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T. Rowke Price EQuity INCOME FUND

HIGHLIGHTS

e A sharp second-quarter rebound in equity prices followed the sell-off
that continued into the early months of 2009.

e The fund posted a modest gain for the six-month period ended June 30,
2009. Fund results lagged the broad S&P 500 Index, as some measures
of value stocks posted losses during the first half.

e Fund results were buoyed by holdings across various sectors but were
restrained by mixed performance in financials and some longtime
fund investments.

e There are some indications that the worst may be behind us as federal
fiscal initiatives and a supportive monetary policy pave the way for an
economic rebound.

The views and opinions in this report were current as of June 30, 2009.
They are not guarantees of performance or investment results and
should not be taken as investment advice. Investment decisions reflect
a variety of factors, and the managers reserve the right to change their
views about individual stocks, sectors, and the markets at any time.
As a result, the views expressed should not be relied upon as a fore-
cast of the fund’s future investment intent. The report is certified under
the Sarbanes-Oxley Act, which requires mutual funds and other public
companies to affirm that, to the best of their knowledge, the informa-
tion in their financial reports is fairly and accurately stated in all material
respects.

REPORTS ON THE WEB

Sign up for our E-mail Program, and you can begin to receive updated
fund reports and prospectuses online rather than through the mail.
Log in to your account at troweprice.com for more information.


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

Fellow Shareholders

The first six months of the year were extremely tumultuous for inves-
tors and consisted of two distinct investment environments. The first
couple of months were characterized by a sharp decline, with the S&P
500 Index reaching a cyclical low on March 9. The selling was very
much a continuation of the 2008 market downturn, precipitated by the
financial crisis and global recession. What followed was a significant
market rebound through the end of the second quarter, as the S&P 500
advanced about 40% at its peak from the early March level. Toward the
end of June, the rebound began to lose some momentum as investors
debated the question of

PERFORMANCE COMPARISON whether the equity market
; ; had moved too far too
Six-Month Period Ended 6/30/09 Total Return quickly in hght of the still-
Equity Income Fund 1.10% struggling economy.
Equity Income Fund—Advisor Class 1.03 As shown in the Perfor-
Equity Income Fund-R Class 0.91 mance Comparison table,
S&P 500 Index 3.16 your fund returned 1.10%
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ i o
Lipper Equity Income Funds Index 1.33 Compared with 1.33% for

"""""""" the Lipper Equity Income

Funds Index and 3.16% for
the S&P 500 Index. (Performance for the Advisor and R Class shares was
lower due to their different expense ratios.) The gains came against the
backdrop of a dismal 12-month period for stocks overall. We are hopeful
that the bulk of the market weakness is behind us. Recent stock market
performance suggests that financial markets and the global economy
have begun to stabilize and that the investment environment will con-
tinue to improve over the remainder of the year.

DIVIDEND DISTRIBUTION

On June 25, 2009, your fund’s Board of Trustees declared a second-
quarter income dividend of $0.09 per share to shareholders of record on
that day. The dividend was paid on June 29. You should have received
a check or statement reflecting this dividend. The most recent dividend
distribution brings total dividends paid in 2009 to $0.20 per share.
(Dividends were slightly lower for the Advisor and R Class shares.)



A WORD ABOUT YOUR SHAREHOLDER REPORT

At T. Rowe Price, we believe that information is essential to understanding your investments
in this fast-moving and volatile market environment. In this shareholder report’s “Manager’s
Letter,” your fund’s portfolio manager writes a candid assessment of recent market events and
fund performance, offers important insights into how the fund is managed, and provides a
perspective for the next few months. We encourage you to read this report carefully.

Did you know you could receive your shareholder report sooner? The online version is usually
available at least two weeks before you receive it by mail. If you’re looking for easy access to
the latest shareholder reports, account statements, transaction confirmations, tax forms, mutual
fund prospectuses, and more, consider paperless e-delivery options from T. Rowe Price.

e Fast: An e-mail notification lets you know when your documents are available for online
viewing, offering instant access to valuable information.

e Secure: Confidential account information is accessible only within the secure T. Rowe Price
Web site.

o Efficient: E-delivery can help reduce costs and minimize environmental waste.

To learn more about e-delivery and our many other valuable online tools and services, please
log in to your account at troweprice.com.

PORTFOLIO REVIEW

The market’s strength in the second quarter offset first-quarter weak-
ness and put several major equity indexes in positive territory for the
first half of 2009. (The widely followed Dow Jones Industrial Average
was down slightly, as were several measures of performance for value
stocks.) We were happy to see that fund performance through most
of the second quarter was particularly strong, as investor sentiment
improved in response to the better workings of the money and credit
markets as well as to growing anticipation that an end to the economic
downturn was finally in sight. While the timing of a sustained upturn
in equities is always uncertain, legendary investor Warren Buffett fre-
quently points out that recoveries have always followed sell-offs sooner
or later. While this may sound simplistic to some, it is nonetheless true
and reflects the incontrovertible fact that both economic and financial
market performance is cyclical in nature. While there is no guarantee
that this will always be so, it is unwise to ignore the lessons of history.

Several crosscurrents affected fund performance in the first six months
of the year. The S&P 500 Index’s modest gain, notwithstanding the
strong advance of the past few months, is testimony to the ebbs and flows
of investor expectations. Fund performance was buoyed by a number
of holdings that generated strong returns. For example, energy equip-
ment and services company Schlumberger, paper and forest products


http://www.troweprice.com

firm International Paper, hotels and leisure company Marriott, con-
sumer finance giant American Express, and capital markets leader
Goldman Sachs were particularly notable in assisting portfolio perfor-
mance. Our investment in pharmaceuticals company Wyeth proved
beneficial as Pfizer launched a takeover of the company earlier in the
year. (Please refer to the

SECTOR DIVERSIFICATION fund’s portfolio of invest-

| ments for a complete
listing of holdings and the

amount each represents in

Percent of Net Assets
12/31/08 6/30/09

Financials 20.0% 19.7% the por[foho_)
Consumer Discretionary 14.4 14.5 Performance was mixed
Energy 14.5 14.3 for our diversified finan-
Industrials and Business Services 11.6 11.7 cial services companies,
Informétion Technology 5.8 7.0 Wit_h JPMorgan Chase

