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Investment Commentary

Western Asset Income Fund

Fund Performance

Total returns for the Fund for various periods ended December 31, 2008 are presented below, along with those of
comparative indices:

Average Annual Total Returns

One
Year

Five
Years

Ten
Years

Total Fund Investment Return Based on:
Net Asset Value -24.05% -1.51% 3.32%
Market Value -15.82% 0.10% 3.48%

Barclays Capital U.S. Corporate High Yield IndexA -26.16% -0.80% 2.17%
Barclays Capital U.S. Credit IndexB -3.08% 2.65% 4.85%
Lipper Corporate Debt Closed-End Funds BBB Rated Category AverageC -13.29% -0.86% 4.13%

The performance data quoted represent past performance and do not guarantee future results. Current performance may be lower
or higher than the performance data quoted. The investment return and principal value of the Fund will fluctuate so that an invest-
or’s shares, when sold, may be worth more or less than the original cost. Calculations assume reinvestment of dividends and
capital gain distributions.

General Market Performance

During 2008, the Federal Reserve Board (“Fed”)D intensified its campaign against downside risks to growth in response to the
deepening financial crisis. The TED spreadE surged beyond previous extreme levels, and without the provision of credit, investors
began to question the durability of the underlying economy. The federal funds rateF was reduced a cumulative 425 basis pointsG

(“bps”) over the year (525 bps since September 2007) to near 0% by year end, which essentially moved the Fed beyond its tradi-
tional form of stimulus. A number of new lending facilities, designed to meet the liquidity demands of financial intermediaries
across the full banking spectrum, were implemented. The Fed and the U.S. Department of the Treasury recently announced plans
to channel up to $600 billion directly to the mortgage market, and up to $200 billion directly to consumer and small business
finance, including credit card, auto and student loans. Details emerged that much of this funding will be unsterilized, that is, will
result in a major increase in the money supply. Yields on 30-year fixed-rate conventional mortgages declined roughly 1% as a
result, the lowest level during the 37 year history of Freddie Mac. The Treasury allocated the first $250 billion of funds authorized
under the Troubled Asset Relief Program (“TARP”) by taking direct equity stakes in the U.S. banking system. Economic data was
negative and third quarter gross domestic product (“GDP”)H contracted 0.5% on falling consumption expenditures. Consumer
confidence fell as labor market conditions deteriorated and equity prices plunged. Unemployment increased 2.3% to 7.2%, though
the U.S. dollar gained close to 6% against a trade-weighted basket of currencies. The dollar’s negative correlation with oil held
strong as the price per barrel fell 54% after temporarily spiking in the summer. All in all, the reporting period was the worst year
for risk-taking in a quarter century. Spreads widened over 350 bps on investment grade issues and more than 1,100 bps on high-
yield issues. Mortgage-backed securities (“MBS”) performed better, though even these government-backed securities under-
performed Treasuries by 2.32% over the period. The S&P 500 IndexI lost 37% as volatility soared, making 2008 the worst year for
equities since 1937.

Portfolio Managers Commentary

We are looking at the current market as really two markets: financials, and everything else. The cataclysm in the financial
market this year was extraordinary. We saw Bear Stearns, Lehman Brothers, Fannie Mae, Freddie Mac, Indy Mac, Washington
Mutual and AIG fail. Had Bank of America not purchased Countrywide or Merrill Lynch, both likely would have gone the way of
Lehman Brothers and Bear Stearns. Goldman Sachs and Morgan Stanley managed (thus far) to remain independent, but their
ability to do so was likely only because they converted to bank holding companies, and are now able to borrow from the Fed on
the same terms as commercial banks. Wachovia had a near-death experience, which was averted by a hasty purchase by Wells
Fargo, and Citigroup nearly went down the same road, saved only by an increase in the government’s stake, and the backstopping
of significant underperforming assets by the Treasury.

The Investment Commentary is not a part of the Annual Report to Shareholders.
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Investment Commentary

What gives us hope that we’ve seen the bulk of the spread widening in financials are the myriad programs devised by the
Fed and the Treasury to support the banking system. The most important of these was the conversion of TARP to a bank-
recapitalization scheme from an asset-purchase scheme. The Temporary Liquidity Guarantee Program implemented by the Federal
Deposit Insurance Corporation (“FDIC”) has removed the near-term refinancing risk that bank holding companies and their
banking subsidiaries faced. The Commercial Paper Funding facility is accomplishing the same for the rolling over of commercial
paper by A1/P1 issuers. We know that the credit quality cycle the commercial banks face will continue to deteriorate and, there-
fore, downgrades will continue, but the near nationalization of the banking system should provide a backstop to bank spreads,
and we feel that they will be among the first to recover in the corporate market.

Certainly the pain of the current credit crunch was felt first in the banking system, and as the economic malaise moves from
Wall Street to Main Street, the effects will move from the Financials sector to the Industrials sector. We believe that issuer credit
metrics will generally deteriorate, and most particularly for companies whose products are discretionary purchases for the over-
extended consumer, whose home is underwater and who is worried about his or her job. But at the same time, we are coming off
a protracted period of underperformance in the corporate market, and spread levels which have not been seen since the depres-
sion. That puts investors, such as ourselves, in the difficult position of having to evaluate credits in light of a pessimistic view of
credit quality over the intermediate term, with pricing that has rarely been seen.

At the year-end price and spread of the Barclays Capital Corporate Bond IndexJ, one can calculate the break-even default rate
under varying recovery assumptions which will produce various returns. Looking at the swap curve, presuming 30% recoveries
(below the historical 38% recovery), the swaps-neutral cumulative default rate over five years is 27.6%. The worst five-year rate
experienced was 4.7%, which we believe means that it is virtually impossible, outside of financial Armageddon, for now to be a
poor entry point.

