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ITEM 1.  REPORT TO STOCKHOLDERS.

The Annual Report to Stockholders is filed herewith.
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December 31, 2011

Annual Report

Western Asset Income Fund

(PAI)

INVESTMENT PRODUCTS: NOT FDIC INSURED • NO BANK GUARANTEE • MAY LOSE VALUE
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Letter from the president

Dear Shareholder,

We are pleased to provide the annual report of Western Asset Income Fund for the twelve-month reporting period ended December 31, 2011.
Please read on for a detailed look at prevailing economic and market conditions during the Fund�s reporting period and to learn how those
conditions have affected Fund performance.

As always, we remain committed to providing you with excellent service and a full spectrum of investment choices. We also remain committed
to supplementing the support you receive from your financial advisor. One way we accomplish this is through our website,
www.leggmason.com/cef. Here you can gain immediate access to market and investment information, including:

• Fund prices and performance,

• Market insights and commentaries from our portfolio managers, and

• A host of educational resources.

We look forward to helping you meet your financial goals.

Sincerely,

R. Jay Gerken, CFA

President

Edgar Filing: Western Asset Income Fund - Form N-CSR

5



January 27, 2012

Edgar Filing: Western Asset Income Fund - Form N-CSR

6



Western Asset Income Fund III

Investment commentary

Economic review

Economic growth in the U.S. accelerated over the twelve months ended December 31, 2011. However, the pace of the expansion was less robust
than during most other periods exiting a severe recession. U.S. gross domestic product (�GDP�)i growth, as reported by the U.S. Department of
Commerce, was 0.4% and 1.3% in the first and second quarters of 2011, respectively. Third quarter GDP growth then rose to 1.8%. The
economy then gathered further momentum late in the year, as the Commerce Department�s initial estimate for fourth quarter GDP growth was
2.8% � the fastest pace since the second quarter of 2010. This was attributed, in part, to higher consumer spending, which rose 2.0% in the fourth
quarter, versus 1.7% and 0.7% gains in the third and second quarters, respectively.

Two factors holding back the economy were the weak job market and continued strains in the housing market. While there was some
improvement in early 2011 and late in the reporting period, unemployment remained elevated. When 2011 began, unemployment, as reported by
the U.S. Department of Labor, was 9.4%. After dipping below 9.0% in March 2011 (to 8.9%), unemployment moved back to 9.0% in April.
Unemployment stayed above 9.0% over the next five months before declining to 8.9% in October. Unemployment then fell to 8.6% in
November and 8.5% in December, the latter being the lowest rate since February 2009. The housing market showed some encouraging signs,
although home prices still appear to be searching for a bottom. Looking back, existing-home sales moved somewhat higher in January 2011,
according to the National Association of Realtors (�NAR�). Existing-home sales then fluctuated over the next eight months before rising during
each of the last three months of the year. In addition, the year ended with the lowest inventory of unsold homes since April 2006. However,
existing-home prices remained weak versus a year ago, with the NAR reporting that the median existing-home price for all housing types was
$164,500 in December 2011, down 2.5% from December 2010.

While the manufacturing sector continued to expand, it experienced a soft patch during a portion of the reporting period. Based on the Institute
for Supply Management�s PMI (�PMI�)ii, in February 2011, the manufacturing sector expanded at its fastest pace since May 2004, with a reading
of 61.4 (a reading below 50 indicates a contraction, whereas a reading above 50 indicates an expansion). The PMI then generally moderated over
the next several months and was 50.6 in August 2011, its lowest reading in two years. However, the manufacturing sector gained some
momentum late in the period and ended December at 53.9, its highest reading in the last six months.

The Federal Reserve Board (�Fed�)iii took a number of actions as it sought to meet its dual mandate of fostering maximum employment and price
stability. As has been the case since December 2008, the Fed kept the federal funds rateiv at a historically low range between zero and 0.25%. In
addition, in August 2011, the Fed declared its intention to keep the federal funds rate steady until mid-2013. Then, in September 2011, the Fed
announced its intention to purchase $400 billion of longer-term Treasury securities and to sell an equal amount of shorter-term
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IV Western Asset Income Fund

Investment commentary (cont�d)

Treasury securities by June 2012 (often referred to as �Operation Twist�). At its meeting in December, the Fed potentially opened the door to
another round of quantitative easing in 2012, saying it is �prepared to employ its tools to promote a stronger economic recovery in a context of
price stability.� Finally, in January 2012 (after the reporting period ended), the Fed extended the period it expects to keep rates on hold, saying
�economic conditions � including low rates of resource utilization and a subdued outlook for inflation over the medium run � are likely to warrant
exceptionally low levels for the federal funds rate at least through late 2014.�

As always, thank you for your confidence in our stewardship of your assets.

Sincerely,

R. Jay Gerken, CFA

President

January 27, 2012

All investments are subject to risk including the possible loss of principal. Past performance is no guarantee of future results.

i Gross domestic product (�GDP�) is the market value of all final goods and services produced within a country in a given period of time.
ii The Institute for Supply Management�s PMI is based on a survey of purchasing executives who buy the raw materials for manufacturing at

more than 350 companies. It offers an early reading on the health of the manufacturing sector.
iii The Federal Reserve Board (�Fed�) is responsible for the formulation of policies designed to promote economic growth, full employment,

stable prices and a sustainable pattern of international trade and payments.
iv The federal funds rate is the rate charged by one depository institution on an overnight sale of immediately available funds (balances at the

Federal Reserve) to another depository institution; the rate may vary from depository institution to depository institution and from day to
day.
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Western Asset Income Fund 2011 Annual Report 1

Fund overview

Q. What is the Fund�s investment strategy?

A. The Fund seeks a high level of current income, consistent with prudent investment risk, through investment in a diversified portfolio of debt
securities. To a lesser extent, the Fund may also invest in privately placed debt securities and in certain equity securities. Capital appreciation is
a secondary investment objective.

The Fund�s investment policies provide that its portfolio be invested as follows: at least 75% in debt securities rated within the four highest
grades, and in government securities, bank debt, commercial paper, cash or cash equivalents; up to 25% in other fixed-income securities,
convertible bonds, convertible preferred and preferred stock; and not more than 25% in securities restricted as to resale.

At Western Asset Management Company (�Western Asset�), the Fund�s adviser, we utilize a fixed-income team approach, with decisions derived
from interaction among various investment management sector specialists. The sector teams are comprised of Western Asset�s senior portfolio
managers, research analysts and an in-house economist. Under this team approach, management of client fixed-income portfolios will reflect a
consensus of interdisciplinary views within the Western Asset organization. The portfolio managers responsible for development of investment
strategy, day-to-day portfolio management, oversight and coordination of the Fund are Stephen A. Walsh and Ryan K. Brist. Effective May 1,
2011, S. Kenneth Leech no longer serves as a portfolio manager for this Fund. While Mr. Leech continues to help shape Western Asset�s overall
investment strategy, his day-to-day role is becoming more concentrated on global portfolios. To reflect this global focus, he will continue to
serve as a portfolio manager of the global funds, but not of the non-global funds.

Q. What were the overall market conditions during the Fund�s reporting period?

A. Given changing perceptions for the economy and a number of macro issues, the performance of the spread sectors (non-Treasuries) fluctuated
during the reporting period. Most spread sectors rallied during the first four months of the period as expectations for the economy were generally
positive. While the spread sectors generally posted positive results in May, they underperformed equal-durationi Treasuries. Risk aversion then
increased from June through September given a host of disappointing economic data, a further escalation of the European sovereign debt crisis
and the Standard & Poor�s rating downgrade of U.S. sovereign debt. However, most spread sectors rallied in October given hopes of progress in
Europe and some better-than-expected economic data. While risk aversion returned in November given an escalation of the European sovereign
debt crisis, risk appetite returned in December as the economy appeared to gather some momentum heading into 2012.

Both short- and long-term Treasury yields fluctuated but, overall, moved lower during the reporting period. When the period began, two- and
ten-year Treasury yields were 0.61% and 3.30%, respectively. Yields initially moved higher given expectations for stronger growth in 2011 and
the potential for rising inflation. Two- and ten-year Treasury yields peaked at 0.87% and 3.75%, respectively, in February 2011. Yields then
declined during much of the next seven months due to disappointing economic data
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2 Western Asset Income Fund 2011 Annual Report

Fund overview (cont�d)

and several flights to quality. Two-year Treasuries hit their low for the reporting period of 0.16% on September 19, 2011. Ten-year Treasuries
reached their reporting period trough of 1.72% on September 22, 2011. Yields then moved higher in October as investor risk appetite increased.
Two-year Treasury yields were then relatively stable during the last two months of the year, whereas ten-year Treasury yields declined in
November and December. When the reporting period ended on December 31, 2011, two-year Treasury yields were 0.25% and ten-year Treasury
yields were 1.89%.

All told, the Barclays Capital U.S. Aggregate Indexii returned 7.84% for the twelve months ended December 31, 2011. The overall credit
market, as represented by the Barclays Capital U.S. Credit Indexiii (the �Index�), returned 8.35% over the same period. During this period, as
measured by the Index, lower-rated BBB-rated bonds outperformed highly-rated AAA-rated securities, returning 9.48% and 5.99%,
respectively. Comparatively, riskier fixed-income securities, including high-yield bonds, produced weaker results. Over the fiscal year, the
Barclays Capital U.S. High Yield � 2% Issuer Cap Indexiv returned 4.96%.

Q. How did we respond to these changing market conditions?

A. A number of adjustments were made to the Fund�s portfolio during the reporting period. We pared the Fund�s out-of-benchmark exposures to
asset-backed securities, non-agency mortgage-backed securities and high-yield bonds. Additionally, the Fund reduced its allocation to the
Utilities and Information Technology sectors. In contrast, we increased its exposure to emerging market issuers.

The Fund employed U.S. Treasury futures during the reporting period to manage its duration and yield curvev positioning. Overall, the use of
these derivative instruments detracted from performance.

Performance review

For the twelve months ended December 31, 2011, Western Asset Income Fund returned 5.04% based on its net asset value (�NAV�)vi and 13.32%
based on its New York Stock Exchange (�NYSE�) market price per share. The Fund�s unmanaged benchmarks, the Barclays Capital U.S.
Corporate High Yield Indexvii and the Barclays Capital U.S. Credit Index, returned 4.98% and 8.35%, respectively, for the same period. The
Lipper Corporate Debt Closed-End Funds BBB-Rated Category Averageviii returned 6.47% over the same time frame. Please note that Lipper
performance returns are based on each fund�s NAV.

During the twelve-month period, the Fund made distributions to shareholders totaling $0.75 per share. The performance table shows the Fund�s
twelve-month total return based on its NAV and market price as of December 31, 2011. Past performance is no guarantee of future results.
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Performance Snapshot as of December 31, 2011

Price Per Share
12-Month

Total Return*
$13.76 (NAV) 5.04%�
$13.81 (Market Price) 13.32%�

All figures represent past performance and are not a guarantee of future results.

*  Total returns are based on changes in NAV or market price, respectively.

�  Total return assumes the reinvestment of all distributions at NAV.

�  Total return assumes the reinvestment of all distributions in additional shares in

Edgar Filing: Western Asset Income Fund - Form N-CSR

12



Western Asset Income Fund 2011 Annual Report 3

accordance with the Fund�s Dividend Reinvestment Plan.

Q. What were the leading contributors to performance?

A. The largest contributors to the Fund�s relative performance during the reporting period were our quality biases. Relative to the Index, our
overweight to lower-rated BBB-rated securities and underweight to higher-rated AAA-rated securities were rewarded given the outperformance
of lower-rated securities during the fiscal year as a whole. Demand for BBB-rated bonds was generally strong during the period, as investors
looked to generate incremental yield in the low interest rate environment.

A number of individual holdings also contributed to performance. In particular, our overweight exposures to communications company AT&T,
diversified financial services firm General Electric Capital Corp. and Mexican oil and gas company Pemex were beneficial for results.

The Fund�s positioning in a number of sectors was also beneficial. In particular, overweights to the Communications, Energy and Utilities sectors
were rewarded as they all outperformed the Index during the reporting period.

Q. What were the leading detractors from performance?

A. The largest detractor from the Fund�s relative performance for the period was sector allocation. Even though we reduced our allocations to
asset-backed securities, non-agency mortgage-backed securities and high-yield bonds, we maintained overweights versus the Index. This
positioning was detrimental for performance, as they all lagged the Index during the period. Elsewhere, having an overweight to Financials hurt
results, as it was the worst performing sector in the Index. Our underweight to non-corporate bonds was another area of weakness. This portion
of the Index gained 9.14% during the reporting period, whereas corporate bonds in the Index returned 8.15%.