= doing well and Bank of
Health Care 87 6.8 America detracting from
Utilities 6.0 6.7 fund results. While much
Materials 56 5.7 attention has been focused
.'.I"é.l‘é.t‘:'(‘a"r'l;ﬁunication Services 4.9 4.7 Qn theA strong‘ rebound of
~~~~~~~~~~~~~~~~~~~~~~~~ financial services compa-
ConsumerStaples 4.6 4.2 nies, their performance
Other and Reserves 3.9 4.7 during the entire six-
Total 100.0% 100.0% month period left much to

Historical weightings reflect current industry/sector classifications.

be desired. (Financials was
the weakest sector in the
first quarter and the stron-
gest in the second.) Fund performance was also hampered by several
of our longstanding investments, including ExxonMobil, GE, and
AT&T, all of which posted negative returns for the first six months.
One particularly bright spot was our exposure to several leading tech-
nology firms. Software leader Microsoft, IT services firm Computer
Sciences, Internet software and services company eBay, and semi-
conductor and semiconductor equipment holding Analog Devices
generated healthy returns.

Regarding portfolio activity, the Major Portfolio Changes table follow-
ing this letter shows many of the companies in which we increased

or reduced exposure. It’s worth looking at a few of them to illustrate
what we look for in new investments. We seek out interesting valuation
opportunities in companies with good competitive positions. The stock
price of Southwest Airlines, for example, had fallen for several years
as concerns about the economy and fuel costs impaired the company’s



results. When conditions begin to improve, however, Southwest will
likely enjoy a strong competitive advantage. ConocoPhillips is another
example of a company whose stock price fell sharply over the last year
and, consequently, sold at an attractive valuation level with a healthy
dividend yield. Accenture is a high-quality company operating in the

global management consulting, technology services, and outsourcing

FINANCIAL PROFILE

Equity  S&P 500

Income Stock
As of 6/30/09 Fund Index
Price/Book Ratio 1.7X 2.5X
Price/Earnings Ratio
(Based on next 12 month’s
estimated earnings¥®) 14.0X 13.9X
Historical Beta
(Based on monthly
returns for five years) 1.05 1.00

*Source for data: IBES.

Forecasts are in no way indicative of future investment returns.

sphere, whose severe stock
price decline created what
we believe was a good
chance to invest in a
company with a strong
market position.

The common themes link-
ing many of the fund’s
additions are cyclicality
and exposure to the finan-
cial services sector. In
addition, we made a new
investment in the utilities
sector—Constellation

Energy Group, which we
successfully bought and
sold several years ago. Disappointing performance resulted in a sell-off in
the company’s share price, lowering it to an attractive valuation level in
our view. We continue to believe that companies with earnings cyclical-
ity, operating leverage, and financial exposure will benefit as we transition
from economic recession to a period of renewed economic growth.

We reduced our exposure to, or eliminated, companies with more
defensive characteristics and questionable earnings reliability, includ-
ing Pfizer (mentioned earlier), Time Warner Cable, Anheuser-Busch
InBev, Amgen, and Merck.

OUTLOOK

We believe that economic and financial market conditions are slowly on
the mend. Nonetheless, nothing moves consistently in a steady direction,
so it would not be surprising to see some ups and downs in terms of
both economic data and stock market movement in the months ahead.

Over the last 18 months, we've suffered through one of the most dam-
aging bear markets in history as the global financial crisis exacerbated



an already weakened global economy. The credit and money markets
ground to a virtual halt, and equity markets plummeted in the wake
of Lehman Brothers’ demise, the problems besetting AIG, and the col-
lapse of many other firms that played central roles in the housing and
financial crises.

Today, halfway through 2009, the system feels as though it has sta-
bilized. Markets are functioning well. Companies can raise capital by
issuing debt and equity securities, and much of the stress is gone from
the money markets. There are some indications that the worst is prob-
ably behind us. Even the automotive and housing sectors appear to be
exhibiting some dim light at the end of the tunnel. We have no way
of telling exactly when the economic recovery will occur, but the wide
range of federal fiscal initiatives and a supportive monetary policy will
ultimately lead to an economic rebound. We believe that the best time to
invest is often when the prevailing headwinds are blowing hardest. This
has been the case during the past few months, as a significant market
rebound lifted stock prices from their earlier lows and rewarded inves-
tors who maintained their long-term investment perspectives. We will
continue to look for opportunities to invest in solid companies whose
shares are selling at appealing prices.

Once again, we thank you for your continued confidence and support.

Respectfully submitted,

e CH_

Brian C. Rogers
President of the fund and chairman of its Investment Advisory Committee

July 17, 2009

The committee chairman has day-to-day responsibility for managing the
portfolio and works with committee members in developing and executing
the fund’s investment program.



T. Rowe PRrICE EQuUITY INCOME FUND

RISKS OF INVESTING IN THE FUND

Value investors seek to invest in companies whose stock prices are low in relation to their
real worth or future prospects. By identifying companies whose stocks are currently out of
favor or misunderstood, value investors hope to realize significant appreciation as other
investors recognize the stock’s intrinsic value and the price rises accordingly. The value
approach carries the risk that the market will not recognize a security’s intrinsic value for a
long time, or that a stock judged to be undervalued may actually be appropriately priced.

GLOSSARY

Lipper index: An index of mutual fund performance returns for specified periods in defined
categories as tracked by Lipper Inc.

Price/earnings ratio: Calculated by dividing a stock’s market value per share by the
company’s earnings per share for the past 12 months or by expected earnings for the
coming year.

S&P 500 Index: A market cap-weighted index of 500 widely held stocks often used as a
proxy for the overall stock market. Performance is reported on a total return basis.



T. Rowe PRrICE EQuUITY INCOME FUND

PORTFOLIO HIGHLIGHTS

TWENTY-FIVE LARGEST HOLDINGS
Percent of
Net Assets
6/30/09

JPMorgan Chase

U.S. Bancorp 1.4

Bank of New York Mellon

McGraw-Hill 1.2

Total 43.3%

Note: Table excludes investments in the T. Rowe Price Reserve Investment Fund.



T. Rowe PRrICE EQuUITY INCOME FUND

PORTFOLIO HIGHLIGHTS

MAJOR PORTFOLIO CHANGES

Listed in descending order of size.

Six Months Ended 6/30/09

Largest Purchases

Largest Sales

Southwest Airlines* Pfizegr>
Time warner Newell Rubbermaid**
ConocoPhillips* H&RBlock
Schlumberger Time Warner Cable**

Entergy

Merck

Accenture*

Sunoco

12 Months Ended 6/30/09

Largest Purchases

Largest Sales

American Express*

Anheuser-Busch InBev**

Boeing* General Mills**
Nucor Procter & Gamﬁb}e** """"
Goldman Sacﬂh;}f """" Pfizegr>
Deereg* Abbott Laboratories**
Schlumberger Amgen
Fortune Brands H&RBlock
Alcoa UST**

*Position added.
**Position eliminated.



T. Rowe PRrICE EQuUITY INCOME FUND
Performance and Expenses

GrowTH OF $10,000

This chart shows the value of a hypothetical $10,000 investment in the fund over the past
10 fiscal year periods or since inception (for funds lacking 10-year records). The result is
compared with benchmarks, which may include a broad-based market index and a peer
group average or index. Market indexes do not include expenses, which are deducted from
fund returns as well as mutual fund averages and indexes.

EQUITY INCOME FUND

$25,000 AS,Of,6/3(,)/O,9 R e
22,000 — rEquutyVIncqmerFund $711,71247
—— S&P 500 Index $7,987
19,000 O T
- - - Lipper Equity Income Funds Index $9,769
16,000 e FE
13,000
10,000

6/99 6/00 6/01 6/02 6/03 6/04 6/05 6/06 6/07 6/08 6/09

Note: Performance for the Advisor and R Class will vary due to their differing fee structures. See returns
table below.

AVERAGE ANNUAL COMPOUND TOTAL RETURN

This table shows how the fund would have performed each year if its actual (or cumulative)
returns had been earned at a constant rate.

Since Inception

Periods Ended 6/30/09 1Year 5Years 10 Years Inception Date
Equity Income Fund -24.91% -1.71% 1.07% - -
Equity Income Fund-

Advisor Class -25.05 -1.91 - 2.21% 3/31/00
Equity Income Fund-R Class -25.24 -2.17 - 3.70 9/30/02

Current performance may be higher or lower than the quoted past performance, which
cannot guarantee future results. Share price, principal value, and return will vary, and
you may have a gain or loss when you sell your shares. For the most recent month-end