That, of course, does not mean that we are indiscriminately adding credit risk to portfolios. In light of our negative views on
consumer activity, we continue to avoid credits in the Consumer Cyclicals and Housing sectors. Our overall bearish view of the
economy for 2009 also leads us to avoid many sub-sectors in the Basic Industry sector. We feel comfortable with the Technology,
Media and Telecommunications (“TMT”) sector, but we prefer media companies who have facilities, rather than the content
companies which continue not only to struggle with the business model, but are also seeing advertising falling significantly. We
remain comfortable with certain energy producers, notwithstanding the dramatic decline in oil prices, but are cautious on the
Electrical Utilities. While characteristically somewhat more defensive in nature due to their varying degrees of regulatory support,
environmental capital expenditures and a hefty refinancing need will likely result in spreads remaining wide. As suggested above,
we believe that investments in Financials, and in the subordinated issues particularly, could prove to be rewarding over the next
year. So while we know that the economy is not yet out of the woods, we believe that the extraordinarily cheap valuations may
provide a unique opportunity in investment grade credit, although we understand that not all the volatility is behind us.

Western Asset Management Company

January 20, 2009

The Investment Commentary is not a part of the Annual Report to Shareholders.
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Investment Commentary

Investment Risks: Bonds are subject to a variety of risks, including interest rate, credit and inflation risk.
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 invest-
ments in other fixed-income securities.

The views expressed in this commentary reflect those of Western Asset Management Company’s Invest-
ment Advisory Team as of the date of this commentary and may differ from those of the firm as a whole
or from the portfolio managers of Legg Mason Inc.’s other affiliates. Any such views are subject to
change at any time based on market or other conditions, and Western Asset Income Fund (the “Fund”)
and Western Asset Management Company disclaim any responsibility to update such views. These views
are not intended to be a forecast of future events, a guarantee of future results or advice. Because
investment decisions for the Fund are based on numerous factors, these views may not be relied upon as
an indication of trading intent on behalf of the Fund. Forecasts are inherently limited and should not
be relied upon as an indicator of future results or used as the basis for investment decisions. The
information contained herein has been prepared from sources believed to be reliable, but is not guaran-
teed by the Fund or Western Asset Management Company as to its accuracy or completeness.

The Investment Commentary is not a part of the Annual Report to Shareholders.
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AThe Barclays Capital (formerly Lehman Brothers) 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.

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

CLipper, Inc., a wholly-owned subsidiary of Reuters, provides independent insight on global collective investments. The Lipper Corporate Debt
Closed-End Funds BBB Rated Category Average is comprised of the Fund’s peer group of mutual funds.

DThe 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.

E The TED spread is the price difference between three-month futures contracts for U.S. Treasuries and three-month contracts for euros having
identical expiration months.

F 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.

GA basis point is one one-hundredth (1/100 or 0.01) of one percent.
HGross domestic product (“GDP”) is the market value of all final goods and services produced within a country in a given period of time.
I The S&P 500 Index is an unmanaged index of 500 stocks and is generally representative of the performance of larger companies in the U.S.
J The Barclays Capital Corporate Bond Index is composed of all publicly issued, fixed-rate, non-convertible, U.S. dollar-denominated, investment
grade corporate debt.
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Annual Report to Shareholders

Management’s Discussion of Fund Performance

Fund Performance

Total return on net asset value (“NAV”)A measures investment performance in terms of appreciation or depreciation in NAV
per share, plus dividends and any capital gain distributions. Total return on market value measures investment performance in
terms of appreciation or depreciation in market price per share, plus dividends and any capital gain distributions. Total returns for
the Fund for various periods ended December 31, 2008 are presented below, along with those of comparative indices:

Average Annual Total Returns

One
Year

Five
Years

Ten
Years

Total Fund Investment Return Based on:
Net Asset Value -24.05% -1.51% 3.32%
Market Value -15.82% 0.10% 3.48%

Barclays Capital U.S. Corporate High Yield IndexB -26.16% -0.80% 2.17%
Barclays Capital U.S. Credit IndexC -3.08% 2.65% 4.85%
Lipper Corporate Debt Closed-End Funds BBB Rated Category AverageD -13.29% -0.86% 4.13%

The performance data quoted represent past performance and do not guarantee future results. Current performance may be lower
or higher than the performance data quoted. The investment return and principal value of the Fund will fluctuate so that an invest-
or’s shares, when sold, may be worth more or less than the original cost. Calculations assume reinvestment of dividends and
capital gain distributions.

For the 12 months ended December 31, 2008, Western Asset Income Fund returned -24.05% based on its NAV and -15.82%
based on its New York Stock Exchange (“NYSE”) market price per share. The Lipper Corporate Debt Closed-End Funds BBB
Rated Category Average returned -13.29% over the same time frame. Please note that Lipper performance returns are based on
each fund’s NAV.

During the 12-month period, the Fund made distributions to common shareholders totaling $0.98 per share.

Issue selection had a negative impact on relative performance, due in large part to 17 of the portfolio’s 20 largest overweights
underperforming. Sub-sector allocation also had a negative impact on relative performance, due in large part to the portfolio’s
overweights in Basic Industry, Financials and Energy, which returned -10.07%, -8.37% and -5.84%, respectively, as well as
underweights to Non-Corporates, Consumer Noncyclicals and Capital Goods, which returned 6.68%, 4.12% and -1.27%,
respectively. In addition, credit quality allocation had a negative impact on relative performance. This was due to the portfolio’s
overweight to BBB-rated issues, which returned -8.67% and an underweight to AAA-rated issues, which returned 8.15%.

Western Asset Management Company

January 20, 2009

ANet 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 net assets) 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.