Overall security selection also detracted from results. A number of our weakest positions were in the Financials sector. In particular, our
overweights in Europe-based Credit Agricole and ING Group were drags on performance. An overweight in Automobile manufacturer General
Motors hindered the Fund�s results as well.

Looking for additional information?

The Fund is traded under the symbol �PAI� and its closing market price is available in most newspapers under the NYSE listings. The daily NAV
is available on-line under the symbol �XPAIX� on most financial websites. Barron�s and the Wall Street Journal�s Monday edition both carry
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closed-end fund tables that provide additional information. In addition, the Fund issues a quarterly press release that can be found on most major
financial websites as well as www.leggmason.com/cef.

In a continuing effort to provide information concerning the Fund, shareholders may call 1-888-777-0102 (toll free), Monday through Friday
from 8:00 a.m. to 5:30 p.m. Eastern Time, for the Fund�s current NAV, market price and other information.

Thank you for your investment in Western Asset Income Fund. As always, we appreciate that you have chosen us to manage your assets and we
remain focused on achieving the Fund�s investment goals.
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4 Western Asset Income Fund 2011 Annual Report

Fund overview (cont�d)

Sincerely,

Western Asset Management Company

January 17, 2012

RISKS: Bonds are subject to a variety of risks, including interest rate, credit and inflation risks. As interest rates rise, bond prices fall, reducing
the value of a fixed-income investment�s price. The Fund may invest in high-yield bonds, which are rated below investment grade and carry
more risk than higher-rated securities. To the extent that the Fund invests in asset-backed, mortgage-backed or mortgage-related securities, its
exposure to prepayment and extension risks may be greater than investments in other fixed-income securities. Leverage may result in greater
volatility of NAV and the market price of common shares and increases a shareholder�s risk of loss. The Fund may invest, to a limited extent, in
foreign securities, including emerging markets, which are subject to additional risks. The Fund may make significant investments in derivative
instruments. Derivative instruments can be illiquid, may disproportionately increase losses, and have a potentially large impact on Fund
performance.

Portfolio holdings and breakdowns are as of December 31, 2011 and are subject to change and may not be representative of the portfolio
managers� current or future investments. Please refer to pages 8 through 19 for a list and percentage breakdown of the Fund�s holdings.

The mention of sector breakdowns is for informational purposes only and should not be construed as a recommendation to purchase or sell any
securities. The information provided regarding such sectors is not a sufficient basis upon which to make an investment decision. Investors
seeking financial advice regarding the appropriateness of investing in any securities or investment strategies discussed should consult their
financial professional. The Fund�s top five sector holdings (as a percentage of net assets) as of December 31, 2011 were: Financials (39.2%),
Energy (15.9%), Consumer Discretionary (8.8%), Telecommunication Services (7.2%) and Industrials (5.3%). The Fund�s portfolio composition
is subject to change at any time.

All investments are subject to risk including the possible loss of principal. Past performance is no guarantee of future results. All index
performance reflects no deduction for fees, expenses or taxes. Please note that an investor cannot invest directly in an index.

The information provided is not intended to be a forecast of future events, a guarantee of future results or investment advice. Views expressed
may differ from those of the firm as a whole.
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i Duration is the measure of the price sensitivity of a fixed-income security to an interest rate change of 100 basis points. Calculation is
based on the weighted average of the present values for all cash flows.

ii The Barclays Capital U.S. Aggregate Index is a broad-based bond index comprised of government, corporate, mortgage- and asset-backed
issues, rated investment grade or higher, and having at least one year to maturity.

iii The Barclays Capital U.S. Credit Index is an index composed of corporate and non-corporate debt issues that are investment grade (rated
Baa3/BBB- or higher).

iv The Barclays Capital U.S. High Yield � 2% Issuer Cap Index is an index of the 2% Issuer Cap component of the Barclays Capital U.S.
Corporate High Yield Index, which covers the U.S. dollar-denominated, non-investment grade, fixed-rate, taxable corporate bond market.

v The yield curve is the graphical depiction of the relationship between the yield on bonds of the same credit quality but different maturities.
vi Net asset value (�NAV�) is calculated by subtracting total liabilities and outstanding preferred stock (if any) from the closing value of all

securities held by the Fund (plus all other assets) and dividing the result (total investments) by the total number of the common shares
outstanding. The NAV fluctuates with changes in the market prices of securities in which the Fund has invested. However, the price at
which an investor may buy or sell shares of the Fund is the Fund�s market price as determined by supply of and demand for the Fund�s
shares.

vii The Barclays Capital U.S. Corporate High Yield Index covers the universe of fixed-rate, non-investment grade debt, including corporate
and non-corporate sectors. Pay-in-kind (�PIK�) bonds, Eurobonds and debt issues from countries designated as emerging markets are
excluded, but Canadian and global bonds (SEC registered) of issuers in non-emerging market countries are included. Original issue zero
coupon bonds, step-up coupon structures and 144-As are also included.

viii Lipper, Inc., a wholly-owned subsidiary of Reuters, provides independent insight on global collective investments. Returns are based on
the twelve-month period ended December 31, 2011, including the reinvestment of all distributions, including returns of capital, if any,
calculated among the 26 funds in the Fund�s Lipper category.

Edgar Filing: Western Asset Income Fund - Form N-CSR

16



Western Asset Income Fund 2011 Annual Report 5

Fund at a glance�(unaudited)

Investment breakdown (%) as a percent of total investments

� The bar graph above represents the Fund�s portfolio as of December 31, 2011 and December 31, 2010, and does not include derivatives such
as futures contracts. The Fund�s portfolio is actively managed. As a result, the composition of its portfolio holdings and sectors is subject to
change at any time.
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6 Western Asset Income Fund 2011 Annual Report

Spread duration (unaudited)

Economic Exposure �December 31, 2011

Spread duration measures the sensitivity to changes in spreads. The spread over Treasuries is the annual risk-premium demanded by investors to
hold non-Treasury securities. Spread duration is quantified as the % change in price resulting from a 100 basis points change in spreads. For a
security with positive spread duration, an increase in spreads would result in a price decline and a decline in spreads would result in a price
increase. This chart highlights the market sector exposure of the Fund�s sectors relative to the selected benchmark sectors as of the end of the
reporting period.

ABS � Asset Backed Securities
BCI � Barclays Capital U.S. Credit Index
EM � Emerging Markets
HY � High Yield
IG Credit � Investment Grade Credit
MBS � Mortgage Backed Securities
Muni � Municipal
PAI � Western Asset Income Fund
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Western Asset Income Fund 2011 Annual Report 7

Effective duration (unaudited)

Interest Rate Exposure �December 31, 2011

Effective duration measures the sensitivity to changes in relevant interest rates. Effective duration is quantified as the % change in price resulting
from a 100 basis points change in interest rates. For a security with positive effective duration, an increase in interest rates would result in a price
decline and a decline in interest rates would result in a price increase. This chart highlights the interest rate exposure of the Fund�s sectors relative
to the selected benchmark sectors as of the end of the reporting period.

BCI � Barclays Capital U.S. Credit Index
EM � Emerging Markets
HY � High Yield
IG Credit � Investment Grade Credit
Muni � Municipal
PAI � Western Asset Income Fund
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8 Western Asset Income Fund 2011 Annual Report

Schedule of investments

December 31, 2011

Western Asset Income Fund

Security Rate
Maturity

Date
Face

Amount Value
Corporate Bonds & Notes � 93.3%
Consumer Discretionary � 8.6%
Automobiles � 2.0%
Daimler Finance NA LLC, Senior Notes 3.875% 9/15/21 $  410,000 $ 412,026(a)
Escrow GCB General Motors 8.250% 7/15/23 2,710,000 33,875
Ford Motor Credit Co., LLC, Senior Notes 5.000% 5/15/18 690,000 691,789
Ford Motor Credit Co., LLC, Senior Notes 5.875% 8/2/21 1,410,000 1,469,514
Total Automobiles 2,607,204
Hotels, Restaurants & Leisure � 0.2%
NCL Corp. Ltd., Senior Secured Notes 11.750% 11/15/16 180,000 207,000
Media � 5.4%
Comcast Cable Holdings LLC 9.800% 2/1/12 375,000 377,486
Comcast Corp., Bonds 6.400% 5/15/38 950,000 1,141,361
Comcast Corp., Notes 6.450% 3/15/37 120,000 145,469
Comcast Corp., Senior Notes 6.950% 8/15/37 160,000 203,569
News America Inc., Senior Notes 6.550% 3/15/33 545,000 593,457
News America Inc., Senior Notes 7.750% 12/1/45 130,000 159,168
Nielsen Finance LLC/Nielsen Finance Co., Senior Notes 11.500% 5/1/16 100,000 114,500
TCI Communications Inc. 8.750% 8/1/15 160,000 194,370
Time Warner Cable Inc., Senior Notes 8.750% 2/14/19 520,000 664,003
Time Warner Entertainment Co., LP, Senior Notes 8.375% 7/15/33 530,000 694,682
Time Warner Inc., Senior Debentures 7.700% 5/1/32 595,000 776,288
United Business Media Ltd., Notes 5.750% 11/3/20 640,000 645,540(a)
WPP Finance 2010, Senior Notes 4.750% 11/21/21 1,150,000 1,141,621(a)
WPP Finance UK, Senior Notes 8.000% 9/15/14 180,000 200,504
Total Media 7,052,018
Multiline Retail � 0.3%
Macy�s Retail Holdings Inc., Notes 5.750% 7/15/14 400,000 425,483
Specialty Retail � 0.7%
American Greetings Corp., Senior Notes 7.375% 12/1/21 160,000 162,000
Gap Inc., Senior Notes 5.950% 4/12/21 730,000 696,275
Total Specialty Retail 858,275
Total Consumer Discretionary 11,149,980
Consumer Staples � 3.9%
Beverages � 0.5%
Anheuser-Busch InBev Worldwide Inc., Senior Notes 5.375% 1/15/20 260,000 304,929
Dr. Pepper Snapple Group Inc., Senior Notes 3.200% 11/15/21 310,000 314,548
Total Beverages 619,477
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Western Asset Income Fund 2011 Annual Report 9

Western Asset Income Fund

Security Rate
Maturity

Date
Face

Amount Value
Food & Staples Retailing � 0.7%
Delhaize Group, Senior Notes 6.500% 6/15/17 $  290,000 $ 340,844
Pernod-Ricard SA, Senior Bonds 5.750% 4/7/21 530,000 597,946(a)
Total Food & Staples Retailing 938,790
Food Products � 0.1%
Kraft Foods Inc., Senior Notes 5.375% 2/10/20 150,000 173,077
Tobacco � 2.6%
Altria Group Inc., Senior Notes 4.750% 5/5/21 410,000 451,426
Lorillard Tobacco Co., Senior Notes 8.125% 6/23/19 300,000 357,359
Lorillard Tobacco Co., Senior Notes 8.125% 5/1/40 270,000 310,726
Lorillard Tobacco Co., Senior Notes 7.000% 8/4/41 320,000 336,356
Philip Morris International Inc., Senior Notes 6.875% 3/17/14 490,000 551,269
Reynolds American Inc., Senior Notes 7.250% 6/1/12 1,360,000 1,393,008
Total Tobacco 3,400,144
Total Consumer Staples 5,131,488
Energy � 15.9%
Energy Equipment & Services � 0.6%
Baker Hughes Inc., Senior Notes 7.500% 11/15/18 370,000 488,113
Baker Hughes Inc., Senior Notes 5.125% 9/15/40 240,000 280,634
Total Energy Equipment & Services 768,747
Oil, Gas & Consumable Fuels � 15.3%
Anadarko Finance Co., Senior Notes 7.500% 5/1/31 465,000 562,595
Anadarko Petroleum Corp., Senior Notes 6.375% 9/15/17 35,000 40,570
Apache Corp. 6.900% 9/15/18 100,000 127,164
Apache Corp., Senior Notes 6.000% 1/15/37 190,000 244,963
Apache Corp., Senior Notes 5.100% 9/1/40 80,000 93,500
Apache Corp., Senior Notes 5.250% 2/1/42 90,000 107,546
Arch Coal Inc., Senior Notes 7.000% 6/15/19 260,000 265,200(a)
ConocoPhillips, Notes 6.500% 2/1/39 810,000 1,120,446
ConocoPhillips, Senior Notes 6.000% 1/15/20 310,000 382,830
Devon Energy Corp., Senior Notes 5.600% 7/15/41 320,000 384,745
Devon Financing Corp. ULC, Debentures 7.875% 9/30/31 380,000 537,512
Duke Capital LLC, Senior Notes 6.250% 2/15/13 800,000 838,693
El Paso Corp., Medium-Term Notes 7.800% 8/1/31 2,000,000 2,305,000
Enbridge Energy Partners LP 9.875% 3/1/19 120,000 159,148
Energy Transfer Partners LP, Senior Notes 9.700% 3/15/19 170,000 208,275
Enterprise Products Operating LLC, Senior Notes 6.125% 10/15/39 320,000 357,429
EOG Resources Inc., Senior Notes 5.875% 9/15/17 540,000 644,485
Hess Corp., Notes 7.875% 10/1/29 1,180,000 1,585,298
Hess Corp., Senior Bonds 6.000% 1/15/40 300,000 354,942