performance, please contact a T. Rowe Price representative at 1-800-225-5132 (fund)
or 1-800-638-8970 (Advisor Class and R Class).

Average annual total return figures include changes in principal value, reinvested dividends, and
capital gain distributions. Returns do not reflect taxes that the shareholder may pay on fund distri-
butions or the redemption of fund shares. When assessing performance, investors should consider
both short- and long-term returns.

9



T. Rowe PRrICE EQuUITY INCOME FUND

EXPENSE RATIO

Equity Income Fund 0.71%
Equity Income Fund—Advisor Class 0.92
Equity Income Fund-R Class 1.20

The expense ratio shown is as of the fund’s fiscal year ended 12/31/08. This number may vary from
the expense ratio shown elsewhere in this report because it is based on a different time period and,
if applicable, does not include fee or expense waivers.

FUND EXPENSE EXAMPLE

As a mutual fund shareholder, you may incur two types of costs: (1) transaction costs, such
as redemption fees or sales loads, and (2) ongoing costs, including management fees, distri-
bution and service (12b-1) fees, and other fund expenses. The following example is intended
to help you understand your ongoing costs (in dollars) of investing in the fund and to com-
pare these costs with the ongoing costs of investing in other mutual funds. The example is
based on an investment of $1,000 invested at the beginning of the most recent six-month

period and held for the entire period.

Please note that the fund has three share classes: The original share class (“investor class”)
charges no distribution and service (12b-1) fee; Advisor Class shares are offered only through
unaffiliated brokers and other financial intermediaries and charge a 0.25% 12b-1 fee; and R
Class shares are available to retirement plans serviced by intermediaries and charge a 0.50%
12b-1 fee. Each share class is presented separately in the table.

Actual Expenses

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

Hypothetical Example for Comparison Purposes

The information on the second line of the table (“Hypothetical”) is based on hypothetical

account values and expenses derived from the fund’s actual expense ratio and an assumed
5% per year rate of return before expenses (not the fund’s actual return). You may compare
the ongoing costs of investing in the fund with other funds by contrasting this 5% hypotheti-

cal example and the 5% hypothetical examples that appear in the shareholder reports of the
other funds. The hypothetical account values and expenses may not be used to estimate the
actual ending account balance or expenses you paid for the period.

Note: T. Rowe Price charges an annual small-account maintenance fee of $10, generally for
accounts with less than $2,000 ($500 for UGMA/UTMA). The fee is waived for any investor
whose T. Rowe Price mutual fund accounts total $25,000 or more, accounts employing auto-
matic investing, and IRAs and other retirement plan accounts that utilize a prototype plan

10



T. Rowe PRrICE EQuUITY INCOME FUND

FUND EXPENSE EXAMPLE (CONTINUED)

sponsored by T. Rowe Price (although a separate custodial or administrative fee may apply to
such accounts). This fee is not included in the accompanying table. If you are subject to the
fee, keep it in mind when you are estimating the ongoing expenses of investing in the fund

and when comparing the expenses of this fund with other funds.

You should also be aware that the expenses shown in the table highlight only your ongo-
ing costs and do not reflect any transaction costs, such as redemption fees or sales loads.
Therefore, the second line of the table is useful in comparing ongoing costs only and will
not help you determine the relative total costs of owning different funds. To the extent a
fund charges transaction costs, however, the total cost of owning that fund is higher.

T. Rowe Price EQuity INCOME FUND

Beginning Ending Expenses Paid
Account Value Account Value During Period*
1/1/09 6/30/09 1/1/09 to 6/30/09
Investor Class
Actual $1,000.00 $1,011.00 $3.69
Hypothetical (assumes 5%
return before expenses) 1,000.00 1,021.12 3.71
Advisor Class
Actual 1,000.00 1,010.30 4.54
Hypothetical (assumes 5%
return before expenses) 1,000.00 1,020.28 4.56
R Class
Actual 1,000.00 1,009.10 5.68
Hypothetical (assumes 5%
return before expenses) 1,000.00 1,019.14 5.71

*Expenses are equal to the fund’s annualized expense ratio for the six-month period, multiplied by the
average account value over the period, multiplied by the number of days in the most recent fiscal half
year (181) divided by the days in the year (365) to reflect the half-year period. The annualized expense
ratio of the Investor Class was 0.74%, the Advisor Class was 0.91%, and the R Class was 1.14%.

11



T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

Investor Class

6 Months  Year

Ended Ended

6/30/09" 12/31/08" 12/31/07° 12/31/06" 12/31/05° 12/31/04
NET ASSET VALUE
Beginning of period $ 17.08 $ 28.10 $ 2955 $ 2592 $ 26.59 $ 24.16

Investment activities

Net investment income 0.20" 0.60" 0.57 0.49 0.46 0.41
Net realized and
unrealized gain (loss) (0.03) (10.32) 0.39 4.42 0.66 3.16
Total from imvestment e R S S
activites | 017 ... ©72) 096 . .. 491 112 3.57
Distributions
Net investment income (0.20) (0.59) (0.58) 0.49) (0.46) 0.42)
Net realized gain - 0.71) (1.83) 0.79) (1.33) 0.72)
Total distributions 0.200 . 130 . Q.41 a.28) . .(.79) . (1.14)
NET ASSET VALUE
End of period $ 1705 S 17.08 S 28.10 $ 29.55 S 25.92 S 26.59

Ratios/Supplemental Data

Totalreturn® 1.10%®M  (35.75)% " 3.30%  19.14%  4.26%  15.05%
Ratio of total expenses to
average net assets 0.74%Y?  0.69%Y  0.67% 0.69% 0.71% 0.74%

Ratio of net investment
income to average net
assets 2.59%P0  2.59%D  1.89% 1.77% 1.73% 1.69%

12



T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

6 Months  Year
Ended Ended

6/30/09" 12/31/08" 12/31/07° 12/31/06" 12/31/05" 12/31/04

Ratios/Supplemental Data (continued)

Portfolio tumoverrate 55% . 31.6%  257%  17.3%  20.5%  16.1%
Net assets, end of period
(in millions) $ 12,662 $ 12,492 $ 20,521 $ 20,999 $ 17,891 $ 16,034

*  Per share amounts calculated using average shares outstanding method.

(@ See Note 5. Excludes expenses in excess of 0.01% of average net assets for the six months
ended 6/30/09 and 0.00% for the year ended 12/31/08, related to investments in T. Rowe Price
mutual funds.

Total return reflects the rate that an investor would have earned on an investment in the fund
during each period, assuming reinvestment of all distributions.

Annualized

Includes the effect of a one-time special dividend (0.1% of average net assets) that is not
expected to recur.

@)

€

()

The accompanying notes are an integral part of these financial statements.
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T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

Advisor Class

6 Months  Year

Ended Ended

6/30/09" 12/31/08" 12/31/07° 12/31/06" 12/31/05° 12/31/04
NET ASSET VALUE
Beginning of period $ 17.04 $ 28.04 $ 2950 $ 25.87 $ 26.55 $ 24.12

Investment activities

Net investment income 0.19W 0.55® 0.51 0.43 0.40 0.37
Net realized and
unrealized gain (loss) (0.03) (10.29) 0.37 4.42 0.66 3.15
Total from imvestment e S S
activites | 0.16 . . ©.74) 0.88 . 485 ..106 352
Distributions
Net investment income (0.18) (0.55) (0.51) (0.43) (0.41) (0.37)
Net realized gain - 0.71) (1.83) 0.79) (1.33) 0.72)
Total distributions ©.18) .. 1.26) . @34 . A.22)  Q.74)  (1.09)
NET ASSET VALUE
End of period $ 17.02 S 17.04 S 28.04 S 29.50 S 25.87 S 26.55

Ratios/Supplemental Data

Totalreturn® 1.03%"W (35.88)%® 3.03%  18.92%  4.03%  14.85%
Ratio of total expenses to
average net assets 0.91%M®  0.90%Y  0.88% 0.89% 0.92% 0.93%

Ratio of net investment
income to average net
assets 2.40%Y9%  2.38%"  1.68% 1.58% 1.52% 1.51%
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T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

6 Months  Year
Ended Ended

6/30/09" 12/31/08" 12/31/07° 12/31/06" 12/31/05" 12/31/04

Ratios/Supplemental Data (continued)

Portfolio tumoverrate 5.5%  31.6%  257%  17.3%  20.5%  16.1%
Net assets, end of period
(in millions) $ 1,564 $ 1,407 $ 2,539 $ 2,247 $ 2,315 $ 2,265

Per share amounts calculated using average shares outstanding method.

(@ See Note 5. Excludes expenses in excess of 0.01% of average net assets for the six months
ended 6/30/09 and 0.00% for the year ended 12/31/08, related to investments in T. Rowe Price
mutual funds.

Total return reflects the rate that an investor would have earned on an investment in the fund
during each period, assuming reinvestment of all distributions.

Annualized

Includes the effect of a one-time special dividend (0.1% of average net assets) that is not
expected to recur.

@)

€

()

The accompanying notes are an integral part of these financial statements.
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T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

R Class

6 Months  Year

Ended Ended

6/30/09" 12/31/08" 12/31/07° 12/31/06" 12/31/05° 12/31/04
NET ASSET VALUE