BThe Barclays Capital (formerly Lehman Brothers) 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.

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

DLipper, Inc., a wholly-owned subsidiary of Reuters, provides independent insight on global collective investments. The Lipper Corporate Debt
Closed-End Funds BBB Rated Category Average is comprised of the Fund’s peer group of mutual funds.
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Annual Report to Shareholders

Fund Highlights

December 31,

2008 2007

Net Asset Value $100,104,898 $142,029,227
Per Share $10.66 $15.13

Market Value Per Share $10.49 $13.50

Net Investment Income $9,156,380 $8,929,405
Per Share $0.98 $0.95

Dividends Paid:
Ordinary Income $8,803,056 $8,985,699

Per Share $0.94 $0.96
Long-Term Capital Gains $423,005 $1,504,189

Per Share $0.04 $0.16

The Fund

Western Asset Income Fund (the “Fund”) is a closed-end, diversified management investment company which seeks for its
shareholders a high level of current income through investment in a diversified portfolio of debt securities. Substantially all of the
Fund’s net investment income is distributed to its shareholders. A Dividend Reinvestment Plan is available to those shareholders of
record desiring it. The Fund’s common shares are listed on the New York Stock Exchange (“NYSE”) where they trade under the
symbol PAI, and price quotations can be found in publications under the abbreviation WstAssetIncoFd.

Certain Investment Policies

The Fund’s investment policies provide that its portfolio must 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.

• Not more than 25% in securities restricted as to resale.

The Fund is operated by a person who has claimed an exclusion from the definition of the term “commodity pool operator”
under the Commodity Exchange Act (the “CEA”), and, therefore, such person is not subject to registration or regulation as a pool
operator under the CEA.

Dividend Reinvestment Plan and Optional Cash Investment Service

The Fund and American Stock Transfer and Trust Company LLC (“Agent”), as the Transfer Agent (previously Computershare
Trust Company N.A.) and Registrar of the Fund, offer two convenient ways to add shares of the Fund to your account. First, the Fund
offers to all shareholders a Dividend Reinvestment Plan (“Plan”). Under 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 unless the shareholder elects otherwise by contacting the agent at the address set forth on the next page. 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. Second, the Fund offers to registered shareholders the option to purchase additional whole and partial
shares of the Fund through the Optional Cash Investment Service (“Optional Cash Investment Service”).

Dividend Reinvestment Plan

As a participant in the Dividend Reinvestment 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, minus estimated brokerage commissions that would be incurred upon the purchase of Fund
shares on the open market. 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,
minus estimated brokerage commissions that would be incurred upon the purchase of Fund shares on the open market, the Agent

2



Annual Report to Shareholders

will, as agent for the participants, buy shares of the Fund’s stock through a broker on the open market. 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.

Optional Cash Investment Service

Under the Optional Cash Investment Service (offered to registered shareholders only), funds received from shareholders for
stock purchases will be pooled once per month. The Agent will then purchase shares of the Fund’s stock through a broker on the
open market. For the purposes of making purchases, the Agent will commingle each participant’s funds with those of all other
participants in the Plan. The Agent will hold the total shares purchased for all participants in its name or the name of its nominee
and will have no responsibility for the value of such shares after their purchase.

Beneficial shareholders (those who own shares held in a brokerage, bank or other financial institution account) are not
eligible to participate in this option. A beneficial shareholder may, however, have his or her shares taken out of “street name” and
re-register such shares in his or her own name, becoming a registered shareholder in order to participate. If you wish to do so,
please contact your broker, bank or nominee.

Additional Information Regarding the Plan and the Optional Cash Investment Service

The Fund will pay all costs applicable to the Plan and Optional Cash Investment Service, with the exceptions noted below.
Brokerage commissions, transfer taxes and any other costs of purchase or sale by the Agent under the Plan or Optional Cash
Investment Service will be charged to participants. In the event the Fund determines to no longer pay the costs applicable to the
Plan and Optional Cash Service, the Agent will terminate the Plan and Optional Cash Investment Service 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 or the Optional Cash Investment Service 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.

You may terminate participation in the Plan or the Optional Cash Investment Service 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, 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. Frac-
tional 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.

Inquiries regarding the Plan and the Optional Cash Investment Service, as well as notices of termination, should be directed
to American Stock Transfer and Trust Company LLC, P.O. Box 922, Wall Street Station, New York, N.Y. 10269-0560—Investor
Relations, telephone number (888)-888-0151.

Schedule of Portfolio Holdings

The Fund files a complete schedule of its portfolio holdings with the SEC for the first and third quarters of each fiscal year on
Form N-Q as well as in its semi-annual report to shareholders. You may obtain a free copy of the Fund’s Form N-Q by writing to
the Fund, or you may obtain a copy of this report (and other information relating to the Fund) from the Securities and Exchange
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Fund Highlights—Continued

Commission’s (“SEC”) website (http://www.sec.gov). Additionally, the Fund’s Form N-Q can be viewed or copied at the SEC’s
Public Reference Room in Washington D.C. Information about the operation of the Public Reference Room can be obtained by
calling 1-202-551-8090.

Annual Certifications

In May 2008, the Fund submitted its annual CEO certification to the NYSE in which the Fund’s principal executive officer
certified that he was not aware, as of the date of the certification, of any violation by the Fund of the NYSE’s Corporate Gover-
nance listing standards. In addition, as required by Section 302 of the Sarbanes-Oxley Act of 2002 and related SEC rules, the
Fund’s principal executive and principal financial officers have made quarterly certifications, included in filings with the SEC on
Forms N-CSR and N-Q, relating to, among other things, the Fund’s disclosure controls and procedures and internal control over
financial reporting.