See Notes to Financial Statements.
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Schedule of investments (cont�d)

December 31, 2011

Western Asset Income Fund

Security Rate
Maturity

Date
Face

Amount Value
Oil, Gas & Consumable Fuels � continued
Kerr-McGee Corp., Notes 6.950% 7/1/24 $1,080,000 $ 1,288,045
Kinder Morgan Energy Partners LP, Senior Notes 7.125% 3/15/12 530,000 536,057
LUKOIL International Finance BV, Bonds 6.356% 6/7/17 310,000 314,650(a)
Noble Energy Inc., Senior Notes 4.150% 12/15/21 90,000 93,104
Noble Energy Inc., Senior Notes 6.000% 3/1/41 390,000 451,214
Pemex Project Funding Master Trust, Senior Bonds 6.625% 6/15/35 2,635,000 2,987,431
Petrobras International Finance Co., Global Notes 5.875% 3/1/18 879,000 961,950
Petrobras International Finance Co., Senior Notes 6.750% 1/27/41 700,000 804,393
Petroplus Finance Ltd., Senior Notes 7.000% 5/1/17 600,000 297,000(a)�
Shell International Finance BV, Senior Notes 6.375% 12/15/38 250,000 344,078
Transcontinental Gas Pipe Line Co. LLC, Senior Notes 5.400% 8/15/41 310,000 338,493(a)
Williams Cos. Inc., Debentures 7.500% 1/15/31 47,000 57,283
Williams Cos. Inc., Senior Notes 7.750% 6/15/31 37,000 46,026
Williams Cos. Inc., Senior Notes 8.750% 3/15/32 610,000 799,250
WPX Energy Inc., Senior Notes 6.000% 1/15/22 190,000 194,512(a)
Total Oil, Gas & Consumable Fuels 19,833,827
Total Energy 20,602,574
Financials � 37.4%
Capital Markets � 5.5%
GFI Group Inc., Senior Notes 8.375% 7/19/18 470,000 418,300
Goldman Sachs Capital I, Capital Securities 6.345% 2/15/34 555,000 469,758
Goldman Sachs Capital II, Junior Subordinated Bonds 5.793% 6/1/12 880,000 541,200(b)
Goldman Sachs Group Inc., Senior Notes 6.000% 5/1/14 40,000 41,521
Goldman Sachs Group Inc., Senior Notes 5.375% 3/15/20 270,000 266,497
Goldman Sachs Group Inc., Senior Notes 5.250% 7/27/21 510,000 497,525
Goldman Sachs Group Inc., Senior Notes 6.250% 2/1/41 570,000 559,187
Goldman Sachs Group Inc., Subordinated Notes 6.750% 10/1/37 640,000 595,528
Kaupthing Bank HF, Senior Notes 5.750% 10/4/11 480,000 118,800(a)(c)(d)
Kaupthing Bank HF, Senior Notes 7.625% 2/28/15 620,000 153,450(a)(c)(e)
Kaupthing Bank HF, Subordinated Notes 7.125% 5/19/16 1,250,000 0(a)(c)(e)(f)(g)
Merrill Lynch & Co. Inc., Senior Notes 6.400% 8/28/17 300,000 290,491
Merrill Lynch & Co. Inc., Senior Notes, Medium-Term
Notes 6.050% 8/15/12 400,000 405,776
Merrill Lynch & Co. Inc., Subordinated Notes 5.700% 5/2/17 1,000,000 918,387
Merrill Lynch & Co. Inc., Subordinated Notes 6.110% 1/29/37 320,000 246,699
Morgan Stanley, Medium-Term Notes 6.625% 4/1/18 100,000 98,744
Morgan Stanley, Senior Notes 6.000% 5/13/14 860,000 868,355
Morgan Stanley, Senior Notes 5.500% 7/24/20 100,000 90,923
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Western Asset Income Fund

Security Rate
Maturity

Date
Face

Amount Value
Capital Markets � continued
State Street Corp., Junior Subordinated Notes 4.956% 3/15/18 $   480,000 $ 498,922
Total Capital Markets 7,080,063
Commercial Banks � 10.5%
BankAmerica Capital III, Junior Subordinated Notes 0.973% 1/15/27 215,000 155,306(b)
BankAmerica Institutional Capital A, Junior Subordinated
Bonds 8.070% 12/31/26 830,000 747,000(a)
BankAmerica Institutional Capital B, Junior Subordinated
Bonds 7.700% 12/31/26 480,000 424,800(a)
Barclays Bank PLC, Subordinated Notes 10.179% 6/12/21 240,000 251,314(a)
BBVA US Senior SAU, Senior Notes 3.250% 5/16/14 600,000 568,335
BNP Paribas, Senior Notes 5.000% 1/15/21 280,000 269,499
BPCE SA, Subordinated Bonds 12.500% 9/30/19 361,000 325,867(a)(b)(h)
CIT Group Inc., Secured Notes 5.250% 4/1/14 370,000 368,612(a)
Cooperatieve Centrale Raiffeisen-Boerenleenbank BA,
Senior Notes 5.250% 5/24/41 570,000 558,756
Credit Agricole SA, Subordinated Notes 8.375% 10/13/19 1,050,000 787,500(a)(b)(h)
Glitnir Banki HF, Subordinated Bonds 7.451% 9/14/16 210,000 0(a)(c)(e)(f)(g)(h)
Glitnir Banki HF, Subordinated Notes 6.693% 6/15/16 680,000 0(a)(c)(e)(f)(g)
HBOS Capital Funding LP, Tier 1 Notes, Perpetual Bonds 6.071% 6/30/14 560,000 347,200(a)(b)(h)
HSBC Finance Capital Trust IX, Junior Subordinated Notes 5.911% 11/30/35 1,350,000 1,120,500(b)
Intesa Sanpaolo SpA, Senior Notes 6.500% 2/24/21 790,000 648,359(a)
Landsbanki Islands HF 7.431% 10/19/17 730,000 0(a)(c)(e)(f)(g)(h)
Mizuho Financial Group Cayman Ltd. 5.790% 4/15/14 550,000 586,802(a)
NB Capital Trust IV, Junior Subordinated Notes 8.250% 4/15/27 590,000 542,800
Nordea Bank AB, Subordinated Notes 4.875% 5/13/21 510,000 431,056(a)
Rabobank Nederland NV, Junior Subordinated Notes 11.000% 6/30/19 858,000 1,003,860(a)(b)(h)
Resona Preferred Global Securities Cayman Ltd., Junior
Subordinated Bonds 7.191% 7/30/15 1,095,000 1,082,782(a)(b)(h)
Royal Bank of Scotland Group PLC, Junior Subordinated
Bonds 7.648% 9/30/31 1,260,000 858,375(b)(h)
Royal Bank of Scotland Group PLC, Subordinated Notes 5.000% 11/12/13 70,000 62,585
Royal Bank of Scotland Group PLC, Subordinated Notes 5.000% 10/1/14 630,000 520,038
Royal Bank of Scotland Group PLC, Subordinated Notes 5.050% 1/8/15 170,000 138,626
Societe Generale, Senior Notes 5.200% 4/15/21 480,000 407,845(a)

See Notes to Financial Statements.
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December 31, 2011

Western Asset Income Fund

Security Rate
Maturity

Date
Face

Amount Value
Commercial Banks � continued
Wachovia Capital Trust III, Junior Subordinated Bonds 5.570% 2/9/12 $1,120,000 $ 938,000(b)(h)
Wells Fargo Capital X, Capital Securities 5.950% 12/15/36 450,000 450,562
Total Commercial Banks 13,596,379
Consumer Finance � 4.9%
Ally Financial Inc., Senior Notes 7.500% 12/31/13 1,551,000 1,593,652
Ally Financial Inc., Senior Notes 8.300% 2/12/15 370,000 390,350
Ally Financial Inc., Senior Notes 8.000% 11/1/31 728,000 702,520
Ally Financial Inc., Subordinated Notes 8.000% 12/31/18 201,000 197,483
American Express Co., Senior Notes 8.125% 5/20/19 220,000 284,432
American Express Co., Subordinated Debentures 6.800% 9/1/66 370,000 368,150(b)
Capital One Financial Corp., Senior Notes 6.750% 9/15/17 230,000 257,719
Ford Motor Credit Co., LLC, Senior Notes 7.000% 4/15/15 610,000 655,750
HSBC Finance Corp., Senior Notes 6.676% 1/15/21 1,300,000 1,344,716
SLM Corp., Medium-Term Notes 8.000% 3/25/20 590,000 595,900
Total Consumer Finance 6,390,672
Diversified Financial Services � 12.1%
AES El Salvador Trust, Senior Notes 6.750% 2/1/16 750,000 727,500(a)
Bank of America Corp., Senior Notes 6.500% 8/1/16 540,000 543,818
Bank of America Corp., Senior Notes 7.625% 6/1/19 70,000 72,395
Bank of America Corp., Senior Notes 5.625% 7/1/20 30,000 27,712
Beaver Valley Funding Corp., Senior Secured Bonds 9.000% 6/1/17 154,000 162,019
Capital One Capital VI 8.875% 5/15/40 190,000 197,199
Citigroup Inc., Senior Notes 6.375% 8/12/14 620,000 650,703
Citigroup Inc., Senior Notes 5.500% 10/15/14 270,000 277,573
Citigroup Inc., Senior Notes 6.010% 1/15/15 210,000 219,388
Citigroup Inc., Senior Notes 8.500% 5/22/19 1,280,000 1,506,670
Citigroup Inc., Senior Notes 4.500% 1/14/22 510,000 490,632
Citigroup Inc., Senior Notes 8.125% 7/15/39 450,000 550,949
Citigroup Inc., Subordinated Notes 6.125% 8/25/36 550,000 475,756
General Electric Capital Corp., Notes 5.300% 2/11/21 1,450,000 1,549,980
General Electric Capital Corp., Senior Notes 5.900% 5/13/14 600,000 657,091
General Electric Capital Corp., Senior Notes 6.000% 8/7/19 1,120,000 1,286,463
General Electric Capital Corp., Subordinated Debentures 6.375% 11/15/67 600,000 591,000(b)
ILFC E-Capital Trust II, Bonds 6.250% 12/21/65 790,000 533,250(a)(b)
International Lease Finance Corp., Senior Notes 8.750% 3/15/17 190,000 195,700
International Lease Finance Corp., Senior Notes 8.875% 9/1/17 470,000 486,450
International Lease Finance Corp., Senior Notes 6.250% 5/15/19 130,000 120,093
International Lease Finance Corp., Senior Notes 8.250% 12/15/20 190,000 191,900
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Security Rate
Maturity