Beginning of period $ 17.02 $ 28.01 $ 29.46 $ 2586 $ 26.55 $ 24.14

Investment activities

Net investment income 0.17Y 0.49Y 0.43 0.36 0.34 0.30
Net realized and
unrealized gain (loss) (0.03) (10.28) 0.38 4.40 0.65 3.15
Total from imvestment e R SR S
activites | 0.14 . ©.79) . 0.81 . 476 . 0.99 ...345
Distributions
Net investment income 0.17) (0.49) (0.43) (0.37) (0.35) 0.32)
Net realized gain - 0.71) (1.83) 0.79) (1.33) 0.72)
Total distributions ©.17) ... 1.200 . @.26) . a.16) . (1.68)  (1.04)
NET ASSET VALUE
End of period $ 1699 S 17.02 S 28.01 S 29.46 S 25.86 S 26.55

Ratios/Supplemental Data

Totalreturn® | 0.91%"  (36.05)%® 2.80%  18.56%  3.76%  14.53%
Ratio of total expenses to
average net assets 1.14%Y0  1.16%Y  1.15% 1.16% 1.18% 1.22%

Ratio of net investment
income to average net
assets 2.18%Y0  2.12%®  1.42% 1.30% 1.29% 1.28%
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T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited

FINANCIAL HIGHLIGHTS For a share outstanding throughout each period

6 Months  Year
Ended Ended

6/30/09" 12/31/08" 12/31/07° 12/31/06" 12/31/05" 12/31/04

Ratios/Supplemental Data (continued)

Portfolio tumoverrate 5.5%  31.6%  257%  17.3%  20.5%  16.1%
Net assets, end of period
(in thousands) $ 153,344 $ 155,633 $ 278,500 $ 268,968 $ 186,652 $ 76,974

*  Per share amounts calculated using average shares outstanding method.

(@ See Note 5. Excludes expenses in excess of 0.01% of average net assets for the six months
ended 6/30/09 and 0.00% for the year ended 12/31/08, related to investments in T. Rowe Price
mutual funds.

Total return reflects the rate that an investor would have earned on an investment in the fund
during each period, assuming reinvestment of all distributions.

Annualized

Includes the effect of a one-time special dividend (0.1% of average net assets) that is not
expected to recur.

@)

€

()

The accompanying notes are an integral part of these financial statements.
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T. Rowe PRrICE EQuUITY INCOME FUND

Unaudited June 30, 2009

PORTFOLIO OF INVESTMENTS * Shares/$ Par Value

(Cost and value in $000s)

COMMON STOCKS 94.8%

CONSUMER DISCRETIONARY 14.0%

Automobiles 0.4%

Harley-Davidson 3,489,300 56,562
06,562

Distributors 0.5%

GenuineParts 1,993,900 66,915
o 86,915

Diversified Consumer Services 0.2%

&R Block 1,539,700 26,529
26,529

Hotels, Restaurants & Leisure 0.8%

Marriott, Class A 4,252,634 93,856

Household Durables 2.8%

Black & Decker 1,246,200 35,716
D.R.Horton 2,990,800 27,994
Fortune Brands 4,984,700 173,169
Harman International 1,744,700 32,800
Whirlpool 3,240,100 137,899

407,578

Media 5.0%
Cablevision 4,773,700 92,657
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Shares/$ Par Value

(Cost and value in $000s)

New York Times, Class A (2) 7,477,100 41,199

Specialty Retail 3.3%

BedBath&Beyond W) 5701,800 175,330
oM DO POt oo 9,720,200 229,688
T oo 2,990,800 75,847

....h80,865
Total Consumer Discretionary 2,021,436

CONSUMER STAPLES 4.2%

Beverages 0.5%

Anheuser-Busch InBev (EUR) 1,992,369 72,129

Food Products 3.0%

Hershey Foods
Kraft Foods, Clas

Household Products 0.7%

Kimberly-Clark e 1,993,900 104,540
.........104,540
Total Consumer Staples 603,758
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Shares/$ Par Value
(Cost and value in $000s)
ENERGY 14.3%
Energy Equipment & Services 1.5%
BJServices (2,492,400 33,971
Schlumberger 3,240,000 175,322

209,293

0il, Gas & Consumable Fuels 12.8%
Anadarko Petroleum 2,990,800 135,752

Total Energy
FINANCIALS 19.8%

Capital Markets 3.7%
Bank of New York Mellon

6,978,600

204,543

Commercial Banks 4.3%
Allied Irish Banks (EUR)

Marshall & Ilsley
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Shares/$ Par Value

(Cost and value in $000s)

SunTrust 5,483,200 90,199

Consumer Finance 2.7%

American Express 9,471,000 220,106
Capital One Financial e 3,389,600 74165
StMCorporation(w) 9,571,800 98,302

392,573

Bankof America 25,187,886 332,480
IPMorgan Chase 14,954,200 510,088
842,568

Insurance 3.2%

Lincoln National . 5833200 100,389

Progressive Corporatony .~ 4486300 67,788

The Travelers Companies e WTA4T700 71,602
. 859,965

Thrifts & Mortgage Finance 0.0%

FannieMae () 4,364,629 2,531
2531

Total Financials 2,847,103

HEALTH CARE 6.7%

Biotechnology 0.7%

AN (1) e 1,993,900 105,557

105,557
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Shares/$ Par Value
(Cost and value in $000s)
Health Care Providers & Services 0.5%
WellPoint () 1,495,400 76,101
76,101
Pharmaceuticals 5.5%
Bristol Myers Squibb 5,981,700 121,488

Merck ... 5584700 156,148
YN e 5,134,000 233,032

790,374
Total Health Care 972,032

INDUSTRIALS & BUSINESS SERVICES 11.7%

Aerospace & Defense 1.7%

BORINg 3,240,100 137,705
Honeywell International 3,240,100 101,739
239,444

Air Freight & Logistics 1.0%

UPS, Class B 2,991,600 149,550
... 149,550

Airlines 0.5%
SO S AN oo 9,969,500 ..67,095
67,095

Masco 8,535,900 81,774
USG@) 2,990,800 30,117
111,891
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Shares/$ Par Value
(Cost and value in $000s)
Commercial Services & Supplies 0.6%
Lo 3,239,500 83,185
____________ 83,185
Electrical Equipment 0.5%
Cooperindustries, Class A 2,492,400 77,389
77,389

GE, 26,419,100 309,632
238,322
Machinery 2.8%
DT 3,489,300 139,397
Baton 996,900 . 44,472
Mingis Taol Warks oo 4,984,700 ..186,129
o 998,500 26,520
396,518
Road & Rail 0.1%

Norfolk Southern o .........500000 18835

____________ 18,835
Total Industrials & Business Services 1,678,229
INFORMATION TECHNOLOGY 7.0%
Communications Equipment 0.4%
CiscoSystems () 3,240,100 60,396
60,396
Computers & Peripherals 0.7%
Dl O 7,477,100 102,661
102,661

23



T. Rowe PRrICE EQuUITY INCOME FUND

Shares/$ Par Value
(Cost and value in $000s)
Internet Software & Services 1.4%
B () e 4,984,700 . 85,388
Yahoo! () 6,978,600 109,285

. 194,673

IT Services 1.2%
Accenture, Class A 1,000,000 33,460

Semiconductor & Semiconductor Equipment 1.8%

Analog Devices 5,234,000 129,698
Applied Materials 4,237,000 46,480
Ol e 4,959,800 . 82,085
258,263
Software 1.5%
Microsoft 9,221,800 219,202
...219,202
Total Information Technology 1,001,147
MATERIALS 5.7%

Chemicals 1.6%

L 4,462,300 114,324
International Flavors & Fragrances 3,490,100 114,196
228,520

Construction Materials 0.8%

Vulcan Materials 2,648,100 114,133

Metals & Mining 1.5%
Alcoa ... 4984700 51,492
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Shares/$ Par Value
(Cost and value in $000s)
N0 e 3,589,000 159,459
210,951
Paper & Forest Products 1.8%
International Paper 9,667,036 146,262
MeadWestvaco 4,462,300 73,227
Weyerhaeuser 1,495,400 . 45,505
.. 264,994
Total Materials - 818,598
TELECOMMUNICATION SERVICES 4.7%
Diversified Telecommunication Services 3.9%
A T e 11,963,400 297,171
Qwest Communications Intemational 24,923,700 103,433
Verizon Communications 5,207,100 160,014
.....060,618
Wireless Telecommunication Services 0.8%
R 10,763,400 51,772
Vodafone (GBP) 30,917,588 59762
. 111,534
Total Telecommunication Services 672,152

UTILITIES 6.7%

Electric Utilities 3.4%

DukeEnmergy ... 5978600 101818
131,450
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Shares/$ Par Value
(Cost and value in $000s)
Independent Power Producers & Energy Traders 0.7%
Constellation Energy 2,492,400 66,248
NRG BN ergY (1) e 1,520,200 39,464

105,712

Multi-Utilities 2.6%
CenterPoint Energy 1,000,000 11,080

.. 2,492,400 9,808

2,393,300 28,552

............................................................................................................. 5,981,700 110,123
.....066,980

Total Utilities 961,626

Total Common Stocks (Cost $16,920,353) .. 13,632,996

CONVERTIBLE BONDS 0.5%

Ford Motor, 4.25%, 12/15/36 ... 85,042,000 ..72,008

Total Convertible Bonds (Cost $47,576) ..72,008

BOND MUTUAL FUNDS 1.0%

T. Rowe Price Institutional Floating Rate Fund, 6.23% @@ 15,864,726 148,335

Total Bond Mutual Funds (Cost $157,299) 148,335

SHORT-TERM INVESTMENTS 3.6%

Money Market Funds 3.6%

T. Rowe Price Reserve Investment Fund, 0.41% @) 510,440,961 510,441

Total Short-Term Investments (Cost $510,441) 510,441
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Value
(Cost and value in $000s)
Total Investments in Securities
99.9% of Net Assets (Cost $17,635,669) S 14,363,780
+ Denominated in U.S. dollars unless otherwise noted.
(1) Non-income producing

2
(3)

@)
©)
ADR
CHF
EUR
GBP

Affiliated Companies

The issuer currently operates under a federal conservatorship; however, its
securities are neither issued nor guaranteed by the U.S. government.

SEC 30-day yield

Seven-day yield

American Depository Receipts

Swiss Franc

Euro

British Pound
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Affiliated Companies
($000s)

The fund may invest in certain securities that are considered affiliated companies. As defined
by the 1940 Act, an affiliated company is one in which the fund owns 5% or more of the
outstanding voting securities, or a company which is under common ownership or control.

Purchase Sales Investment Value