Proxy Voting

You may request a free description of the policies and procedures that the Fund uses to determine how proxies relating to the
Fund’s portfolio securities are voted by writing to the Fund, or you may obtain a copy of these policies and procedures (and other
information regarding the Fund) from the SEC’s website (http://www.sec.gov). You may request a free report regarding how the
Fund voted proxies relating to portfolio securities during the most recent twelve-month period ended June 30 by writing to the Fund,
or you may obtain a copy of this report (and other information relating to the Fund) from the SEC’s website (http://www.sec.gov).

Quarterly Comparison of Market Price and Net Asset Value ("NAV"), Discount or Premium to NAV and

Average Daily Volume of Shares Traded

Market
Price

Net Asset
Value

Premium/
(Discount)

Average
Daily Volume

March 31, 2008 $13.25 $14.34 (7.60)% 17,005
June 30, 2008 13.14 14.19 (7.40)% 14,888
September 30, 2008 10.29 12.12 (15.10)% 19,053
December 31, 2008 10.49 10.66 (1.59)% 31,249

Notice to Shareholders

Effective October 24, 2008, the Fund implemented new investment policies under which it is able to enter into and hold
interest rate futures contracts, write listed covered call options, and buy and sell put and call options on debt securities. These
new policies are intended to broaden the Fund’s investment opportunities and to provide the Fund’s investment adviser, Western
Asset Management Company, with additional flexibility to address market developments.

* * * * * * * *

Additional Information about interest rate futures contracts, options on debt securities, and related risks

The Fund may engage in a variety of transactions using “derivatives”, such as futures and options. Derivatives are financial
instruments whose value depends upon, or is derived from, the value of something else, such as one or more underlying invest-
ments, indexes or currencies. Derivatives may be traded on organized exchanges, or in individually negotiated transactions with
other parties (these are known as “over-the-counter” derivatives). The Fund may use derivatives both for hedging and non-
hedging purposes, including for purposes of enhancing returns. Although the Fund’s investment adviser has the flexibility to make
use of certain derivatives, it may choose not to for a variety of reasons, even under very volatile market conditions. Derivatives
involve special risks and costs and may result in losses to the Fund. The successful use of derivatives requires sophisticated
management, and, to the extent that derivatives are used, the Fund will depend on the Adviser’s ability to analyze and manage
derivative transactions. The prices of derivatives may move in unexpected ways, especially in abnormal market conditions. Some
derivatives are “leveraged” and therefore may magnify or otherwise increase investment losses to the Fund. The Fund’s use of
derivatives may also increase the amount of taxes payable by shareholders. Other risks arise from the potential inability to termi-
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nate or sell derivative positions. A liquid secondary market may not always exist for the Fund’s derivatives positions at any time.
In fact, many over-the-counter derivative instruments will not have liquidity beyond the counterparty to the instrument. Over-the-
counter derivative instruments also involve the risk that the other party will not meet its obligations to the Fund.

The policies of the Fund put certain restrictions on the Fund’s ability to engage in these transactions. For example, the Fund
may write listed covered call options and buy and sell put and call options on debt securities in an amount not to exceed 15% of
the value of its total assets. Additionally, the Fund will only enter into and hold interest rate futures contract, if, immediately
thereafter, the sum of (a) the then aggregate futures market prices of financial instruments required to be delivered under open
futures contracts sales of the Fund and (b) the aggregate purchase prices under open futures contract purchases of the Fund,
would not exceed 30% of the total assets of the Fund, at market value.

5
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Portfolio Diversification

December 31, 2008A

STANDARD & POOR’S DEBT RATINGSB

(At Market Value)

BY SECTOR

0.1%

0.3% U.S. GOVT. AND U.S. GOVT. AGENCY OBLIGATIONS

PREFERRED STOCKS

(At Market Value)

0 10 20 30 40 5050 8070

0.7%

77.0% CORPORATE BONDS AND NOTES

MORTGAGE-BACKED SECURITIES

 21.9% YANKEE BONDSC

AAA 0.7%

AA 3.6%

A
25.4%

BBB
46.8%

BB
7.6%

B 5.9%

Below B 4.0%

U.S. Govt. and
U.S. Govt. Agency

Obligations
0.3%

Preferred Stocks 0.1%

Not Rated 5.6%

The pie and bar charts above represent the composition of the Fund’s portfolio as of December 31, 2008.

AThe Fund is actively managed. As a result, the composition of its portfolio holdings and sectors is subject to change at any time.
BStandard & Poor’s Ratings Services provide capital markets with credit ratings for the evaluation and assessment of credit risk.
CYankee Bond – A dollar-denominated bond issued in the U.S. by foreign entities.
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Portfolio of Investments

December 31, 2008

Western Asset Income Fund

% OF
NET ASSETS RATE

MATURITY
DATE

PAR/
SHARES VALUE

Long-Term Securities 96.7%

Corporate Bonds and Notes 74.5%

Aerospace and Defense 1.0%
L-3 Communications Corp. 7.625% 6/15/12 $ 275,000 $ 268,812
United Technologies Corp. 6.125% 2/1/19 680,000 727,528

996,340

Airlines 0.6%
Continental Airlines Inc. 6.545% 2/2/19 163,905 131,124
Continental Airlines Inc. 7.256% 3/15/20 185,435 142,785
Delta Air Lines Inc. 7.111% 9/18/11 400,000 320,000

593,909

Automobiles 2.8%
Ford Motor Co. 7.450% 7/16/31 8,050,000 2,254,000
General Motors Corp. 8.250% 7/15/23 3,450,000 569,250

2,823,250

Beverages 0.4%
Dr. Pepper Snapple Group Inc. Senior Notes 6.820% 5/1/18 240,000 236,725A