Date
Face

Amount Value
Diversified Financial Services � continued
International Lease Finance Corp., Senior Secured Notes 6.500% 9/1/14 $    80,000 $ 81,800(a)
International Lease Finance Corp., Senior Secured Notes 7.125% 9/1/18 600,000 621,000(a)
JPMorgan Chase & Co., Subordinated Notes 6.125% 6/27/17 720,000 791,356
JPMorgan Chase Capital XXV, Junior Subordinated Notes 6.800% 10/1/37 1,000,000 1,003,750
UFJ Finance Aruba AEC 6.750% 7/15/13 355,000 379,338
ZFS Finance USA Trust II, Bonds 6.450% 12/15/65 1,440,000 1,310,400(a)(b)
Total Diversified Financial Services 15,701,885
Insurance � 4.2%
Allstate Corp., Junior Subordinated Debentures 6.500% 5/15/57 480,000 433,200(b)
American International Group Inc., Junior Subordinated
Debentures 6.250% 3/15/37 80,000 57,900
American International Group Inc., Senior Notes 6.400% 12/15/20 90,000 90,831
ASIF Global Financing XIX 4.900% 1/17/13 30,000 30,251(a)
AXA SA, Subordinated Bonds 8.600% 12/15/30 200,000 196,977
Dai-ichi Life Insurance Co., Ltd., Subordinated Notes 7.250% 7/25/21 250,000 251,659(a)(b)(h)
Delphi Financial Group Inc., Senior Notes 7.875% 1/31/20 170,000 193,258
ING Capital Funding Trust III, Junior Subordinated Bonds 3.969% 3/31/12 1,470,000 1,156,350(b)(h)
Liberty Mutual Group, Junior Subordinated Bonds 7.800% 3/15/37 300,000 267,000(a)
Liberty Mutual Group, Senior Notes 5.750% 3/15/14 270,000 281,555(a)
MetLife Inc., Junior Subordinated Debentures 6.400% 12/15/36 1,160,000 1,097,652
Prudential Financial Inc., Junior Subordinated Debentures 8.875% 6/15/38 340,000 389,300(b)
Prudential Holdings LLC, Bonds, AGM-Insured 7.245% 12/18/23 260,000 293,777(a)
Teachers Insurance & Annuity Association of America �
College Retirement Equity Fund, Notes 6.850% 12/16/39 400,000 513,361(a)
Willis North America Inc., Senior Notes 5.625% 7/15/15 230,000 244,227
Total Insurance 5,497,298
Real Estate Investment Trusts (REITs) � 0.1%
Health Care REIT Inc., Senior Notes 5.875% 5/15/15 130,000 137,963
Thrifts & Mortgage Finance � 0.1%
Santander Holdings USA Inc., Senior Notes 4.625% 4/19/16 160,000 153,649
Total Financials 48,557,909
Health Care � 3.7%
Biotechnology � 0.9%
Amgen Inc., Senior Notes 5.150% 11/15/41 580,000 601,277
Gilead Sciences Inc., Senior Notes 4.400% 12/1/21 220,000 232,912
Gilead Sciences Inc., Senior Notes 5.650% 12/1/41 340,000 376,436
Total Biotechnology 1,210,625

See Notes to Financial Statements.
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Security Rate
Maturity

Date
Face

Amount Value
Health Care Equipment & Supplies � 0.2%
Hospira Inc., Senior Notes 6.050% 3/30/17 $210,000 $ 231,841
Health Care Providers & Services � 2.6%
Aetna Inc., Senior Notes 6.500% 9/15/18 240,000 292,840
HCA Inc., Senior Notes 6.250% 2/15/13 930,000 948,600
HCA Inc., Senior Notes 5.750% 3/15/14 65,000 66,300
Humana Inc. 8.150% 6/15/38 190,000 246,447
Humana Inc., Senior Notes 6.450% 6/1/16 220,000 243,562
Tenet Healthcare Corp., Senior Secured Notes 10.000% 5/1/18 732,000 836,310
Tenet Healthcare Corp., Senior Secured Notes 8.875% 7/1/19 300,000 336,750
UnitedHealth Group Inc., Senior Notes 6.000% 11/15/17 31,000 36,242
WellPoint Inc., Notes 5.875% 6/15/17 290,000 334,156
Total Health Care Providers & Services 3,341,207
Total Health Care 4,783,673
Industrials � 5.3%
Aerospace & Defense � 1.9%
Esterline Technologies Corp., Senior Notes 7.000% 8/1/20 750,000 791,250
Exelis Inc., Senior Notes 5.550% 10/1/21 940,000 981,379(a)
L-3 Communications Corp., Senior Notes 3.950% 11/15/16 440,000 444,102
L-3 Communications Corp., Senior Subordinated Notes 6.375% 10/15/15 317,000 324,925
Total Aerospace & Defense 2,541,656
Airlines � 1.8%
Continental Airlines Inc., Pass-Through Certificates 9.250% 5/10/17 209,556 215,843
Continental Airlines Inc., Pass-Through Certificates 6.545% 2/2/19 140,848 146,651
Continental Airlines Inc., Pass-Through Certificates, Senior
Secured Notes 7.250% 11/10/19 203,909 217,163
Continental Airlines Inc., Senior Secured Notes 7.256% 3/15/20 178,958 189,695
Delta Air Lines, Pass-Through Trust, Senior Secured Notes 7.750% 12/17/19 271,946 292,342
Delta Air Lines, Secured Notes 4.950% 5/23/19 362,223 366,751
Delta Air Lines Inc., Pass-Through Certificates, Secured
Notes 8.021% 8/10/22 114,727 112,570
United Air Lines Inc., Senior Secured Notes 9.875% 8/1/13 280,000 286,300(a)
United Air Lines Inc., Senior Secured Notes 12.000% 11/1/13 340,000 354,450(a)
United Airlines, Pass-Through Trust, Pass-Through
Certificates, Secured Notes 9.750% 1/15/17 124,508 134,468
Total Airlines 2,316,233
Commercial Services & Supplies � 0.7%
International Lease Finance Corp., Senior Notes 8.625% 1/15/22 330,000 333,830
Republic Services Inc., Senior Notes 5.500% 9/15/19 130,000 150,030
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Security Rate
Maturity

Date
Face

Amount Value
Commercial Services & Supplies � continued
Republic Services Inc., Senior Notes 5.250% 11/15/21 $   330,000 $ 374,183
Total Commercial Services & Supplies 858,043
Industrial Conglomerates � 0.2%
United Technologies Corp., Senior Notes 6.125% 2/1/19 200,000 247,137
Machinery � 0.7%
Valmont Industries Inc., Senior Notes 6.625% 4/20/20 790,000 914,374
Total Industrials 6,877,443
Information Technology � 0.7%
IT Services � 0.6%
Electronic Data Systems Corp., Notes 7.450% 10/15/29 420,000 523,445
Mantech International Corp., Senior Notes 7.250% 4/15/18 320,000 326,000
Total IT Services 849,445
Semiconductors & Semiconductor Equipment � 0.1%
National Semiconductor Corp., Senior Notes 6.600% 6/15/17 110,000 135,110
Total Information Technology 984,555
Materials � 5.3%
Chemicals � 1.0%
Dow Chemical Co., Debentures 7.375% 11/1/29 800,000 1,015,291
Ecolab Inc., Senior Notes 4.350% 12/8/21 70,000 74,752
Ecolab Inc., Senior Notes 5.500% 12/8/41 200,000 221,628
Total Chemicals 1,311,671
Metals & Mining � 3.9%
Barrick Gold Financeco LLC, Senior Notes 6.125% 9/15/13 250,000 270,173
Cliffs Natural Resources Inc., Senior Notes 4.875% 4/1/21 290,000 288,955
Freeport-McMoRan Copper & Gold Inc., Senior Notes 8.375% 4/1/17 1,090,000 1,158,125
Novelis Inc., Senior Notes 8.750% 12/15/20 250,000 268,125
Rio Tinto Finance USA Ltd., Senior Notes 9.000% 5/1/19 660,000 900,749
Southern Copper Corp., Senior Notes 5.375% 4/16/20 150,000 158,207
Vale Overseas Ltd., Notes 6.875% 11/21/36 1,148,000 1,307,056
Xstrata Canada Financial Corp., Senior Notes 3.600% 1/15/17 360,000 362,967(a)
Xstrata Canada Financial Corp., Senior Notes 4.950% 11/15/21 360,000 367,785(a)
Total Metals & Mining 5,082,142
Paper & Forest Products � 0.4%
Georgia-Pacific Corp. 7.375% 12/1/25 250,000 308,329
Verso Paper Holdings LLC, Senior Secured Notes 11.500% 7/1/14 150,000 153,000
Total Paper & Forest Products 461,329
Total Materials 6,855,142

See Notes to Financial Statements.
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Security Rate
Maturity

Date
Face

Amount Value
Telecommunication Services � 7.2%
Diversified Telecommunication Services � 5.6%
AT&T Corp., Senior Notes 8.000% 11/15/31 $       9,000 $ 12,713
AT&T Inc., Global Notes 6.550% 2/15/39 1,230,000 1,564,608
AT&T Inc., Senior Notes 5.350% 8/15/41 340,000 400,322
British Telecommunications PLC, Bonds 9.875% 12/15/30 330,000 465,069
Deutsche Telekom International Finance BV,
Senior Notes 5.750% 3/23/16 160,000 178,060
Koninklijke KPN NV, Senior Notes 8.375% 10/1/30 200,000 256,621
Qwest Corp., Debentures 6.875% 9/15/33 1,000,000 993,290
Telecom Italia Capital SA, Senior Notes 7.721% 6/4/38 390,000 332,610
Telecom Italia Capital SpA, Senior Notes 7.200% 7/18/36 20,000 16,519
Telefonica Emisiones SAU, Senior Notes 5.877% 7/15/19 630,000 622,610
Telefonica Emisiones SAU, Senior Notes 5.134% 4/27/20 690,000 648,129
Verizon Communications Inc., Senior Notes 8.950% 3/1/39 720,000 1,153,051
Verizon Global Funding Corp., Senior Notes 5.850% 9/15/35 570,000 681,014
Total Diversified Telecommunication Services 7,324,616
Wireless Telecommunication Services � 1.6%
America Movil SAB de CV, Senior Notes 6.125% 3/30/40 850,000 1,010,613
Rogers Wireless Inc., Secured Notes 6.375% 3/1/14 300,000 330,790
Sprint Capital Corp., Global Notes 6.900% 5/1/19 330,000 271,425
Sprint Nextel Corp., Senior Notes 9.000% 11/15/18 390,000 409,500(a)
Total Wireless Telecommunication Services 2,022,328
Total Telecommunication Services 9,346,944
Utilities � 5.3%
Electric Utilities � 3.6%
Duke Energy Corp., Senior Notes 6.300% 2/1/14 500,000 551,642
Enersis SA, Notes 7.400% 12/1/16 452,000 536,722
FirstEnergy Corp., Notes 7.375% 11/15/31 110,000 135,276
IPALCO Enterprises Inc., Senior Secured Notes 5.000% 5/1/18 1,280,000 1,254,400
Pacific Gas & Electric Co., First Mortgage Bonds 6.050% 3/1/34 140,000 173,297
PNPP II Funding Corp. 9.120% 5/30/16 1,258,000 1,354,438
Virginia Electric and Power Co., Senior Notes 8.875% 11/15/38 390,000 644,367
Total Electric Utilities 4,650,142
Gas Utilities � 0.1%
Southern Natural Gas Co., Senior Notes 5.900% 4/1/17 170,000 194,289(a)
Independent Power Producers & Energy Traders � 0.1%
Energy Future Holdings Corp., Senior Notes 5.550% 11/15/14 120,000 85,200
Multi-Utilities � 1.5%
CenterPoint Energy Inc. 6.850% 6/1/15 1,150,000 1,304,852
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Security Rate
Maturity

Date
Face

Amount Value
Multi-Utilities � continued
DTE Energy Co. 6.350% 6/1/16 $260,000 $ 301,083
Total Multi-Utilities 1,937,695
Total Utilities 6,867,326
Total Corporate Bonds & Notes (Cost �
$117,540,099) 121,157,034
Asset-Backed Securities � 0.2%
SLM Student Loan Trust, 2011-A A3 (Cost �
$330,000) 2.778% 1/15/43 330,000 315,949(a)(b)
Collateralized Mortgage Obligations � 0.3%
Thornburg Mortgage Securities Trust, 2007-4
2A1 6.157% 9/25/37 237,998 211,275(b)
Thornburg Mortgage Securities Trust, 2007-4
3A1 6.156% 9/25/37 242,893 236,216(b)
Total Collateralized Mortgage Obligations (Cost � $476,669) 447,491
Municipal Bonds � 0.5%
Illinois � 0.5%
Illinois State, GO 5.665% 3/1/18 310,000 329,927
Illinois State, GO 5.877% 3/1/19 310,000 333,767
Total Municipal Bonds (Cost � $620,000) 663,694
Sovereign Bonds � 1.1%
Canada � 0.8%
Quebec Province 7.970% 7/22/36 650,000 1,071,491
India � 0.1%
ICICI Bank Ltd., Junior Subordinated Bonds 6.375% 4/30/22 100,000 87,000(a)(b)
Mexico � 0.0%
United Mexican States, Medium-Term Notes 6.750% 9/27/34 24,000 31,260
Russia � 0.2%
RSHB Capital, Loan Participation Notes, Secured
Notes 7.125% 1/14/14 200,000 207,250(a)
Russian Foreign Bond-Eurobond, Senior Bonds 7.500% 3/31/30 45,090 52,361(a)
Total Russia 259,611
Total Sovereign Bonds (Cost � $1,111,704) 1,449,362
U.S. Government & Agency Obligations � 0.3%
U.S. Government Obligations � 0.3%
U.S. Treasury Bonds 3.750% 8/15/41 70,000 82,326
U.S. Treasury Notes 0.875% 11/30/16 270,000 270,823
Total U.S. Government & Agency Obligations (Cost � $348,252) 353,149