Affiliate Cost Cost Income 6/30/09 12/31/08
International Flavors &
Fragrances $ -$ - $ -$ ** ¢ 96,590
New York Times
Class A 2,053 94 - 41,199 51,310
T. Rowe Price
Institutional Floating
Rate Fund, 6.23% 4,405 - 4,393 148,335 121,237
T. Rowe Price Reserve
Investment
Fund, 0.41% . B 1,445 510441 415,513
Totals $ 5,838 $ 699,975 $ 684,650

** The issuer was not considered an affiliated company at June 30, 2009.

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

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

Investment in securities, at cost $ 936,265
Dividend income 5,838
Interestincome -

Investment income $ 5,838

Realized gain (loss) on securities $ 60

Capital gain distributions from
mutual funds $

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

STATEMENT OF ASSETS AND LIABILITIES

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

Assets

Investments in securities, at value (cost $17,635,669) $ 14,363,780
Dividends and interest receivable 25,491
Receivable for shares sold 15,184
Other assets 303
Total assets 14,404,758
Liabilities

Payable for shares redeemed 14,425
Investment management fees payable 6,604
Due to affiliates 1,622
Other liabilities 2,158
Total liabilities 24,809
NET ASSETS S 14,379,949

Net Assets Consist of:

Undistributed net investment income $ 10,511
Accumulated undistributed net realized loss (1,413,609)
Net unrealized loss (3,271,871)

Paid-in capital applicable to 843,363,342 no par value shares of
beneficial interest outstanding; unlimited number of shares
authorized 19,054,918

NET ASSETS $ 14,379,949

NET ASSET VALUE PER SHARE

Investor Class

($12,662,369,108 / 742,457,759 shares outstanding) S 17.05
Advisor Class

($1,564,235,188 / 91,882,599 shares outstanding) S 17.02
R Class

($153,344,452 / 9,022,984 shares outstanding) S 16.99

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

STATEMENT OF OPERATIONS

($000s)
6 Months
Ended
6/30/09
Investment Income (Loss)
Income
Dividend $ 214,778
Interest 1,198
Securities lending 308
Other 1
Total income 216,285
Expenses
Investment management 36,378
Shareholder servicing
Investor Class $ 10,029
Advisor Class 612
R Class 71 10,712
Rule 12b-1fees oo
Advisor Class 1,701
R Class 332 2,033
Prospectus and shareholderreports
Investor Class 331
Advisor Class 65
R Class 1 397
Custody and accounting oo 211
Registration 66
Legal and audit 27
Trustees 25
Miscellaneous 49
Reductions of fees and expenses
Investment management fees waived (370)
Total expenses 49,528
Expenses paid indirectly 1)
Net expenses 49,527
Net investment income 166,758
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Unaudited

STATEMENT OF OPERATIONS

($000s)

Realized and Unrealized Gain (Loss)
Net realized gain (loss)

Securities

Foreign currency transactions

Net realized loss

Change in net unrealized gain (loss)
Securities

Other assets and liabilities denominated in foreign currencies

Change in net unrealized gain
Net realized and unrealized loss

INCREASE IN NET ASSETS FROM OPERATIONS

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

STATEMENT OF CHANGES IN NET ASSETS

($000s)
6 Months Year
Ended Ended
6/30/09 12/31/08
Increase (Decrease) in Net Assets
Operations
Net investment income $ 166,758 $ 493,755
Net realized loss (1,038,627) (375,187)
Change in net unrealized gain (loss) 1,036,534  (8,262,029)
Increase (decrease) in net assets from
operations 164,665 (8,143,461)
Distributions to shareholders
Net investment income
Investor Class (147,169) (430,380)
Advisor Class (16,028) (50,341)
R Class (1,531) (4,553)
Net realized gain
Investor Class - (510,675)
Advisor Class - (64,396)
R Class T (6,592)
Decrease in net assets from distributions (164,728) (1,066,937)
Capital share transactions*
Shares sold
Investor Class 1,125,072 2,631,716
Advisor Class 480,300 779,138
R Class 29,471 69,259
Distributions reinvested
Investor Class 137,582 881,373
Advisor Class 15,724 112,449
R Class 1,531 11,145
Shares redeemed
Investor Class (1,072,144) (3,465,548)
Advisor Class (359,272) (993,321)
R Class 33374 (99,228)
Increase (decrease) in net assets from capital
share transactions 324,890 (73,017)
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Unaudited

STATEMENT OF CHANGES IN NET ASSETS

($000s)
6 Months Year
Ended Ended
6/30/09 12/31/08
Net Assets
Increase (decrease) during period 324,827 (9,283,415)
Beginning of period 14,055,122 . 23,338,537
End of period S 14,379,949 S 14,055,122
Undistributed net investmentincome 10511 .. 848l
*Share information
Shares sold
Investor Class 72,947 119,625
Advisor Class 32,264 34,302
R Class 1,934 2,958
Distributions reinvested
Investor Class 8,760 38,015
Advisor Class 1,002 4,838
R Class 97 480
Shares redeemed
Investor Class (70,845) (156,434)
Advisor Class (23,993) (47,083)
RCass ] (2,154) ... (4236)
Increase (decrease) in shares outstanding 20,012 (7,535)

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

33



T. Rowe PRrICE EQuUITY INCOME FUND
Unaudited June 30, 2009

NOTES TO FINANCIAL STATEMENTS

T. Rowe Price Equity Income Fund (the fund), is registered under the Investment
Company Act of 1940 (the 1940 Act) as a diversified, open-end management
investment company. The fund seeks to provide substantial dividend income as
well as long-term growth of capital through investments in the common stocks of
established companies. The fund has three classes of shares: the Equity Income
Fund original share class, referred to in this report as the Investor Class, offered
since October 31, 1985; the Equity Income Fund —Advisor Class (Advisor
Class), offered since March 31, 2000; and the Equity Income Fund—R Class

(R Class), offered since September 30, 2002. Advisor Class shares are sold only
through unaffiliated brokers and other unaffiliated financial intermediaries, and
R Class shares are available to retirement plans serviced by intermediaries. The
Advisor Class and R Class each operate under separate Board-approved Rule
12b-1 plans, pursuant to which each class compensates financial intermediaries
for distribution, shareholder servicing, and/or certain administrative services.
Each class has exclusive voting rights on matters related solely to that class, sepa-
rate voting rights on matters that relate to all classes, and, in all other respects, the
same rights and obligations as the other classes.

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Basis of Preparation The accompanying financial statements were prepared in
accordance with accounting principles generally accepted in the United States of
America, which require the use of estimates made by fund management. Fund
management believes that estimates and security valuations are appropriate; how-
ever, actual results may differ from those estimates, and the security valuations
reflected in the financial statements may differ from the value the fund ultimately
realizes upon sale of the securities. Further, fund management believes no events
have occurred between June 30, 2009 and August 20, 2009, the date of issuance
of the financial statements, that require adjustment of, or disclosure in, the accom-
panying financial statements.

Investment Transactions, Investment Income, and Distributions Income and expenses
are recorded on the accrual basis. Premiums and discounts on debt securities are
amortized for financial reporting purposes. Dividends received from mutual fund
investments are reflected as dividend income; capital gain distributions are
reflected as realized gain/loss. Dividend income and capital gain distributions
are recorded on the ex-dividend date. Income tax-related interest and penalties,
if incurred, would be recorded as income tax expense. Investment transactions
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are accounted for on the trade date. Realized gains and losses are reported on
the identified cost basis. Distributions to shareholders are recorded on the ex-
dividend date. Income distributions are declared and paid by each class on a
quarterly basis. Capital gain distributions, if any, are declared and paid by the
fund, typically on an annual basis.

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

Class Accounting The Advisor Class and R Class each pay distribution, share-
holder servicing, and/or certain administrative expenses in the form of Rule 12b-1
fees, in an amount not exceeding 0.25% and 0.50%, respectively, of the class’s
average daily net assets. Shareholder servicing, prospectus, and shareholder report
expenses incurred by each class are charged directly to the class to which they
relate. Expenses common to all classes, investment income, and realized and
unrealized gains and losses are allocated to the classes based upon the relative
daily net assets of each class.

Rebates and Credits Subject to best execution, the fund may direct certain security
trades to brokers who have agreed to rebate a portion of the related brokerage
commission to the fund in cash. Commission rebates are reflected as realized gain
on securities in the accompanying financial statements and totaled $95,000 for
