ALPS, Mr. May is deemed an affiliate of the Fund as
defined under the 1940 Act. Mr. May is currently the
Treasurer of Liberty All-Star Growth Fund, Reaves Utility
Income Fund, Clough Global Equity Fund, Clough Global
Allocation Fund, Clough Global Opportunities Fund,
Financial Investors Trust, and Financial Investors Vari-
able Insurance Trust. Mr. May is also on the Board of
Directors of the University of Colorado Foundation.

Kimberly R. Storms Assistant Treasurer 2006 Ms. Storms is Director of Fund Administration and

(Age 38) Vice- President of ALPS. Ms. Storms joined ALPS
in 1998. Because of her position with ALPS, Ms.
Storms is deemed an affiliate of the Fund as defined
under the 1940 Act. Ms. Storms is also Assistant
Treasurer of the Liberty All-Star Growth Fund, and
Financial Investors Trust and Assistant Secretary
of Ameristock Mutual Fund, Inc. She is Treasurer of
ALPS ETF Trust and ALPS Variable Insurance Trust.
Ms. Storm was previously Assistant Treasurer of
the Clough Global Equity, Clough Global Allocation,
Clough Global Opportunities and Reaves Utility
Income Funds.

Melanie H. Zimdars Chief Compliance Officer 2009 Deputy Chief Compliance Officer with ALPS Fund

(Age 34) Services, Inc. since September 2009. Principal
Financial Officer, Treasurer and Secretary, Wasatch
Funds, February 2007 to December 2008. Assistant
Treasurer, Wasatch Funds, November 2006 to
February 2007. Senior Compliance Officer, Wasatch
Advisors, Inc., 2005 to 2008. Ms. Zimdars is
currently the CCO for Liberty All-Star Growth Fund,
Inc., Financial Investors Variable Insurance Trust,
ALPS ETF Trust, Grail Advisors ETF Trust, EGA
Emerging Global Shares Trust and ALPS Variable
Insurance Trust.

Stephanie Barres Secretary 2008 Ms. Barres is Senior Paralegal with ALPS, since

(Age 44) 2005. Secretary, Liberty All-Star Equity Fund since
December 2008. Director, Broker Dealer Compliance,
INVESCO Funds Group, Inc., 1997-2004.

* The address for all Officers is: ¢/o ALPS Fund Services, Inc., 1290 Broadway, Suite 1100; Denver, CO 80203.
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LIBERTY ALL-STAR® EQUITY FUND
PRIVACY POLICY (UNAUDITED)

This Privacy Policy Notice discloses the privacy policies
of the Liberty All-Star® Funds, which are advised by ALPS
Advisors, Inc. and serviced by ALPS Fund Services, Inc.
(the “Companies”). The Companies and the Funds are
referred to herein collectively as “we” or “us.”

PROTECTING YOUR PRIVACY IS A TOP PRIORITY

We realize that our ability to offer superior products
and services depends on the personal and financial
information we collect from you. We value your business
and are committed to maintaining your trust. That is why
we have made your privacy a top priority.

THE INFORMATION WE HAVE AND WHERE WE GET IT
We collect information about you from a variety of
sources, including:

Information we receive from you on applications or
other forms, such as your name, address and phone
number; your social security number; and your assets,
income and other household information;

Information about your other transactions with us, our
affiliates or others, such as your account balances
and transactions history; and

Information from visitors to our websites provided
through online forms, site visitorship data and online
information-collecting devices known as “cookies.”

We do not solicit personal or financial information from
minors without written parental consent, nor do we
knowingly market products and services to minors.

HOW WE USE THIS INFORMATION

We may share all of the information we collect with the
Companies as part of the ordinary course of providing
financial products and services to you, for the purpose of
offering you new products and services to address your
financial needs, for product development purposes and as
otherwise required or permitted by law.

To assist in our business dealings with you, we may also
share this information with companies (other than the
Companies) that perform services, including marketing
services, on our behalf (such as vendors that package
and mail our investor statements and marketing research
firms that enhance our ability to market our products and
services). We do not share your information with mailing
list or direct marketing companies. Thus, the information
you provide to us will not result in unwanted solicitations
from third-party marketers.

Finally, we may share this information with other entities
outside of the Companies for the following purposes,
including among others:

To respond to a subpoena or court order, judicial
process or regulatory inquiry;

To report suspicious transactions to government
agencies and law enforcement officials;

To protect against fraud;

To provide products and services with the consent or
the direction of a customer; or

In connection with the proposed or actual sale or merger
of all or a portion of a business or operating unit.

Except as described above, and except for information we
provide to nonaffiliated third parties as otherwise required
or permitted by law, we do not share information about you
with nonaffiliated third parties.

SECURITY OF PERSONAL FINANCIAL INFORMATION

We restrict access to information about you to those
employees we determine need to know that information
to provide products and services to you. We maintain
physical, electronic and procedural safeguards to protect
this information.