PepsiCo Inc 7.900% 11/1/18 150,000 183,847

420,572

Building Products 0.6%
American Standard Inc. 8.250% 6/1/09 500,000 503,034
Nortek Inc. 8.500% 9/1/14 225,000 51,750

554,784

Capital Markets 3.7%
BankAmerica Capital III 5.323% 1/15/27 215,000 114,002B

Goldman Sachs Capital II 5.793% 12/29/49 920,000 353,669C

Lehman Brothers Holdings Capital Trust VII 5.857% 12/31/49 1,745,000 175C,D,J

Lehman Brothers Holdings Inc. 5.750% 5/17/13 350,000 33,250D,J

Lehman Brothers Holdings Inc. 6.500% 7/19/17 110,000 11D,J

Merrill Lynch and Co. Inc. 6.050% 8/15/12 400,000 394,632
Merrill Lynch and Co. Inc. 5.700% 5/2/17 1,000,000 885,956
Merrill Lynch and Co. Inc. 6.400% 8/28/17 300,000 300,560
Merrill Lynch and Co. Inc. 6.110% 1/29/37 320,000 287,656
Morgan Stanley 5.050% 1/21/11 780,000 749,185
Morgan Stanley 4.750% 4/1/14 60,000 45,713
Morgan Stanley 6.625% 4/1/18 100,000 87,729
The Goldman Sachs Group Inc. 6.345% 2/15/34 555,000 402,738

3,655,276
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Portfolio of Investments—Continued

Western Asset Income Fund—Continued

% OF
NET ASSETS RATE

MATURITY
DATE

PAR/
SHARES VALUE

Corporate Bonds and Notes—Continued

Chemicals 0.8%
The Dow Chemical Co. 7.375% 11/1/29 $ 800,000 $ 753,422

Commercial Banks 4.0%
Comerica Capital Trust II 6.576% 2/20/37 360,000 144,522C

Rabobank Capital Funding Trust II 5.260% 12/31/49 115,000 60,838A,C

Rabobank Capital Funding Trust III 5.254% 12/31/16 1,145,000 627,773A,C

RBS Capital Trust III 5.512% 9/29/49 1,460,000 583,647C

SunTrust Capital VIII 6.100% 12/15/36 560,000 394,246C

Wachovia Bank NA 7.800% 8/18/10 650,000 645,130
Wachovia Capital Trust III 5.800% 3/15/42 410,000 241,900C

Wells Fargo Capital X 5.950% 12/15/36 450,000 385,672C

Wells Fargo Capital XIII 7.700% 12/29/49 1,100,000 907,842C

3,991,570

Commercial Services and Supplies 0.4%
Waste Management Inc. 7.375% 5/15/29 415,000 354,187

Consumer Finance 3.7%
American Express Co. 6.800% 9/1/66 1,120,000 579,769C

Capital One Financial Corp. 6.750% 9/15/17 230,000 222,772
GMAC LLC 7.500% 12/31/13 1,551,000 1,132,230A

GMAC LLC 8.000% 12/31/18 201,000 100,500A

GMAC LLC 8.000% 11/1/31 988,000 587,258A

Nelnet Inc. 7.400% 9/29/36 460,000 137,928C

SLM Corp. 5.000% 10/1/13 810,000 579,571
SLM Corp. 5.050% 11/14/14 130,000 86,514
SLM Corp. 8.450% 6/15/18 230,000 181,843
SLM Corp. 5.625% 8/1/33 180,000 109,196

3,717,581

Containers and Packaging 0.1%
Graphic Packaging International Corp. 9.500% 8/15/13 170,000 117,300

Diversified Financial Services 8.7%
AGFC Capital Trust I 6.000% 1/15/67 300,000 71,654A,C

AIG SunAmerica Global Financing VI 6.300% 5/10/11 1,880,000 1,616,556A

BAC Capital Trust XIV 5.630% 12/31/49 585,000 234,384C

Bank of America Corp. 8.000% 12/29/49 150,000 107,893C

Beaver Valley II Funding 9.000% 6/1/17 272,000 254,997
Capital One Bank 6.500% 6/13/13 330,000 294,066
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Annual Report to Shareholders

% OF
NET ASSETS RATE

MATURITY
DATE

PAR/
SHARES VALUE

Corporate Bonds and Notes—Continued

Diversified Financial Services—Continued
Capmark Financial Group Inc. 5.875% 5/10/12 $ 350,000 $ 119,347E

Chase Capital II 3.693% 2/1/27 725,000 378,762B

Citigroup Capital XXI 8.300% 12/21/57 320,000 246,796C

Citigroup Inc. 6.125% 8/25/36 550,000 492,687
Citigroup Inc. 8.400% 4/29/49 200,000 132,058C

General Electric Capital Corp. 6.375% 11/15/67 600,000 377,141C

Glen Meadow Pass-Through Certificates 6.505% 2/12/67 310,000 138,599A,C

HSBC Finance Capital Trust IX 5.911% 11/30/35 1,350,000 564,845C

HSBC Finance Corp. 5.700% 6/1/11 1,380,000 1,345,758
ILFC E-Capital Trust II 6.250% 12/21/65 790,000 329,914A,C

JPMorgan Chase and Co. 6.125% 6/27/17 720,000 708,568
TNK-BP Finance SA 7.875% 3/13/18 100,000 50,000A

UBS Preferred Funding Trust V 6.243% 5/12/49 1,120,000 611,659C

ZFS Finance USA Trust II 6.450% 12/15/65 1,440,000 672,550A,C

8,748,234

Diversified Telecommunication Services 2.9%
AT&T Corp. 8.000% 11/15/31 440,000 552,699
Embarq Corp. 7.082% 6/1/16 330,000 254,100
Qwest Corp. 6.875% 9/15/33 1,000,000 595,000
Verizon Communications Inc. 8.950% 3/1/39 720,000 930,017
Verizon Global Funding Corp. 5.850% 9/15/35 570,000 567,122