the six months ended June 30, 2009. Additionally, the fund earns credits on tem-
porarily uninvested cash balances held at the custodian which reduce the fund’s
custody charges. Custody expense in the accompanying financial statements is pre-
sented before reduction for credits, which are reflected as expenses paid indirectly.

In-Kind Redemptions In accordance with guidelines described in the fund’s pro-
spectus, the fund may distribute portfolio securities rather than cash as payment
for a redemption of fund shares (in-kind redemption). For financial reporting
purposes, the fund recognizes a gain on in-kind redemptions to the extent the
value of the distributed securities on the date of redemption exceeds the cost of
those securities. Gains and losses realized on in-kind redemptions are not recog-
nized for tax purposes and are reclassified from undistributed realized gain (loss)
to paid-in capital. During the six months ended June 30, 2009, the fund realized
$7,674,000 of net gain on $39,202,000 of in-kind redemptions.
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New Accounting Pronouncement On January 1, 2009, the fund adopted Statement
of Financial Accounting Standards No. 161 (FAS 161), Disclosures about Derivative
Instruments and Hedging Activities. FAS 161 requires enhanced disclosures about
derivative and hedging activities, including how such activities are accounted for
and their effect on financial position, performance and cash flows. Adoption of
FAS 161 had no impact on the fund’s net assets or results of operations.

NOTE 2 - VALUATION

The fund’s investments are reported at fair value as defined under Statement of
Financial Accounting Standards No. 157 (FAS 157), Fair Value Measurements.
The fund values its investments and computes its net asset value per share at
the close of the New York Stock Exchange (NYSE), normally 4 p.m. ET, each
day that the NYSE is open for business.

Valuation Methods Equity securities listed or regularly traded on a securities
exchange or in the over-the-counter (OTC) market are valued at the last quoted
sale price or, for certain markets, the official closing price at the time the valu-
ations are made, except for OTC Bulletin Board securities, which are valued at
the mean of the latest bid and asked prices. A security that is listed or traded
on more than one exchange is valued at the quotation on the exchange deter-
mined to be the primary market for such security. Listed securities not traded
on a particular day are valued at the mean of the latest bid and asked prices for
domestic securities and the last quoted sale price for international securities.

Debt securities are generally traded in the OTC market. Securities with remain-
ing maturities of one year or more at the time of acquisition are valued at prices
furnished by dealers who make markets in such securities or by an independent
pricing service, which considers the yield or price of bonds of comparable quality,
coupon, maturity, and type, as well as prices quoted by dealers who make mar-
kets in such securities. Securities with remaining maturities of less than one year
at the time of acquisition generally use amortized cost in local currency to approx-
imate fair value. However, if amortized cost is deemed not to reflect fair value or
the fund holds a significant amount of such securities with remaining maturities
of more than 60 days, the securities are valued at prices furnished by dealers who
make markets in such securities or by an independent pricing service.

Investments in mutual funds are valued at the mutual fund’s closing net asset
value per share on the day of valuation.
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Other investments, including restricted securities, and those for which the above
valuation procedures are inappropriate or are deemed not to reflect fair value are
stated at fair value as determined in good faith by the T. Rowe Price Valuation
Committee, established by the fund’s Board of Trustees.

For valuation purposes, the last quoted prices of non-U.S. equity securities may
be adjusted under the circumstances described below. If the fund determines
that developments between the close of a foreign market and the close of the
NYSE will, in its judgment, materially affect the value of some or all of its port-
folio securities, the fund will adjust the previous closing prices to reflect what it
believes to be the fair value of the securities as of the close of the NYSE. In decid-
ing whether it is necessary to adjust closing prices to reflect fair value, the fund
reviews a variety of factors, including developments in foreign markets, the per-
formance of U.S. securities markets, and the performance of instruments trading
in U.S. markets that represent foreign securities and baskets of foreign securities.
A fund may also fair value securities in other situations, such as when a particu-
lar foreign market is closed but the fund is open. The fund uses outside pricing
services to provide it with closing prices and information to evaluate and/or
adjust those prices. The fund cannot predict how often it will use closing prices
and how often it will determine it necessary to adjust those prices to reflect fair
value. As a means of evaluating its security valuation process, the fund routinely
compares closing prices, the next day’s opening prices in the same markets, and
adjusted prices.

Valuation Inputs Various inputs are used to determine the value of the fund’s
investments. These inputs are summarized in the three broad levels listed below:

Level 1 — quoted prices in active markets for identical securities

Level 2 — observable inputs other than Level 1 quoted prices (including,
but not limited to, quoted prices for similar securities, interest
rates, prepayment speeds, credit risk)

Level 3 — unobservable inputs

Observable inputs are those based on market data obtained from sources inde-
pendent of the fund, and unobservable inputs reflect the fund’s own assumptions
based on the best information available. The input levels are not necessarily an
indication of the risk or liquidity associated with investments at that level. For
example, non-U.S. equity securities actively traded in foreign markets generally
are reflected in Level 2 despite the availability of closing prices because the fund
evaluates and determines whether those closing prices reflect fair value at the
close of the NYSE or require adjustment, as described above. The following table
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summarizes the fund’s investments, based on the inputs used to determine their
values on June 30, 2009:

($000s) Level 1 Level 2 Level 3 Total Value

Significant Significant
Quoted Observable Unobservable

Prices Inputs Inputs
Assets

Investments in Securities

Common Stocks $13,392,623 $ 240,373 $ —  $13,632,996
Convertible Bonds - 72,008 — 72,008
Bond Mutual Funds 148,335 - - 148,335
Short-Term Investments 510,441 - - 510,441
Total $14,051,399 $ 312,381 $ —  $14,363,780

NOTE 3 - OTHER INVESTMENT TRANSACTIONS

Consistent with its investment objective, the fund engages in the following
practices to manage exposure to certain risks or to enhance performance. The
investment objective, policies, program, and risk factors of the fund are described
more fully in the fund’s prospectus and Statement of Additional Information.

Securities Lending The fund lends its securities to approved brokers to earn addi-
tional income. It receives as collateral cash and U.S. government securities valued
at 102% to 105% of the value of the securities on loan. Cash collateral is invested
by the fund’s lending agent(s) in accordance with investment guidelines approved
by fund management. Although risk is mitigated by the collateral, the fund could
experience a delay in recovering its securities and a possible loss of income or
value if the borrower fails to return the securities or if collateral investments
decline in value. Securities lending revenue recognized by the fund consists of
earnings on invested collateral and borrowing fees, net of any rebates to the
borrower and compensation to the lending agent. At June 30, 2009, there were
no securities on loan.

Other Purchases and sales of portfolio securities other than short-term securities
aggregated $941,105,000 and $700,580,000, respectively, for the six months
ended June 30, 2009.
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NOTE 4 - FEDERAL INCOME TAXES

No provision for federal income taxes is required since the fund intends to con-
tinue to qualify as a regulated investment company under Subchapter M of the
Internal Revenue Code and distribute to shareholders all of its taxable income and
gains. Distributions are determined in accordance with Federal income tax regula-
tions, which differ from generally accepted accounting principles, and, therefore,
may differ in amount or character from net investment income and realized gains
for financial reporting purposes. Financial reporting records are adjusted for