Shares
Common Stocks � 0.2%
Consumer Discretionary � 0.2%
Automobiles � 0.2%
General Motors Co. 11,069 224,369*

See Notes to Financial Statements.
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Western Asset Income Fund

Security Shares Value
Industrials � 0.0%
Building Products � 0.0%
Nortek Inc. 1,208 $ 31,601*
Total Common Stocks (Cost � $961,424) 255,970

Rate
Preferred Stocks � 1.8%
Financials � 1.8%
Commercial Banks � 0.1%
Santander Finance Preferred SA Unipersonal 10.500% 4,500 118,215
Consumer Finance � 0.7%
GMAC Capital Trust I 8.125% 47,925 926,870(b)
Diversified Financial Services � 0.9%
Citigroup Capital XII 8.500% 20,825 523,957(b)
Citigroup Capital XIII 7.875% 22,900 596,774(b)
Total Diversified Financial Services 1,120,731
Thrifts & Mortgage Finance � 0.1%
Federal Home Loan Mortgage Corp.
(FHLMC) 8.375% 96,825 128,777*(b)
Federal National Mortgage Association
(FNMA) 8.250% 11,700 16,146*(b)
Total Thrifts & Mortgage Finance 144,923
Total Preferred Stocks (Cost � $3,896,682) 2,310,739

Expiration
Date Warrants

Warrants � 0.2%
General Motors Co. 7/10/16 10,063 118,039*
General Motors Co. 7/10/19 10,063 78,693*
Total Warrants (Cost � $1,026,475) 196,732
Total Investments before Short-Term
Investments
(Cost � $126,311,305) 127,150,120

Maturity
Date

Face
Amount

Short-Term Investments � 0.5%
U.S. Government Agencies � 0.2%
Federal Home Loan Mortgage Corp.
(FHLMC), Discount Notes 0.090 - 0.120% 1/10/12 $213,000 212,994(i)

0.120% 1/17/12 3,000 3,000(i)(j)
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Security Rate
Maturity

Date
Face

Amount Value
Repurchase Agreements � 0.3%
Deutsche Bank Securities Inc. repurchase agreement dated
12/30/11; Proceeds at maturity � $439,002; (Fully
collateralized by U.S. government agency obligation, 3.150%
due 10/28/20; Market value � $447,780) (Cost � $439,000) 0.040% 1/3/12 $439,000 $ 439,000
Total Short-Term Investments (Cost � $654,994) 654,994
Total Investments � 98.4% (Cost � $126,966,299#) 127,805,114
Other Assets in Excess of Liabilities � 1.6% 2,089,996
Total Net Assets � 100.0% $129,895,110

* Non-income producing security.
(a) Security is exempt from registration under Rule 144A of the Securities Act of 1933. This security may be resold in transactions that are

exempt from registration, normally to qualified institutional buyers. This security has been deemed liquid pursuant to guidelines approved by
the Board of Directors, unless otherwise noted.

(b) Variable rate security. Interest rate disclosed is as of the most recent information available.
(c) Illiquid security.
(d) The maturity principal is currently in default as of December 31, 2011.
(e) The coupon payment on these securities is currently in default as of December 31, 2011.
(f) Value is less than $1.
(g) Security is valued in good faith in accordance with procedures approved by the Board of Directors (See Note 1).
(h) Security has no maturity date. The date shown represents the next call date.
(i) Rate shown represents yield-to-maturity.
(j) All or a portion of this security is held at the broker as collateral for open futures contracts.
� Subsequent to December 31, 2011, the issuer filed for bankruptcy.
# Aggregate cost for federal income tax purposes is $127,443,440.

Abbreviations used in this schedule:

AGM � Assured Guaranty Municipal Corp.
GO � General Obligation
REIT � Real Estate Investment Trust

See Notes to Financial Statements.
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Statement of assets and liabilities

December 31, 2011

Assets:
Investments, at value (Cost � $126,966,299) $ 127,805,114
Cash 124,622
Interest receivable 1,925,323
Receivable for securities sold 101,000
Deposits with brokers for open futures contracts 54,009
Prepaid expenses 21,515
Other receivables 13,944
Total Assets 130,045,527

Liabilities:
Investment management fee payable 54,884
Payable to broker � variation margin on open futures contracts 17,250
Accrued expenses 78,283
Total Liabilities 150,417
Total Net Assets $ 129,895,110

Net Assets:
Par value ($0.01 par value; 20,000,000 shares authorized, 9,439,906 shares issued and outstanding) (Note 5) $ 94,399
Paid-in capital in excess of par value 142,490,929
Undistributed net investment income 144,957
Accumulated net realized loss on investments and futures contracts (13,602,424)
Net unrealized appreciation on investments and futures contracts 767,249
Total Net Assets $ 129,895,110

Shares Outstanding 9,439,906

Net Asset Value $13.76

See Notes to Financial Statements.
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Statement of operations

For the Year Ended December 31, 2011

Investment Income:
Interest $ 8,084,715
Dividends 172,578
Total Investment Income 8,257,293

Expenses:
Investment management fee (Note 2) 705,571
Transfer agent fees 73,708
Legal fees 50,044
Audit and tax 40,459
Shareholder reports 37,174
Taxes, other than federal income taxes 32,851
Fund accounting fees 26,120
Stock exchange listing fees 16,019
Directors� fees 9,414
Custody fees 4,054
Miscellaneous expenses 3,573
Total Expenses 998,987
Less: Fee waivers and/or expense reimbursements (Note 2) (24,000)
Net Expenses 974,987
Net Investment Income 7,282,306

Realized and Unrealized Gain (Loss) on Investments and Futures Contracts (Notes 1, 3 and 4):
Net Realized Loss From:
Investment transactions (369,191)
Futures contracts (1,082,819)
Net Realized Loss (1,452,010)
Change in Net Unrealized Appreciation (Depreciation) From:
Investments 722,292
Futures contracts (126,268)
Change in Net Unrealized Appreciation (Depreciation) 596,024
Net Loss on Investments and Futures Contracts (855,986)
Increase in Net Assets from Operations $   6,426,320

See Notes to Financial Statements.
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Statements of changes in net assets

For the years ended December 31, 2011 2010

Operations:
Net investment income $   7,282,306 $   7,449,424
Net realized gain (loss) (1,452,010) 165,561
Change in net unrealized appreciation (depreciation) 596,024 5,647,246
Increase in Net Assets From Operations 6,426,320 13,262,231

Distributions to Shareholders From (Note 1):
Net investment income (7,030,502) (7,452,250)
Decrease in Net Assets From Distributions to Shareholders (7,030,502) (7,452,250)

Fund Share Transactions:
Reinvestment of distributions (3,002 and 7,337 shares issued, respectively) 40,887 99,506
Increase in Net Assets From Fund Share Transactions 40,887 99,506
Increase (Decrease) in Net Assets (563,295) 5,909,487

Net Assets:
Beginning of year 130,458,405 124,548,918
End of year* $129,895,110 $130,458,405
* Includes undistributed (overdistributed) net investment income of: $144,957 $(106,847)

See Notes to Financial Statements.
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Financial highlights

For a share of capital stock outstanding throughout each year ended December 31:

2011 2010 2009 2008 2007

Net asset value, beginning of year $13.82 $13.21 $10.66 $15.13 $15.91

Income (loss) from operations:
Net investment income1 0.77 0.79 0.83 0.98 0.95
Net realized and unrealized gain (loss) (0.08) 0.61 2.66 (4.47) (0.61)
Total income (loss) from operations 0.69 1.40 3.49 (3.49) 0.34

Less distributions from:
Net investment income (0.75) (0.79) (0.94) (0.94) (0.96)
Net realized gains � � � (0.04) (0.16)
Total distributions (0.75) (0.79) (0.94) (0.98) (1.12)

Net asset value, end of year $13.76 $13.82 $13.21 $10.66 $15.13

Market price, end of year $13.81 $12.89 $12.75 $10.49 $13.50
Total return, based on NAV2,3 5.04% 10.86% 34.41% (24.05)% 2.17%
Total return, based on Market Price4 13.32% 7.28% 31.75% (15.82)% (6.16)%
Net assets, end of year (000s) $129,895 $130,458 $124,549 $100,105 $142,029

Ratios to average net assets:
Gross expenses 0.76% 0.78% 0.89% 0.91% 0.83%
Net expenses5,6 0.74 0.76 0.86 0.89 0.81
Net investment income 5.55 5.78 7.07 7.32 6.10

Portfolio turnover rate 56% 42% 45% 17% 46%

1 Per share amounts have been calculated using the average shares method.
2 Performance figures may reflect compensating balance arrangements, fee waivers and/or expense reimbursements. In the absence of

compensating balance arrangements, fee waivers and/or expense reimbursements, the total return would have been lower. Past performance
is no guarantee of future results.

3 The total return calculation assumes that distributions are reinvested at NAV. Past performance is no guarantee of future results.
4 The total return calculation assumes that distributions are reinvested in accordance with the Fund�s dividend reinvestment plan. Past

performance is no guarantee of future results.
5 Reflects fee waivers and/or expense reimbursements.
6 The impact of compensating balance arrangements, if any, was less than 0.01%.

See Notes to Financial Statements.
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Notes to financial statements

1. Organization and significant accounting policies

Western Asset Income Fund (the �Fund�) is registered under the Investment Company Act of 1940, as amended (�1940 Act�), as a closed-end
diversified investment company.

The Fund seeks high level of current income, consistent with prudent investment risk. Capital appreciation is a secondary investment objective.

The following are significant accounting policies consistently followed by the Fund and are in conformity with U.S. generally accepted
accounting principles (�GAAP�). Estimates and assumptions are required to be made regarding assets, liabilities and changes in net assets resulting
from operations when financial statements are prepared. Changes in the economic environment, financial markets and any other parameters used
in determining these estimates could cause actual results to differ. Subsequent events have been evaluated through the date the financial
statements were issued.

(a) Investment valuation. The valuations for fixed income securities and certain derivative instruments are typically the prices supplied by
independent third party pricing services, which may use market prices or broker/dealer quotations or a variety of fair valuation techniques and
methodologies. Short-term fixed income securities that will mature in 60 days or less are valued at amortized cost, unless it is determined that
using this method would not reflect an investment�s fair value. Futures contracts are valued daily at the settlement price established by the board
of trade or exchange on which they are traded. Equity securities for which market quotations are available are valued at the last reported sales
price or official closing price on the primary market or exchange on which they trade. If independent third party pricing services are unable to
supply prices for a portfolio investment, or if the prices supplied are deemed by the manager to be unreliable, the market price may be
determined by the manager using quotations from one or more broker/dealers. When reliable prices are not readily available, such as when the
value of a security has been significantly affected by events after the close of the exchange or market on which the security is principally traded,
but before the Fund calculates its net asset value, the Fund values these securities as determined in accordance with procedures approved by the
Fund�s Board of Directors.

The Fund has adopted Financial Accounting Standards Board Codification Topic 820 (�ASC Topic 820�). ASC Topic 820 establishes a single
definition of fair value, creates a three-tier hierarchy as a framework for measuring fair value based on inputs used to value the Fund�s
investments, and requires additional disclosure about fair value. The hierarchy of inputs is summarized below.

•  Level 1 � 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.)
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•  Level 3 � significant unobservable inputs (including the Fund�s own assumptions in determining the fair value of investments)

The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in those securities.

The Fund uses valuation techniques to measure fair value that are consistent with the market approach and/or income approach, depending on
the type of security and the particular circumstance. The market approach uses prices and other relevant information generated by market
transactions involving identical or comparable securities. The income approach uses valuation techniques to discount estimated future cash flows
to present value.