2,898,938

Electric Utilities 6.0%
Commonwealth Edison Co. 5.800% 3/15/18 560,000 506,132
Exelon Corp. 6.750% 5/1/11 550,000 536,782
FirstEnergy Corp. 6.450% 11/15/11 60,000 56,715
FirstEnergy Corp. 7.375% 11/15/31 395,000 373,676
Pacific Gas and Electric Co. 8.250% 10/15/18 80,000 96,117
Pacific Gas and Electric Co. 6.050% 3/1/34 800,000 849,647
PNPP II Funding Corp. 9.120% 5/30/16 1,982,000 1,989,848
Sithe/Independence Funding Corp. 9.000% 12/30/13 1,263,834 1,073,804
Virginia Electric & Power Co. 8.875% 11/15/38 390,000 493,570

5,976,291

Energy Equipment and Services 0.7%
Baker Hughes Inc. 7.500% 11/15/18 450,000 498,896
EEB International Ltd. 8.750% 10/31/14 260,000 241,150A

740,046
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Portfolio of Investments—Continued

Western Asset Income Fund—Continued

% OF
NET ASSETS RATE

MATURITY
DATE

PAR/
SHARES VALUE

Corporate Bonds and Notes—Continued

Food and Staples Retailing 0.4%
Wal-Mart Stores Inc. 6.500% 8/15/37 $ 380,000 $ 451,179

Food Products 0.2%
Tyson Foods Inc. 7.850% 4/1/16 340,000 251,600E

Gas Utilities 0.1%
Southern Natural Gas Co. 5.900% 4/1/17 170,000 134,718A

Health Care Equipment and Supplies 0.2%
Hospira Inc. 6.050% 3/30/17 290,000 235,543

Health Care Providers and Services 5.5%
Aetna Inc. 6.500% 9/15/18 240,000 228,672
Cardinal Health Inc. 5.500% 6/15/13 210,000 198,522
Cardinal Health Inc. 5.800% 10/15/16 410,000 370,918
Coventry Health Care Inc. 5.950% 3/15/17 440,000 229,391
HCA Inc. 7.875% 2/1/11 250,000 220,000
HCA Inc. 6.300% 10/1/12 180,000 126,900
HCA Inc. 6.250% 2/15/13 930,000 581,250
HCA Inc. 5.750% 3/15/14 65,000 39,325
HCA Inc. 9.125% 11/15/14 400,000 371,000
HCA Inc. 9.250% 11/15/16 500,000 458,750
Humana Inc. 6.450% 6/1/16 220,000 173,942
Tenet Healthcare Corp. 6.375% 12/1/11 1,465,000 1,131,712
UnitedHealth Group Inc. 6.000% 11/15/17 520,000 464,846
Universal Health Services Inc. 7.125% 6/30/16 520,000 448,827
WellPoint Inc. 5.875% 6/15/17 540,000 491,473

5,535,528

Hotels, Restaurants and Leisure 0.1%
Caesars Entertainment Inc. 8.125% 5/15/11 250,000 122,500

Independent Power Producers and Energy
Traders 2.7%
Dynegy Holdings Inc. 6.875% 4/1/11 1,300,000 1,137,500
Dynegy Holdings Inc. 8.750% 2/15/12 735,000 646,800
TXU Corp. 5.550% 11/15/14 1,500,000 700,842
TXU Corp. 6.500% 11/15/24 520,000 183,970

2,669,112
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NET ASSETS RATE
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DATE

PAR/
SHARES VALUE

Corporate Bonds and Notes—Continued

Insurance 3.1%
Allstate Corp. 6.500% 5/15/57 $ 480,000 $ 269,908C

American International Group Inc. 6.250% 3/15/37 80,000 29,902C

ASIF Global Financing XIX 4.900% 1/17/13 30,000 24,082A

Everest Reinsurance Holdings Inc. 6.600% 5/15/37 260,000 106,113C

Hartford Financial Services Group Inc. 8.125% 6/15/68 325,000 171,112C

Liberty Mutual Group 5.750% 3/15/14 270,000 174,539A

Liberty Mutual Group 7.800% 3/15/37 300,000 134,626A

MetLife Inc. 6.400% 12/15/36 1,160,000 696,000C

Prudential Financial Inc. 8.875% 6/15/38 340,000 219,038C

The Chubb Corp. 6.375% 3/29/67 320,000 198,461C

The Travelers Cos. Inc. 6.250% 3/15/37 620,000 406,123C

The Travelers Cos. Inc. 6.250% 6/15/37 280,000 269,212
Willis North America Inc. 5.125% 7/15/10 280,000 228,577
Willis North America Inc. 5.625% 7/15/15 230,000 168,362

3,096,055

IT Services 0.5%
Electronic Data Systems Corp. 7.450% 10/15/29 420,000 454,994

Leisure Equipment and Products 0.3%
Hasbro Inc. 6.300% 9/15/17 320,000 302,574E

Media 3.6%
Clear Channel Communications Inc. 5.500% 9/15/14 365,000 43,800
Comcast Cable Holdings LLC 9.800% 2/1/12 375,000 395,327
Comcast Corp. 6.450% 3/15/37 120,000 119,414
Comcast Corp. 6.950% 8/15/37 160,000 168,488
Comcast Corp. 6.400% 5/15/38 260,000 259,392
News America Inc. 6.550% 3/15/33 545,000 488,628
TCI Communications Inc. 8.750% 8/1/15 160,000 170,313
Time Warner Cable Inc. 8.750% 2/14/19 520,000 565,414
Time Warner Entertainment Co. LP 8.375% 7/15/33 530,000 534,838
Time Warner Inc. 9.125% 1/15/13 240,000 237,842
Time Warner Inc. 7.700% 5/1/32 595,000 595,734