permanent book/tax differences to reflect tax character but are not adjusted for
temporary differences. The amount and character of tax-basis distributions and
composition of net assets are finalized at fiscal year-end; accordingly, tax-basis
balances have not been determined as of June 30, 2009.

In accordance with federal tax regulations, the fund deferred recognition of
certain capital loss amounts previously recognized in the prior fiscal year for
financial reporting purposes until the current fiscal period for tax purposes.
Such deferrals amounted to $200,414,000 and related to net capital losses real-
ized between November 1 and the fund’s fiscal year-end date. Further, the fund
intends to retain realized gains to the extent of available capital loss carryfor-
wards. As of December 31, 2008, the fund had $88,622,000 of unused capital
loss carryforwards, all of which expire in fiscal 2016.

At June 30, 2009, the cost of investments for federal income tax purposes was
$17,635,669,000. Net unrealized loss aggregated $3,271,871,000 at period-end,
of which $1,580,178,000 related to appreciated investments and $4,852,049,000
related to depreciated investments.

NOTE 5 - RELATED PARTY TRANSACTIONS

The fund is managed by T. Rowe Price Associates, Inc. (the manager or Price

Associates), a wholly owned subsidiary of T. Rowe Price Group, Inc. The invest-
ment management agreement between the fund and the manager provides for an
annual investment management fee, which is computed daily and paid monthly.
The fee consists of an individual fund fee and a group fee. The individual fund

fee is equal to 0.25% of the fund’s average daily net assets up to $15 billion and
0.21% of the fund’s average daily net assets in excess of $15 billion; previously,
through May 31, 2005, the individual fund fee had been a flat rate of 0.25% of
the fund’s average daily net assets. The group fee rate is calculated based on the
combined net assets of certain mutual funds sponsored by Price Associates (the
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group) applied to a graduated fee schedule, with rates ranging from 0.48% for the
first $1 billion of assets to 0.285% for assets in excess of $220 billion. The fund’s

group fee is determined by applying the group fee rate to the fund’s average daily
net assets. At June 30, 2009, the effective annual group fee rate was 0.31%.

In addition, the fund has entered into service agreements with Price Associates
and two wholly owned subsidiaries of Price Associates (collectively, Price). Price
Associates computes the daily share prices and provides certain other adminis-
trative services to the fund. T. Rowe Price Services, Inc., provides shareholder
and administrative services in its capacity as the fund’s transfer and dividend
disbursing agent. T. Rowe Price Retirement Plan Services, Inc., provides subac-
counting and recordkeeping services for certain retirement accounts invested
in the Investor Class and R Class. For the six months ended June 30, 2009,
expenses incurred pursuant to these service agreements were $62,000 for Price
Associates, $2,944,000 for T. Rowe Price Services, Inc., and $3,672,000 for

T. Rowe Price Retirement Plan Services, Inc. The total amount payable at period-
end pursuant to these service agreements is reflected as Due to Affiliates in the
accompanying financial statements.

Additionally, the fund is one of several mutual funds in which certain college
savings plans managed by Price Associates may invest. As approved by the fund’s
Board of Trustees, shareholder servicing costs associated with each college sav-
ings plan are borne by the fund in proportion to the average daily value of its
shares owned by the college savings plan. For the six months ended June 30,
2009, the fund was charged $170,000 for shareholder servicing costs related to
the college savings plans, of which $113,000 was for services provided by Price.
The amount payable at period-end pursuant to this agreement is reflected as Due
to Affiliates in the accompanying financial statements. At June 30, 2009, approxi-
mately 1% of the outstanding shares of the Investor Class were held by college
savings plans.

The fund is also one of several mutual funds sponsored by Price Associates
(underlying Price funds) in which the T. Rowe Price Spectrum Funds (Spectrum
Funds) may invest. The Spectrum Funds do not invest in the underlying Price
funds for the purpose of exercising management or control. Pursuant to a special
servicing agreement, expenses associated with the operation of the Spectrum
Funds are borne by each underlying Price fund to the extent of estimated sav-
ings to it and in proportion to the average daily value of its shares owned by
the Spectrum Funds. Expenses allocated under this agreement are reflected as
shareholder servicing expense in the accompanying financial statements. For
the six months ended June 30, 2009, the fund was allocated $1,053,000 of

40



T. Rowe PRrICE EQuUITY INCOME FUND

Spectrum Funds’ expenses, of which $777,000 related to services provided by
Price. The amount payable at period-end pursuant to this agreement is reflected
as Due to Affiliates in the accompanying financial statements. At June 30, 2009,
approximately 9% of the outstanding shares of the Investor Class were held by
the Spectrum Funds.

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

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

The fund may also invest in certain T. Rowe Price institutional funds (underlying
institutional funds) as a means of gaining efficient and cost-effective exposure to
certain markets. The underlying institutional funds are open-end management
investment companies managed by Price Associates and/or T. Rowe Price
International, Inc. (collectively, the Price managers) and are considered affiliates
of the fund. Each underlying institutional fund pays an all-inclusive manage-
ment and administrative fee to its Price manager. To ensure that the fund does
not incur duplicate fees, each Price manager has agreed to permanently waive

a portion of its management fee charged to the fund in an amount sufficient to
fully offset the fees paid by the underlying institutional funds related to fund
assets invested therein. Accordingly, the accompanying Statement of Operations
includes management fees permanently waived pursuant to this agreement.
Annual fee rates and amounts waived within the accompanying Statement of
Operations related to shares of the underlying institutional funds for the six
months ended June 30, 2009 are as follows:

($000s) Institutional

Floating Rate Fund
Management and administrative fee rate 0.55%
Management fee waived $370
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INFORMATION ON PROXY VOTING POLICIES, PROCEDURES, AND RECORDS

A description of the policies and procedures used by T. Rowe Price funds and portfolios

to determine how to vote proxies relating to portfolio securities is available in each fund’s
Statement of Additional Information, which you may request by calling 1-800-225-5132 or
by accessing the SEC’s Web site, www.sec.gov. The description of our proxy voting policies
and procedures is also available on our Web site, www.troweprice.com. To access it, click
on the words “Our Company” at the top of our corporate homepage. Then, when the next
page appears, click on the words “Proxy Voting Policies” on the left side of the page.

Each fund’s most recent annual proxy voting record is available on our Web site and
through the SEC’s Web site. To access it through our Web site, follow the directions above,
then click on the words “Proxy Voting Records” on the right side of the Proxy Voting
Policies page.

How 1O OBTAIN QUARTERLY PORTFOLIO HOLDINGS

The fund files a complete schedule of portfolio holdings with the Securities and Exchange
Commission for the first and third quarters of each fiscal year on Form N-Q. The fund’s
Form N-Q is available electronically on the SEC’s Web site (www.sec.gov); hard copies
may be reviewed and copied at the SEC’s Public Reference Room, 450 Fifth St. N.W.,
Washington, DC 20549. For more information on the Public Reference Room, call
1-800-SEC-0330.
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APPROVAL OF INVESTMENT MANAGEMENT AGREEMENT

On March 10, 2009, the fund’s Board of Trustees (Board) unanimously approved the invest-
ment advisory contract (Contract) between the fund and its investment manager, T. Rowe
Price Associates, Inc. (Manager). The Board considered a variety of factors in connection
with its review of the Contract, also taking into account information provided by the Manager
during the course of the year, as discussed below:

Services Provided by the Manager

The Board considered the nature, quality, and extent of the services provided to the fund by
the Manager. These services included, but were not limited to, management of the fund’s
portfolio and a variety of related activities, as well as financial and administrative services,