The following is a summary of the inputs used in valuing the Fund�s assets and liabilities carried at fair value:

ASSETS

Description
Quoted Prices

(Level 1)

Other
Significant
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

Long-term investments�:
Corporate bonds & notes � $121,157,034 $  0* $121,157,034
Asset-backed securities � 315,949 �  315,949
Collateralized mortgage
obligations � 447,491 �  447,491
Municipal bonds � 663,694 �  663,694
Sovereign bonds � 1,449,362 �  1,449,362
U.S. government & agency
obligations � 353,149 �  353,149
Common stocks $   255,970 � �  255,970
Preferred stocks 2,310,739 � �  2,310,739
Warrents 196,732 � �  196,732
Total long-term investments $2,763,441 $124,386,679 $  0* $127,150,120
Short-term investments� � 654,994 �  654,994
Total investments $2,763,441 $125,041,673 $ 0* $127,805,114
Other financial instruments:
Futures contracts $       2,240 � �  $           2,240
Total $2,765,681 $125,041,673 $ 0* $127,807,354

LIABILITIES

Description
Quoted Prices

(Level 1)

Other
Significant
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

Other financial instruments:
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Futures contracts $     73,806 � � $        73,806
�  See Schedule of Investments for additional detailed categorizations.

*  Value is less than $1.
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Notes to financial statements (cont�d)

The following is a reconciliation of investments in which significant unobservable inputs (Level 3) were used in determining fair value:

Corporate
Bonds & Notes

Balance as of December 31, 2010 $  0*
Accrued premiums/discounts �  
Realized gain (loss) �  
Change in unrealized appreciation (depreciation) �  
Purchases �  
Sales �  
Transfers into Level 3 �  
Transfers out of Level 3 �  
Balance as of December 31, 2011 $  0*
Net change in unrealized appreciation (depreciation) for investments in securities still held at December 31,
2011 �  

The Fund�s policy is to recognize transfers between levels as of the end of the reporting period.
* Value is less than $1.

(b) Repurchase agreements. The Fund may enter into repurchase agreements with institutions that its investment adviser has determined are
creditworthy. Each repurchase agreement is recorded at cost. Under the terms of a typical repurchase agreement, the Fund acquires a debt
security subject to an obligation of the seller to repurchase, and of the Fund to resell, the security at an agreed-upon price and time, thereby
determining the yield during the Fund�s holding period. When entering into repurchase agreements, it is the Fund�s policy that its custodian or a
third party custodian, acting on the Fund�s behalf, take possession of the underlying collateral securities, the market value of which, at all times,
at least equals the principal amount of the repurchase transaction, including accrued interest. To the extent that any repurchase transaction
maturity exceeds one business day, the value of the collateral is marked-to-market and measured against the value of the agreement in an effort
to ensure the adequacy of the collateral. If the counterparty defaults, the Fund generally has the right to use the collateral to satisfy the terms of
the repurchase transaction. However, if the market value of the collateral declines during the period in which the Fund seeks to assert its rights or
if bankruptcy proceedings are commenced with respect to the seller of the security, realization of the collateral by the Fund may be delayed or
limited.

(c) Futures contracts. The Fund uses futures contracts generally to gain exposure to, or hedge against, changes in interest rates or gain exposure
to, or hedge against, changes in certain asset classes. A futures contract represents a commitment for the future purchase or sale of an asset at a
specified price on a specified date.
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Upon entering into a futures contract, the Fund is required to deposit cash or cash equivalents with a broker in an amount equal to a certain
percentage of the contract amount. This is known as the ��initial margin�� and subsequent payments (��variation margin��) are made or received by the
Fund each day, depending on the daily fluctuation in the value of the contract. For certain futures, including foreign denominated futures,
variation margin is not settled daily, but is recorded as a net variation margin payable or receivable. Futures contracts are valued daily at the
settlement price established by the board of trade or exchange on which they are traded. The daily changes in contract value are recorded as
unrealized gains or losses in the Statement of Operations and the Fund recognizes a realized gain or loss when the contract is closed.

Futures contracts involve, to varying degrees, risk of loss in excess of the amounts reflected in the financial statements. In addition, there is the
risk that the Fund may not be able to enter into a closing transaction because of an illiquid secondary market.

(d) Credit and market risk. The Fund invests in high-yield instruments that are subject to certain credit and market risks. The yields of
high-yield obligations reflect, among other things, perceived credit and market risks. The Fund�s investment in securities rated below investment
grade typically involves risks not associated with higher rated securities including, among others, greater risk related to timely and ultimate
payment of interest and principal, greater market price volatility and less liquid secondary market trading.

(e) Security transactions and investment income. Security transactions are accounted for on a trade date basis. Interest income, adjusted for
amortization of premium and accretion of discount, is recorded on the accrual basis. Dividend income is recorded on the ex-dividend date. The
cost of investments sold is determined by use of the specific identification method. To the extent any issuer defaults or a credit event occurs that
impacts the issuer, the Fund may halt any additional interest income accruals and consider the realizability of interest accrued up to the date of
default or credit event.

(f) Distributions to shareholders. Distributions from net investment income, if any, are declared quarterly and paid on a monthly basis.
Distributions of net realized gains, if any, are declared at least annually. Distributions to shareholders of the Fund are recorded on the
ex-dividend date and are determined in accordance with income tax regulations, which may differ from GAAP.

(g) Compensating balance arrangements. The Fund has an arrangement with its custodian bank whereby a portion of the custodian�s fees is
paid indirectly by credits earned on the Fund�s cash on deposit with the bank.

(h) Federal and other taxes. It is the Fund�s policy to comply with the federal income and excise tax requirements of the Internal Revenue Code
of 1986
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Notes to financial statements (cont�d)

(the �Code�), as amended, applicable to regulated investment companies. Accordingly, the Fund intends to distribute its taxable income and net
realized gains, if any, to shareholders in accordance with timing requirements imposed by the Code. Therefore, no federal or state income tax
provision is required in the Fund�s financial statements.

Management has analyzed the Fund�s tax positions taken on income tax returns for all open tax years and has concluded that as of December 31,
2011, no provision for income tax is required in the Fund�s financial statements. The Fund�s federal and state income and federal excise tax
returns for tax years for which the applicable statutes of limitations have not expired are subject to examination by Internal Revenue Service and
state departments of revenue.

(i) Reclassification. GAAP requires that certain components of net assets be reclassified to reflect permanent differences between financial and
tax reporting. These reclassifications have no effect on net assets or net asset values per share. During the current year, the Fund had no
reclassifications.

2. Investment management agreement and other transactions with affiliates

The Fund has entered into an Investment Advisory Agreement with Western Asset Management Company (�Adviser�), which is a wholly owned
subsidiary of Legg Mason, Inc., pursuant to which the Adviser provides investment advice and administrative services to the Fund. In return for
its services, the Fund pays the Adviser a monthly fee at an annual rate of 0.70% of the average monthly net assets of the Fund up to $60,000,000
and 0.40% of such net assets in excess of $60,000,000. If expenses (including the Adviser�s fee but excluding interest, taxes, brokerage fees, the
expenses of any offering by the Fund of its securities, and extraordinary expenses beyond the control of the Fund) borne by the Fund in any
fiscal year exceed 1.5% of average net assets up to $30,000,000 and 1% of average net assets over $30,000,000, the Adviser has contractually
agreed to reimburse the Fund for any excess.

During the year ended December 31, 2011, fees waived and/or expenses reimbursed amounted to $24,000.

Western Asset Management Company Limited (�WAML�) provides the Fund with investment research, advice, management and supervision and
a continuous investment program for the Fund�s portfolio of non-dollar securities consistent with the Fund�s investment objectives and policies.
As compensation, the Adviser pays WAML a fee based on the pro rata assets of the Fund managed by WAML during the month.

Under the terms of an administrative services agreement among the Fund, the Adviser, and Legg Mason Partners Fund Advisor, LLC (�LMPFA�),
Western Asset (not the Fund) pays LMPFA a monthly fee of $3,000, an annual rate of $36,000.
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3. Investments

During the year ended December 31, 2011, the aggregate cost of purchases and proceeds from sales of investments (excluding short-term
investments) and U.S Government & Agency Obligations were as follows:

Investments
U.S. Government &
Agency Obligations

Purchases $58,147,299 $14,849,602
Sales 57,492,888 15,151,974

At December 31, 2011, the aggregate gross unrealized appreciation and depreciation of investments for federal income tax purposes were as
follows:

Gross unrealized appreciation $ 11,204,032
Gross unrealized depreciation (10,842,358)
Net unrealized appreciation $      361,674

At December 31, 2011, the Fund had the following open futures contracts:

Number of
Contracts

Expiration
Date

Basis
Value

Market
Value

Unrealized
Gain (Loss)

Contracts to Buy:
U.S. Treasury Ultra Long-Term Bonds 3 3/12 $ 478,322 $ 480,562 $   2,240
Contracts to Sell:
U.S. Treasury 30-Year Bonds 7 3/12 1,010,696 1,013,687 (2,991)
U.S. Treasury 2-Year Notes 2 3/12 440,900 441,094 (194)
U.S. Treasury 5-Year Notes 18 3/12 2,209,637 2,218,641 (9,004)
U.S. Treasury 10-Year Notes 48 3/12 6,232,383 6,294,000 (61,617)

(73,806)
Net unrealized loss on open futures contracts $(71,566)

4. Derivative instruments and hedging activities

Financial Accounting Standards Board Codification Topic 815 requires enhanced disclosure about an entity�s derivative and hedging activities.
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Below is a table, grouped by derivative type, that provides information about the fair value and the location of derivatives within the Statement
of Assets and Liabilities at December 31, 2011.

ASSET DERIVATIVES1
Interest Rate

Contracts Risk
Futures contracts2 $2,240
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Notes to financial statements (cont�d)

LIABILITY DERIVATIVES1
Interest Rate

Contracts Risk
Futures contracts2 $73,806

1  Generally, the balance sheet location for asset derivatives is receivables/net unrealized appreciation (depreciation) and for liability
derivatives is payables/net unrealized appreciation (depreciation).

2  Includes cumulative appreciation (depreciation) of futures contracts as reported in the footnotes. Only variation margin is reported within
the receivables and/or payables of the Statement of Assets and Liabilities.

The following tables provide information about the effect of derivatives and hedging activities on the Fund�s Statement of Operations for the year
ended December 31, 2011. The first table provides additional detail about the amounts and sources of gains (losses) realized on derivatives
during the period. The second table provides additional information about the change in unrealized appreciation (depreciation) resulting from the
Fund�s derivatives and hedging activities during the period.

AMOUNT OF REALIZED GAIN (LOSS) ON DERIVATIVES RECOGNIZED
Interest Rate

Contracts Risk
Futures contracts $(1,082,819)

CHANGE IN UNREALIZED APPRECIATION (DEPRECIATION) ON DERIVATIVES RECOGNIZED
Interest Rate

Contracts Risk
Futures contracts $(126,268)

During the year ended December 31, 2011, the volume of derivative activity for the Fund was as follows:

Average
Market Value

Futures contracts (to buy) $  1,376,573
Futures contracts (to sell) 10,708,044

5. Common shares
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Of the 9,439,906 shares of common stock outstanding at December 31, 2011, the Investment Adviser owned 30,323 shares.

6. Director compensation

Each Director of the Fund who is not an �interested person� (as defined in the 1940 Act) of the Fund, Western Asset or WAML receives an
aggregate fee of $75,000 annually for serving on the combined Board of Directors/Trustees of the Fund, Western Asset Funds, Inc. and Western
Asset Premier Bond Fund. Each Director also receives a fee of $7,500 and related expenses for each meeting of the Board or of a committee
attended in-person and a fee of $2,500 for participating in each telephonic meeting. The Chairman of the Board receives an additional $30,000
per year for serving in such capacity.
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The Chairman of the Audit Committee receives an additional $25,000 per year for serving in such capacity. Each member of the Audit
Committee receives a fee of $6,000 for serving as a member of the Audit Committee. Other committee members receive a fee of $3,000 for
serving as a member of each committee upon which they serve. All such fees are allocated among the Fund, Western Asset Funds, Inc. and
Western Asset Premier Bond Fund according to each such investment company�s average annual net assets.

Director Ronald Olson receives from Western Asset an aggregate fee of $75,000 annually for serving on the combined Board of
Directors/Trustees of the Fund, Western Asset Funds, Inc. and Western Asset Premier Bond Fund, as well as a fee of $7,500 and related
expenses for each meeting of the Board attended in person and a fee of $2,500 for participating in each telephonic meeting.