3,579,190

Metals and Mining 2.3%
Barrick Gold Finance Co. 6.125% 9/15/13 300,000 284,464
Freeport-McMoRan Copper & Gold Inc. 8.375% 4/1/17 1,730,000 1,418,600
GTL Trade Finance Inc. 7.250% 10/20/17 737,000 618,240A

2,321,304
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Portfolio of Investments—Continued

Western Asset Income Fund—Continued

% OF
NET ASSETS RATE

MATURITY
DATE

PAR/
SHARES VALUE

Corporate Bonds and Notes—Continued

Multi-Utilities 1.5%
Centerpoint Energy Inc. 6.850% 6/1/15 $1,150,000 $ 1,036,658
Dominion Resources Inc. 8.875% 1/15/19 250,000 269,597
DTE Energy Co. 6.350% 6/1/16 260,000 233,008

1,539,263

Multiline Retail 0.8%
Federated Retail Holdings Inc. 5.350% 3/15/12 270,000 200,549
Macy’s Retail Holdings Inc. 5.875% 1/15/13 330,000 232,241
May Department Stores Co. 5.750% 7/15/14 400,000 253,785
May Department Stores Co. 6.650% 7/15/24 180,000 98,803

785,378

Oil, Gas and Consumable Fuels 9.9%
Apache Corp. 6.000% 1/15/37 230,000 223,025
DCP Midstream LLC 6.750% 9/15/37 420,000 316,979A

Devon Financing Corp. ULC 7.875% 9/30/31 350,000 385,386
Duke Capital LLC 6.250% 2/15/13 800,000 761,196
El Paso Corp. 7.800% 8/1/31 2,000,000 1,303,006
Enbridge Energy Partners LP 9.875% 3/1/19 120,000 120,770
Energy Transfer Partners LP 9.700% 3/15/19 170,000 175,170
EOG Resources Inc. 5.875% 9/15/17 540,000 548,202
Hess Corp. 7.875% 10/1/29 1,450,000 1,391,974
Kerr-McGee Corp. 6.950% 7/1/24 300,000 263,054
Kinder Morgan Energy Partners LP 7.125% 3/15/12 530,000 511,875
Peabody Energy Corp. 6.875% 3/15/13 285,000 270,038
Pemex Project Funding Master Trust 6.625% 6/15/35 2,635,000 2,230,528
The Williams Cos. Inc. 7.500% 1/15/31 102,000 68,340
The Williams Cos. Inc. 8.750% 3/15/32 1,250,000 931,250
XTO Energy Inc. 6.100% 4/1/36 440,000 365,352

9,866,145

Paper and Forest Products 0.7%
Georgia-Pacific Corp. 9.500% 12/1/11 325,000 307,125
Georgia-Pacific Corp. 7.375% 12/1/25 250,000 160,000
Weyerhaeuser Co. 6.750% 3/15/12 235,000 210,360

677,485

Pharmaceuticals 0.2%
Wyeth 5.950% 4/1/37 170,000 188,749
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NET ASSETS RATE

MATURITY
DATE

PAR/
SHARES VALUE

Corporate Bonds and Notes—Continued

Real Estate Investment Trusts (REITs) 0.3%
Health Care REIT Inc. 5.875% 5/15/15 $ 130,000 $ 89,757
iStar Financial Inc. 5.950% 10/15/13 590,000 185,850

275,607

Real Estate Management and Development 0.1%
Forest City Enterprises Inc. 7.625% 6/1/15 225,000 78,750

Thrifts and Mortgage Finance 1.9%
BB&T Capital Trust II 6.750% 6/7/36 640,000 511,095
Countrywide Financial Corp. 5.800% 6/7/12 950,000 925,920
Countrywide Financial Corp. 6.250% 5/15/16 500,000 474,754

1,911,769

Tobacco 2.1%
Altria Group Inc. 9.700% 11/10/18 310,000 335,058E

Philip Morris International Inc. 6.875% 3/17/14 490,000 514,935
Reynolds American Inc. 7.250% 6/1/12 1,360,000 1,261,971

2,111,964

Wireless Telecommunication Services 1.6%
New Cingular Wireless Services Inc. 8.750% 3/1/31 475,000 593,791
Nextel Communications Inc. 5.950% 3/15/14 88,000 36,960
Nextel Communications Inc. 7.375% 8/1/15 285,000 119,700
Sprint Capital Corp. 6.900% 5/1/19 330,000 234,300
Sprint Capital Corp. 8.750% 3/15/32 940,000 634,500

1,619,251

Total Corporate Bonds and Notes

(Cost—$100,479,631) 74,550,358

Mortgage-Backed Securities 0.6%

Variable Rate SecuritiesG 0.6%
Thornburg Mortgage Securities Trust

2007-4 2A1 6.216% 9/25/37 458,850 324,965
Thornburg Mortgage Securities Trust

2007-4 3A1 6.203% 9/25/37 439,306 337,043

Total Mortgage-Backed Securities

(Cost—$890,099) 662,008
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PAR/
SHARES VALUE

U.S. Government and Agency Obligations 0.3%

Fixed Rate Securities 0.3%
United States Treasury Bonds 4.375% 2/15/38 $ 200,000 $ 267,875

Total U.S. Government and Agency

Obligations (Cost—$273,791) 267,875

U.S. Government Agency Mortgage-

Backed Securities N.M.