reporting, and communications. The Board also reviewed the background and experience of
the Manager’s senior management team and investment personnel involved in the manage-
ment of the fund. The Board concluded that it was satisfied with the nature, quality, and
extent of the services provided by the Manager.

Investment Performance of the Fund

The Board reviewed the fund’s average annual total returns over the 1-, 3-, 5-, and 10-year
periods as well as the fund’s year-by-year returns and compared these returns with previ-
ously agreed upon comparable performance measures and market data, including those
supplied by Lipper and Morningstar, which are independent providers of mutual fund data.
On the basis of this evaluation and the Board’s ongoing review of investment results, and
factoring in the severity of the market turmoil in 2008, the Board concluded that the fund’s
performance was satisfactory.

Costs, Benefits, Profits, and Economies of Scale

The Board reviewed detailed information regarding the revenues received by the Manager
under the Contract and other benefits that the Manager (and its affiliates) may have realized
from its relationship with the fund, including research received under “soft dollar” agree-
ments. The Board noted that soft dollars were not used to pay for third-party, non-broker
research during 2008. The Board also received information on the estimated costs incurred
and profits realized by the Manager and its affiliates from advising T. Rowe Price mutual
funds, as well as estimates of the gross profits realized from managing the fund in particu-
lar. The Board concluded that the Manager’s profits were reasonable in light of the services
provided to the fund. The Board also considered whether the fund or other funds benefit
under the fee levels set forth in the Contract from any economies of scale realized by the
Manager. Under the Contract, the fund pays a fee to the Manager composed of two compo-
nents—a group fee rate based on the aggregate assets of certain T. Rowe Price mutual funds
(including the fund) that declines at certain asset levels and an individual fund fee rate that
is assessed on the assets of the fund. The Board concluded that the advisory fee structure
for the fund continued to provide for a reasonable sharing of benefits from any economies of
scale with the fund’s investors.
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APPROVAL OF INVESTMENT MANAGEMENT AGREEMENT (CONTINUED)

Fees

The Board reviewed the fund’s management fee rate, operating expenses, and total expense
ratio (for the Investor Class, Advisor Class, and R Class) and compared them with fees and
expenses of other comparable funds based on information and data supplied by Lipper.
The information provided to the Board indicated that the fund’s management fee rate was
generally at or below the median for comparable funds. The information also indicated that
the expense ratio for the Investor Class and Advisor Class was generally below the median
for comparable funds, and that the expense ratio for the R Class was above the median
for comparable funds. The Board also reviewed the fee schedules for comparable privately
managed accounts of the Manager and its affiliates. Management informed the Board that
the Manager’s responsibilities for privately managed accounts are more limited than its
responsibilities for the fund and other T. Rowe Price mutual funds that it or its affiliates
advise. On the basis of the information provided, the Board concluded that the fees paid
by the fund under the Contract were reasonable.

Approval of the Contract

As noted, the Board approved the continuation of the Contract. No single factor was con-
sidered in isolation or to be determinative to the decision. Rather, the Board concluded, in
light of a weighting and balancing of all factors considered, that it was in the best interests
of the fund to approve the continuation of the Contract, including the fees to be charged
for services thereunder.
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This page contains supplementary information that is not part of the shareholder report.

INVESTMENT SERVICES AND INFORMATION

KNOWLEDGEABLE SERVICE REPRESENTATIVES

By Phone: 1-800-225-5132. Available Monday through Friday from 8 a.m. until
10 p.m. ET and Saturday from 8:30 a.m. until 5 p.m. ET.

In Person at a T. Rowe Price Investor Center. Please visit the Web at
troweprice.com/investorcenter or call 1-800-225-5132 to locate a center near you.

Automated 24-Hour Services Including Tele*Access*™ and account access
through the T. Rowe Price Web site at troweprice.com.

Automatic Investing. From your bank account or paycheck.
Automatic Withdrawal. Scheduled, periodic redemptions.

IRA Rebalancing. Automatically rebalance to ensure that your accounts reflect
your desired asset allocations.

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

Consolidated Statement. Overview of all of your accounts.

Shareholder Reports. Manager reviews of their strategies and results.

T. Rowe Price Report. Quarterly investment newsletter.

T. Rowe Price Investor. Quarterly publication of insightful financial articles.
Insights. Educational reports on investment strategies and markets.

Investment Guides. Investors Portfolio Review; International Investing Guide;
Guide to Bond Funds; On Track Retirement Savings Guide; and Retirement
Readiness Guide.

By Phone: 1-877-804-2315. Contact us Monday through Friday from 8:30 a.m.
until 6 p.m. ET.

By Mail: T. Rowe Price, Financial Institution Services, P.O. Box 89000, Baltimore,
MD 21289-4232.

Please contact your intermediary or financial professional for assistance.

+ Option trading involves additional risk and is not suitable for all investors. Brokerage services offered by
T. Rowe Price Investment Services, Inc., member FINRA/SIPC.
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T. ROWE PRICE MUTUAL FUNDS

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

STOCK FUNDS

Domestic

Blue Chip Growth*

Capital Appreciation *

Capital Opportunity *
Diversified Mid-Cap Growth
Diversified Small-Cap Growth
Dividend Growth *

Equity Income *

Equity Index 500

Extended Equity Market Index
Financial Services

Growth & Income

Growth Stock *

Health Sciences

Media & Telecommunications
Mid-Cap Growth*

Mid-Cap Value *

New America Growth *

New Era

New Horizons

Real Estate*

Science & Technology *
Small-Cap Stock *

Small-Cap Value *

Spectrum Growth
Tax-Efficient Multi-Cap Growth
Total Equity Market Index
U.S. Large-Cap Core*

Value *

ASSET ALLOCATION FUNDS

Balanced

Personal Strategy Balanced
Personal Strategy Growth
Personal Strategy Income
Retirement 2005 *
Retirement 2010 *
Retirement 2015 *
Retirement 2020 *

Retirement 2025 *
Retirement 2030 *
Retirement 2035 *
Retirement 2040 *
Retirement 2045 *
Retirement 2050 *
Retirement 2055 *
Retirement Income *

BOND FUNDS

Domestic Taxable

Corporate Income
GNMA

High Yield*

Inflation Protected Bond
New Income *
Short-Term Bond *
Spectrum Income
Strategic Income *
Summit GNMA

U.S. Bond Index

U.S. Treasury Intermediate
U.S. Treasury Long-Term

Domestic Tax-Free

California Tax-Free Bond
Georgia Tax-Free Bond
Maryland Short-Term
Tax-Free Bond
Maryland Tax-Free Bond
New Jersey Tax-Free Bond
New York Tax-Free Bond
Summit Municipal Income
Summit Municipal Intermediate
Tax-Free High Yield
Tax-Free Income *
Tax-Free Short-Intermediate
Virginia Tax-Free Bond

Taxable

Prime Reserve
Summit Cash Reserves
U.S. Treasury Money

Tax-Free

California Tax-Free Money
Maryland Tax-Free Money

New York Tax-Free Money
Summit Municipal Money Market
Tax-Exempt Money

INTERNATIONAL/GLOBAL

Africa & Middle East

Emerging Europe & Mediterranean
Emerging Markets Stock
European Stock

Global Large-Cap Stock *

Global Real Estate*

Global Stock *

Global Technology

International Discovery
International Equity Index
International Growth & Income *
International Stock*

Japan

Latin America

New Asia

Overseas Stock

Spectrum International

Bond

Emerging Markets Bond
International Bond *

For more information about T. Rowe Price funds or services, please contact us directly at
1-800-225-5132. Request a prospectus, which includes investment objectives, risks, fees,
expenses, and other information that you should read and consider carefully before investing.

Investments in the money market funds are not insured or guaranteed by the FDIC or any other

government agency. Although the funds seek to preserve the value of your investment at $1.00 per

share, it is possible to lose money by investing in the funds.

* T. Rowe Price Advisor and R Classes may be available for these funds. T. Rowe Price Advisor and R Classes are
offered only through financial intermediaries. For more information about T. Rowe Price Advisor and R Classes,
contact your financial professional or call T. Rowe Price at 1-877-804-2315.

T. Rowe Price Investment Services, Inc.
100 East Pratt Street
Baltimore, MD 21202

T.RowePrice‘ﬁf\

INVEST WITH CONFIDENCE
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