7. Distributions subsequent to December 31, 2011

On November 17, 2011, the Fund�s Board of Directors declared two distributions, each in the amount of $0.0600 per share, payable on
January 27, 2012, and February 24, 2012 to shareholders of record on January 20, 2012 and February 24, 2012, respectively.

8. Income tax information and distributions to shareholders

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

2011 2010
Distributions Paid From:
Ordinary income $7,030,502 $7,452,250

As of December 31, 2011, the components of accumulated earnings on a tax basis were as follows:

Undistributed ordinary income � net $      351,460
Capital loss carryforward* (13,196,849 )
Other book/tax temporary differences(a) (134,937 )
Unrealized appreciation (depreciation)(b) 290,108
Total accumulated earnings (losses) � net $(12,690,218 )

*  As of December 31, 2011, the Fund had the following net capital loss carryforwards remaining:
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Year of Expiration Amount
No Expiration $ (1,676,649 )**
12/31/2016 (676,492 )
12/31/2017 (10,616,218 )
12/31/2018 (227,490 )

$(13,196,849 )

These amounts will be available to offset future taxable capital gains.
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Notes to financial statements (cont�d)

**  Under the Regulated Investment Company Modernization Act of 2010, the Fund is permitted to carry forward these capital losses for an
unlimited period. However, these losses will be required to be utilized prior to the fund�s other capital losses with the expiration dates listed
above. Additionally, these capital losses retain their character as either short-term or long-term capital losses rather than being considered all
short-term as under previous law.

(a)  Other book/tax temporary differences are attributable primarily to the realization for tax purposes of unrealized losses on certain futures
contracts, book/tax differences in the accrual of interest on securities in default and book/tax differences in the timing of the deductibility of
various expenses.

(b)  The difference between book-basis and tax-basis unrealized appreciation / (depreciation) is attributable primarily to the tax deferral of losses
on wash sales and other book/tax differences on the treatment of losses on certain securities.

9. Recent accounting pronouncement

In May 2011, the Financial Accounting Standards Board issued Accounting Standard Update No. 2011-04, Fair Value Measurement (Topic 820)
� Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs (�ASU No. 2011-04�). ASU
No. 2011-04 establishes common requirements for measuring fair value and for disclosing information about fair value measurements. ASU
No. 2011-04 is effective during interim and annual periods beginning after December 15, 2011. Management is currently evaluating the impact
the adoption of ASU No. 2011-04 will have on the Fund�s financial statements and related disclosures.
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Report of independent registered public accounting firm

To the Board of Directors and Shareholders of
Western Asset Income Fund:

In our opinion, the accompanying statement of assets and liabilities, including the schedule of investments, and the related statements of
operations and of changes in net assets and the financial highlights present fairly, in all material respects, the financial position of Western Asset
Income Fund (the �Fund�) at December 31, 2011, the results of its operations, the changes in its net assets, and the financial highlights for each of
the periods presented, in conformity with accounting principles generally accepted in the United States of America. These financial statements
and financial highlights (hereafter referred to as �financial statements�) are the responsibility of the Fund�s management; our responsibility is to
express an opinion on these financial statements based on our audits. We conducted our audits of these financial statements 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 are free of material misstatement. An audit 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, and evaluating the overall financial statement presentation. We believe that our audits, which included
confirmation of securities at December 31, 2011 by correspondence with the custodian and brokers, provide a reasonable basis for our opinion.

PricewaterhouseCoopers LLP

Baltimore, Maryland
February 21, 2012
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Board approval of management and subadvisory agreements (unaudited)

The Executive and Contracts Committee of the Board of Directors considered the Investment Advisory Agreement (the �Advisory Agreement�)
between the Fund and Western Asset Management Company (�Western Asset�) and the Investment Subadvisory Agreement (together with the
Advisory Agreement, the �Agreements�) between Western Asset and Western Asset Management Company Limited (�WAML�) with respect to the
Fund at meetings held on October 20 and October 27, 2011. At a meeting held on November 15, 2011, the Executive and Contracts Committee
reported to the full Board of Directors its considerations and recommendation with respect to the Agreements, and the Board of Directors,
including a majority of the Independent Directors, considered and approved renewal of the Agreements.

In arriving at their decision to renew the Agreements, the Directors met with representatives of Western Asset and WAML (together, the
�Advisers�); reviewed a variety of information prepared by the Advisers and materials provided by Lipper Inc. (�Lipper�) and counsel to the
Independent Directors; and reviewed performance and expense information for a peer group of comparable funds selected and prepared by
Lipper and for certain other comparable products available from Western Asset, including separate accounts managed by Western Asset. These
reviews were in addition to information obtained by the Directors at their regular quarterly meetings with respect to the Fund�s performance and
other relevant matters, such as information on differences between the Fund�s share price and net asset value per share, and related discussions
with the Advisers� personnel.

As part of their review, the Directors examined the Advisers� ability to provide high quality investment management services to the Fund. The
Directors considered the investment philosophy and research and decision-making processes of the Advisers; the experience of their key
advisory personnel responsible for management of the Fund; the ability of the Advisers to attract and retain capable research and advisory
personnel; the capability and integrity of the Advisers� senior management and staff; and the level of skill required to manage the Fund. In
addition, the Directors reviewed the quality of the Advisers� services with respect to regulatory compliance and compliance with the investment
policies of the Fund and conditions that might affect the Advisers� ability to provide high quality services to the Fund in the future under the
Agreements, including the Advisers� business reputation, financial condition and operational stability. Based on the foregoing, the Directors
concluded that the Advisers� investment process, research capabilities and philosophy were well-suited to the Fund given its investment
objectives and policies, and that the Advisers would be able to meet any reasonably foreseeable obligations under the Agreements.

In reviewing the quality of the services provided to the Fund, the Directors also reviewed comparisons of the performance of the Fund to the
performance of certain comparable funds in a peer group of funds that invest at least
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65% of their assets in corporate and government debt issues rated in the top four grades. The Directors noted that the performance of the Fund
exceeded its peer average performance for the one-year period, but was approximately equal to its peer average for the ten-year period and was
lower than its peer average for the three- and five-year periods ended August 31, 2011.

The Directors also considered the management fee and total expenses payable by the Fund. They reviewed information concerning management
fees paid to investment advisers of similarly-managed funds, as well as fees paid by the Advisers� other clients, including separate accounts
managed by the Advisers. The Directors observed that the management fee paid by the Fund to Western Asset was slightly higher than the
average of the fees paid by funds in its Lipper peer group, and that Western Asset was responsible for payment of the management fee to
WAML. The Directors also noted that the Fund�s total expenses were approximately equal to the average of the funds in its Lipper peer group.
They noted that the management fee paid by the Fund was generally higher than the fees paid by other clients of the Advisers with similar
investment strategies, but that the administrative and operational responsibilities for the Advisers with respect to the Fund were also relatively
higher. In light of this difference in responsibilities, the Directors concluded that the management fee paid by the Fund relative to the fees paid
by the Advisers� other clients was reasonable.

The Directors further evaluated the benefits of the advisory relationship to the Advisers, including, among others, the profitability of the
relationship to the Advisers; the direct and indirect benefits that the Advisers may receive from their respective relationships with the Fund,
including any �fallout benefits,� such as reputational value derived from serving as investment adviser to the Fund; and the affiliation between the
Advisers and Legg Mason Partners Funds Advisor, LLC, the Fund�s administrator. In that connection, the Directors concluded that the Advisers�
profitability was consistent with levels of profitability that had been determined by courts not to be excessive. The Directors noted that Western
Asset does not have soft dollar arrangements.

Finally, the Directors considered, in light of the profitability information provided by the Advisers, the extent to which economies of scale would
be realized by the Advisers as the assets of the Fund grow. The Directors concluded that, because the Fund is a closed-end fund and does not
make a continuous offer of its securities, the Fund�s size was relatively fixed and it would be unlikely that the Advisers would realize economies
of scale from the Fund�s growth.

In their deliberations with respect to these matters, the Independent Directors were advised by their independent counsel, who are independent of
the Advisers within the meaning of the Securities and Exchange Commission rules regarding the independence of counsel. The Independent
Directors weighed each of the foregoing matters in light of the advice given

Edgar Filing: Western Asset Income Fund - Form N-CSR

60



36 Western Asset Income Fund

Board approval of management and subadvisory agreements (unaudited) (cont�d)

to them by their independent counsel as to the law applicable to the review of investment advisory contracts. In arriving at a decision, the
Directors, including the Independent Directors, did not identify any single matter as all-important or controlling, and the foregoing summary
does not detail all the matters considered. The Directors judged the terms and conditions of the Agreements, including the investment advisory
fees, in light of all of the surrounding circumstances.

Based upon their review, the Directors, including all of the Independent Directors, determined, in the exercise of their business judgment, that
they were generally satisfied with the quality of investment advisory services being provided by the Advisers, but would continue to closely
monitor the Advisers� performance; that the fees to be paid to the Advisers under the Agreements were fair and reasonable given the scope and
quality of the services rendered by the Advisers; and that approval of the Agreements was in the best interest of the Fund and its shareholders.
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Additional information (unaudited)

Information about Directors and Officers

The business and affairs of Western Asset Income Fund (the �Fund�) are conducted by management under the supervision and subject to the
direction of its Board of Directors. The business address of each Director is c/o Western Asset Management Company, 385 East Colorado Blvd.,
Pasadena, California 91101. Information pertaining to the Directors and officers of the Fund is set forth below.

Independent Directors�:

Ronald J. Arnault
Year of birth 1943
Position(s) held with Fund Director
Term of office and length of time served1 Served since 1997
Principal occupation(s) during past five years Retired.
Number of portfolios in fund complex overseen by
Director (including the Fund)2

11

Other board memberships held by Director None

Anita L. DeFrantz
Year of birth 1952
Position(s) held with Fund Director
Term of office and length of time served1 Served since 1998
Principal occupation(s) during past five years President (1987-present) and Director (1990-present) of LA84 (formerly Amateur

Athletic Foundation of Los Angeles); President and Director of Kids in Sports
(1994-present); Vice President, International Rowing Federation (1986-present);
Member of the International Olympic Committee (1986-present).

Number of portfolios in fund complex overseen by
Director (including the Fund)2

11

Other board memberships held by Director OBN Holdings, Inc. (film, television and media company)

Avedick B. Poladian
Year of birth 1951
Position(s) held with Fund Director
Term of office and length of time served2 Served since 2007
Principal occupation(s) during past five years Executive Vice President and Chief Operating Officer of Lowe Enterprises, Inc.

(real estate and hospitality firm) (2002-present); Partner, Arthur Andersen, LLP
(1974-2002).

Number of portfolios in fund complex overseen by
Director (including the Fund)2

11

Other board memberships held by Director Occidental Petroleum Corporation and Public Storage
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Additional information (unaudited) (cont�d)

Information about Directors and Officers

Independent Directors� cont�d

William E. B. Siart
Year of birth 1946
Position(s) held with Fund Director and Chairman
Term of office and length of time served1 Served since 1997
Principal occupation(s) during past five years Trustee of The Getty Trust (2005-present); Chairman of Walt Disney Concert

Hall, Inc. (1998-2006); Chairman of Excellent Education Development
(2000-present).