If you provide information to us via our websites in order
to view your account activity or conduct transactions,
we use 128-bit SSL encryption security with passwords
to ensure a safe transmission of data between you and
us. Information you provide is stored and transmitted in
a secure environment, accessible only by a select group
of people who are given a secure passcode to access
the information.

We continuously assess new technology for protecting
information and upgrade our systems where appropriate.

IF YOU HAVE ANY QUESTIONS OR CONCERNS ABOUT
THIS PRIVACY POLICY NOTICE, PLEASE WRITE TO US AT:

ALPS Advisors, Inc.

Attn: Compliance Department
1290 Broadway, Suite 1100
Denver, CO 80203

FORMER CUSTOMERS

If, for whatever reason, our customer relationship with you
ends, we will preserve your information as necessary to
comply with applicable laws. The measures we take to
protect the privacy of customer information, as described
in this Privacy Policy Notice, will continue to apply to you.
We also will comply with more restrictive state laws to the
extent they apply.

We reserve the right to change this Privacy Policy Notice,
and any of the policies described herein, at any time.
The examples contained in this Privacy Policy Notice are
illustrations; they are not intended to be exclusive.

www.all-starfunds.com
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38 i DESCRIPTION OF LIPPER BENCHMARK AND THE S&P 500 INDEX (UNAUDITED)

Lipper Large-Cap Core Mutual Fund Average

The average of funds that, by portfolio practice, invest at
least 75% of their equity assets in companies with market
capitalizations (on a three-year weighted basis) above
Lipper's U.S. domestic equity large-cap floor. These funds
typically have an average price-to-earnings ratio, price-to-
book ratio, and three-year sales-per-share growth value,
compared to the S&P 500 Index.

S&P 500 Index

A representative sample of 500 leading companies in
leading industries of the U.S. economy. Focuses on the
large-cap segment of the market with approximately 75%
coverage of U.S. equities.
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INVESTMENT ADVISOR
ALPS Advisors, Inc.

1290 Broadway, Suite 1100
Denver, Colorado 80203
303-623-2577
www.all-starfunds.com

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
Deloitte & Touche LLP

555 Seventeenth Street, Suite 3600
Denver, Colorado 80202

CUSTODIAN

State Street Bank & Trust Company
One Lincoln Street

Boston, Massachusetts 02111

INVESTOR ASSISTANCE,

TRANSFER & DIVIDEND
DISBURSING AGENT & REGISTRAR
Computershare Trust Company, N.A.
P.O. Box 43078

Providence, Rhode Island 02940-3078
1-800-LIB-FUND (1-800-542-3863)
www.computershare.com

Annual Certifications — As required, on May 25, 2010, the
Fund submitted to the New York Stock Exchange (“NYSE”)
the annual certification of the Fund’s Chief Executive
Officer certifying that, as of such date, he was not aware
of any violation of the NYSE’s Corporate Governance listing
standards. The Fund also has included the certifications of
the Fund’s Chief Executive Officer and Chief Financial Officer
required by Section 302 of the Sarbanes-Oxley Act of 2002
as exhibits to reports filed with the Securities and Exchange
Commission (“SEC”) on a quarterly basis on Form N-CSR and
Form N-Q.

A description of the Fund’s proxy voting policies and
procedures is available (i) on the SEC’'s website at
www.sec.gov, and (ii) without charge, upon request, by calling
1-800-542-3863. Information regarding how the Fund voted
proxies relating to portfolio securities during the 12-month
period ended June 30th is available from the SEC’s website
at www.sec.gov. Information regarding how the Fund voted
proxies relating to portfolio securities is also available at
www.all-starfunds.com.

LEGAL COUNSEL

K&L Gates LLP

1601 K Street, NW
Washington, DC 20006

TRUSTEES

John A. Benning*

Thomas W. Brock*

Edmund J. Burke

George R. Gaspari*

Richard W. Lowry*, Chairman
Dr. John J. Neuhauser*
Richard C. Rantzow*

OFFICERS

William R. Parmentier, Jr., President

Mark T. Haley, CFA, Senior Vice President
Edmund J. Burke, Vice President

Jeremy O. May, Treasurer

Kimberly R. Storms, Assistant Treasurer
Stephanie Barres, Secretary

Melanie H. Zimdars, Chief Compliance Officer

* Member of the Audit Committee

The Fund files a complete schedule of portfolio holdings with
the SEC for the first and third quarters of each fiscal year on
Form N-Q. The Fund’s Form N-Q’s are available on the SEC’s
website at www.sec.gov and may be reviewed and copied
at the SEC’s Public Reference Room in Washington, DC.
Information on the operation of the Public Reference Room
may be obtained by calling 1-800-SEC-0330.

Notice is hereby given in accordance with Section 23(c) of the
Investment Company Act of 1940 that the Fund may purchase
at market prices from time to time shares of its own common
stock in the open market.

This report is transmitted to shareholders of Liberty
All-Star® Equity Fund for their information. It is not a
prospectus or other document intended for use in the
purchase of Fund shares.
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