Number of portfolios in fund complex overseen by
Director (including the Fund)2

11

Other board memberships held by Director None

Jaynie Miller Studenmund
Year of birth 1954
Position(s) held with Fund Director
Term of office and length of time served1 Served since 2004
Principal occupation(s) during past five years Director of Orbitz Worldwide, Inc. (2007-present) (online travel company);

Director of MarketTools, Inc. (2010-present) (market research software provider);
Director of Forest Lawn (2002-present) (memorial parks); Director of
eHarmony, Inc. (2005-2011) (online dating company); Director of aQuantive Inc.
(2004-2007) (digital marketing services company); Chief Operating Officer of
Overture Services, Inc. (2001-2004) (commercial online search); and President and
Chief Operating Officer of Paymybills.com (2000-2001) (online personal bill
management service)

Number of portfolios in fund complex overseen by
Director (including the Fund)2

11

Other board memberships held by Director Orbitz Worldwide (global on-line travel company)

Edgar Filing: Western Asset Income Fund - Form N-CSR

63



Western Asset Income Fund 39

Interested Directors:

R. Jay Gerken3
Year of birth 1951
Position(s) held with Fund Director and President
Term of office and length of time served1 Served as a Director since 2006 and as President since 2007
Principal occupation(s) during past five years Managing Director of Legg Mason & Co. (since 2005); Officer and

Trustee/Director of 161 funds associated with LMPFA or its affiliates (since 2006)
and Legg Mason & Co. predecessors (prior to 2006); President and Chief Executive
Officer of LMPFA (since 2006); President and Chief Executive Officer of Smith
Barney Fund Management LLC (�SBFM�) (formerly a registered investment adviser)
(since 2002)

Number of portfolios in fund complex overseen by
Director (including the Fund)2

161

Other board memberships held by Director None

Ronald L. Olson4
Year of birth 1941
Position(s) held with Fund Director
Term of office and length of time served1 Served since 2005
Principal occupation(s) during past five years Senior Partner of Munger, Tolles & Olson LLP (a law partnership) (1968-present).
Number of portfolios in fund complex overseen by
Director (including the Fund)2

11

Other board memberships held by Director Edison International, City National Corporation (financial services company), The
Washington Post Company, and Berkshire Hathaway, Inc.
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Additional information (unaudited) (cont�d)

Information about Directors and Officers

Officers5:

Richard F. Sennett
55 Water Street, New York, NY 10041
Year of birth 1970
Position(s) held with Fund Principal Financial Officer
Term of office and length of time served1 Served since 2011
Principal occupation(s) during past five years Principal Financial Officer of certain mutual funds associated with Legg Mason &

Co. or its affiliates (since 2011); Managing Director of Legg Mason & Co. and
Senior Manager of the Treasury Policy group for Legg Mason & Co.�s Global
Fiduciary Platform (since 2011); formerly, Chief Accountant within the SEC�s
Division of Investment Management (2007 to 2011); formerly, Assistant Chief
Accountant within the SEC�s Division of Investment Management (2002 to 2007)

Number of portfolios in fund complex overseen by
Director (including the Fund)2

N/A

Other board memberships held by Director N/A

Erin K. Morris
100 International Drive, Baltimore, MD 21202
Year of birth 1966
Position(s) held with Fund Treasurer
Term of office and length of time served1 Served since 2006
Principal occupation(s) during past five years Vice President and Manager Global Fiduciary Platform, Legg Mason & Co., LLC

(2005-present); Assistant Vice President and Manager, Fund Accounting Legg
Mason Wood Walker, Incorporated (2002-2005); Treasurer, Western Asset
Funds, Inc., Western Asset Income Fund and Western Asset Premier Bond Fund
(2006-present); Western Asset/Claymore Inflation-Linked & Income Fund and
Western Asset/Claymore Inflation-Linked Opportunities & Income Fund
(2010-present); Assistant Treasurer Legg Mason Partners Fund Complex
(2007-present); Formerly Assistant Treasurer, Western Asset Funds, Inc., Western
Asset Income Fund and Western Asset Premier Bond Fund (2001-2006); Western
Asset/Claymore Inflation-Linked Securities & Income Fund (2003-2009) and
Western Asset/Claymore Inflation-Linked Opportunities & Income Fund
(2004-2009)

Number of portfolios in fund complex overseen by
Director (including the Fund)2

N/A

Other board memberships held by Director N/A
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Officers cont�d

Todd F. Kuehl
100 International Drive, Baltimore, MD 21202
Year of birth 1969
Position(s) held with Fund Chief Compliance Officer
Term of office and length of time served1 Served since 2007
Principal occupation(s) during past five years Director, Legg Mason & Co., LLC (2006-present); Chief Compliance Officer of

Legg Mason Private Portfolio Group (2009-present); Chief Compliance Officer of
Western Asset/Claymore Inflation-Linked Securities & Income Fund, Western
Asset/Claymore Inflation-Linked Opportunities & Income Fund, Western Asset
Income Fund, Western Asset Premier Bond Fund and Western Asset Funds, Inc.
(2007-present); Branch Chief, Division of Investment Management, U.S. Securities
and Exchange Commission (2002-2006).

Number of portfolios in fund complex overseen by
Director (including the Fund)2

N/A

Other board memberships held by Director None

Robert I. Frenkel
100 First Stamford Place, Stamford, CT 06902
Year of birth 1954
Position(s) held with Fund Secretary and Chief Legal Officer
Term of office and length of time served1 Served since 2009
Principal occupation(s) during past five years Vice President and Deputy General Counsel of Legg Mason, Inc. (since 2006);

Managing Director and General Counsel of Global Mutual Funds for Legg
Mason & Co. (since 2006) and Legg Mason & Co. predecessors (since 1994);
Secretary and Chief Legal Officer of certain mutual funds associated with Legg
Mason & Co. or its affiliates (since 2006) and Legg Mason & Co. predecessors
(prior to 2006).

Number of portfolios in fund complex overseen by
Director (including the Fund)2

N/A

Other board memberships held by Director N/A

� Directors who are not �interested persons� of the Fund within the meaning of section 2(a)(19) of the Investment Company Act of 1940, as
amended (the �1940 Act�).

1             Each Officer holds office until his or her respective successor is chosen and qualified, or in each case until he or she sooner dies,
resigns, is removed with or without cause or becomes disqualified. Each of the Directors of the Fund holds office until his or her successor shall
have been duly elected and shall qualify, subject to prior death, resignation, retirement, disqualification or removed from office and applicable
law and the rules of the New York Stock Exchange.

2             Each Director also serves as a Trustee of Western Asset Premier Bond Fund (closed-end investment company) and as a Director of
Western Asset Funds, Inc. (open-end investment company), which are considered part of the same Fund Complex as the Fund. In addition,
Mr. Gerken serves as Director/Trustee to 161 other portfolios associated with Legg Mason & Co., LLC or its affiliates. Legg Mason & Co., LLC
is an affiliate of Western Asset Management Co. (�WAM�).

3             Mr. Gerken is an �Interested person� (as defined in section 2(a)(19) of the 1940 Act) of the Fund because of his positions with
subsidiaries of, and ownership of shares of common stock of, Legg Mason, Inc., the parent company of WAM.
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4             Mr. Olson is an �Interested person� (as defined above) of the Fund because his law firm has provided legal services to WAM.

5             Each Officer of the Fund is an �Interested person� (as defined above) of the Fund.
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Annual principal executive officer and principal financial officer certifications (unaudited)

The Fund�s Principal Executive Officer (�PEO�) has submitted to the NYSE the required annual certification and the Fund also has included the
certifications of the Fund�s PEO and Principal Financial Officer required by Section 302 of the Sarbanes-Oxley Act in the Fund�s Form N-CSR
filed with the SEC for the period of this report.
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Other shareholder communications regarding accounting matters (unaudited)

The Fund�s Audit Committee has established guidelines and procedures regarding the receipt, retention and treatment of complaints regarding
accounting, internal accounting controls or auditing matters (collectively, �Accounting Matters�). Persons with complaints or concerns regarding
Accounting Matters may submit their complaints to the Chief Compliance Officer (�CCO�). Persons who are uncomfortable submitting complaints
to the CCO, including complaints involving the CCO, may submit complaints directly to the Fund�s Audit Committee Chair (together with the
CCO, �Complaint Officers�). Complaints may be submitted on an anonymous basis.

The CCO may be contacted at:
Legg Mason & Co., LLC
Compliance Department
100 International Drive
Baltimore, MD 21202

Complaints may also be submitted by telephone at 1-800-742-5274. Complaints submitted through this number will be received by the CCO.
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Dividend reinvestment plan

The Fund offers to all shareholders a Dividend Reinvestment Plan (�Plan�). For participants in the Plan, cash distributions (e.g., dividends and
capital gains) of registered shareholders (those who own shares in their own name on the Fund�s records) are automatically invested in shares of
the Fund. Interested shareholders may obtain more information or sign up for the Plan by contacting the agent. Shareholders who own shares in
a brokerage, bank, or other financial institution account must contact the Company where their account is held in order to participate in the Plan.

If you elect to participate in the Plan you will automatically receive your dividend or net capital gains distribution in newly issued shares of the
Fund if the market price of a share on the date of the distribution is at or above the net asset value (�NAV�) of a Fund share. The number of shares
to be issued to you will be determined by dividing the amount of the cash distribution to which you are entitled (net of any applicable
withholding taxes) by the greater of the NAV per share on such date or 95% of the market price of a share on such date. If the market price of a
share on such distribution date is below the NAV the Agent will, as agent for the participants, buy shares of the Fund�s stock through a broker on
the open market or in a negotiated transaction (subject to price and other terms to which the agent may agree). The price per share of shares
purchased for each participant�s account with respect to a particular dividend or other distribution will be the average price (including brokerage
commissions, transfer taxes and any other costs of purchase) of all shares purchased with respect to that dividend or other distribution. All shares
of common stock acquired on your behalf through the Plan will be automatically credited to an account maintained on the books of the Agent.
Full and fractional shares will be voted by the Agent in accordance with your instructions.

Additional information regarding the plan

The Fund will pay all costs applicable to the Plan, with the exceptions noted below. Brokerage commissions, transfer taxes and any other costs
of purchase or sale by the Agent under the Plan will be charged to participants. The commission participants pay for selling shares under the
Plan is calculated as $2.50 plus $0.15 per share. Beneficial shareholders should contact the company holding their account for further
information concerning fees that may apply to selling shares under the Plan. In the event the Fund determines to no longer pay the costs
applicable to the Plan, the Agent will terminate the Plan and may, but is not obligated to, offer a new plan under which it would impose a direct
service charge on participants.

All shares acquired through the Plan receive voting rights and are eligible for any stock split, stock dividend, or other rights accruing to
shareholders that the Board of Directors may declare. Distributions to Plan participants will be in the form of stock, unless the Agent is notified
in writing 10 days prior to the record date fixed by the Board of Directors for the distribution that you
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wish to receive a cash payment. Beneficial shareholders should contact the company holding their account for further information regarding
deadlines that might apply.

You may terminate participation in the Plan at any time by giving written notice to the Agent. Such termination will be effective prior to the
record date next succeeding the receipt of such instructions or by a later date of termination specified in such instructions.

Upon termination of the Plan, a participant may request a certificate for the full shares credited to his or her account or may request the sale of
all or part of such shares. If the participant instructs the Agent to sell the shares credited to the participant�s account, the Agent may accumulate
such shares and those of any other terminating participants for purposes of such sale. Brokerage charges, transfer taxes, and any other costs of
sale will be allocated pro rata among the selling participants. Any such sale may be made on any securities exchange where such shares are
traded, in the over-the counter market or in negotiated transactions, and may be subject to such terms of price, delivery, etc., as the Agent may
agree to. Fractional shares credited to a terminating account will be paid for in cash at the current market price at the time of termination.

Dividends and other distributions invested in additional shares under the Plan are subject to income tax just as if they had been received in cash.
After year end, dividends paid on the accumulated shares will be included in the Form 1099-DIV information return to the Internal Revenue
Service and only one Form 1099-DIV will be sent to each participant each year.

Registered shareholders can make inquiries regarding the Plan, as well as sign up or terminate their participation in the Plan by contacting
American Stock Transfer & Trust Company LLC, 59 Maiden Lane, New York, N.Y. 10038 � Investor Relations, telephone number
1-888-888-0151. Beneficial Shareholders can make inquiries regarding the Plan as well as sign up or terminate their participation in the Plan by
contacting the company where their account is held.
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Directors Western Asset Income Fund Transfer agent
William E. B. Siart 620 Eighth Avenue American Stock Transfer & Trust Company
Chairman 49th Floor 59 Maiden Lane
R. Jay Gerken New York, NY 10018 New York, NY 10038
President
Ronald J. Arnault Investment advisers New York Stock Exchange Symbol
Anita L. DeFrantz Western Asset Management Company PAI
Ronald L. Olson Western Asset Management Company Limited
Avedick B. Poladian
Jaynie Miller Studenmund Custodian

State Street Bank and Trust Company
Officers 1 Lincoln Street
R. Jay Gerken Boston, MA 02111
President
Richard F. Sennett Independent registered public accounting firm
Principal Financial Officer PricewaterhouseCoopers LLP
Todd F. Kuehl 100 East Pratt Street
Chief Compliance Officer Baltimore, MD 21202
Robert I. Frenkel
Secretary and Chief Legal Officer Legal counsel
Erin K. Morris Ropes & Gray LLP
Treasurer

Edgar Filing: Western Asset Income Fund - Form N-CSR

72