Fixed Rate Securities N.M.
Freddie Mac 10.250% 5/1/09 84 87H

Total U.S. Government Agency Mortgage-

Backed Securities (Cost—$82) 87

Yankee BondsI 21.2%

Aerospace and Defense 0.3%
Systems 2001 Asset Trust 6.664% 9/15/13 336,230 323,016A

Beverages 0.6%
Diageo Capital PLC 7.375% 1/15/14 580,000 617,845

Commercial Banks 6.6%
AES El Salvador Trust 6.750% 2/1/16 750,000 534,601A

ATF Capital BV 9.250% 2/21/14 810,000 526,500A

Banco Mercantil del Norte SA 6.135% 10/13/16 750,000 480,443A,C

Barclays Bank PLC 7.434% 9/29/49 910,000 460,078A,C

Barclays Bank PLC 7.700% 12/31/49 300,000 198,378A,C

Glitnir Banki Hf 6.330% 7/28/11 400,000 19,000A,D,J

Glitnir Banki Hf 6.693% 6/15/16 680,000 102A,C,D,J

Glitnir Banki Hf 7.451% 12/14/49 210,000 32A,C,D,J

HBOS Capital Funding LP 6.071% 6/30/49 560,000 207,117A,C

HSBK Europe BV 7.250% 5/3/17 490,000 264,600A

ICICI Bank Ltd. 6.375% 4/30/22 200,000 105,022A,C

ICICI Bank Ltd. 6.375% 4/30/22 100,000 52,712A,C

Kaupthing Bank Hf 5.750% 10/4/11 480,000 28,800A,D,J

Kaupthing Bank Hf 7.625% 2/28/15 620,000 37,200A,D,F,J

Kaupthing Bank Hf 7.125% 5/19/16 1,250,000 9,375A,D,J

Landsbanki Islands Hf 7.431% 12/31/49 730,000 110A,C,D,J

Mizuho Financial Group 5.790% 4/15/14 1,100,000 976,792A

Natixis 10.000% 4/29/49 460,000 213,399A,C

Resona Preferred Global Securities 7.191% 12/29/49 1,095,000 521,316A,C

Royal Bank of Scotland Group PLC 7.640% 3/31/49 100,000 39,828C

RSHB Capital SA 7.175% 5/16/13 970,000 703,250A

RSHB Capital SA 7.125% 1/14/14 370,000 247,900A
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Yankee BondsI—Continued

Commercial Banks—Continued
RSHB Capital SA 6.299% 5/15/17 $ 380,000 $ 216,600A

Shinsei Finance Cayman Ltd. 6.418% 1/29/49 1,210,000 253,074A,C

Sumitomo Mitsui Banking Corp. 5.625% 12/31/49 270,000 199,954A,C

TuranAlem Finance BV 8.250% 1/22/37 740,000 318,200A

6,614,383

Consumer Finance 0.3%
Aiful Corp. 6.000% 12/12/11 865,000 350,358A

Diversified Financial Services 1.3%
Lukoil International Finance BV 6.356% 6/7/17 310,000 189,100A

Petroplus Finance Ltd. 7.000% 5/1/17 600,000 366,000A

SMFG Preferred Capital 6.078% 1/29/49 380,000 256,360A,C

TNK-BP Finance SA 7.500% 7/18/16 360,000 187,200A

UFJ Finance Aruba AEC 6.750% 7/15/13 355,000 346,976

1,345,636

Diversified Telecommunication Services 3.2%
British Telecommunications PLC 9.125% 12/15/30 330,000 350,771E

Deutsche Telekom International Finance BV 5.750% 3/23/16 160,000 153,158
Deutsche Telekom International Finance BV 8.750% 6/15/30 580,000 715,222E

Koninklijke (Royal) KPN NV 8.375% 10/1/30 240,000 271,078
Telecom Italia Capital 7.200% 7/18/36 760,000 585,200
Telecom Italia Capital SA 7.721% 6/4/38 390,000 320,287
Telefonica Emisiones S.A.U. 7.045% 6/20/36 600,000 654,919
VIP Finance Ireland Ltd 8.375% 4/30/13 250,000 160,000A

3,210,635

Electric Utilities 0.5%
Enersis SA/Cayman Island 7.400% 12/1/16 452,000 454,631

Food and Staples Retailing 0.3%
Delhaize Group 6.500% 6/15/17 290,000 263,318

Foreign Governments 1.1%
Quebec Province 7.970% 7/22/36 650,000 1,017,322
Russian Federation 7.500% 3/31/30 52,920 46,155A

United Mexican States 6.750% 9/27/34 24,000 25,320

1,088,797
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Yankee Bonds—Continued

Gas Utilities 0.2%
Intergas Finance BV 6.375% 5/14/17 $ 270,000 $ 156,600A

Industrial Conglomerates 1.4%
Tyco International Group SA 6.375% 10/15/11 1,450,000 1,425,269

Insurance 0.4%
Axa 8.600% 12/15/30 550,000 360,128

Media 0.2%
Rogers Cable Inc. 6.250% 6/15/13 250,000 239,296

Metals and Mining 1.2%
Evraz Group SA 8.875% 4/24/13 260,000 132,600A

Vale Overseas Ltd. 6.875% 11/21/36 1,148,000 1,042,040

1,174,640

Oil, Gas and Consumable Fuels 2.9%
Anadarko Finance Co. 7.500% 5/1/31 1,355,000 1,198,196
Gazprom 9.625% 3/1/13 50,000 45,000A

Gazprom 9.625% 3/1/13 20,000 18,200A

Gazprom 6.212% 11/22/16 450,000 297,000A

Gazprom 6.510% 3/7/22 400,000 238,000A

Petrobras International Finance Co. 5.875% 3/1/18 879,000 790,221
Shell International Finance BV 6.375% 12/15/38 250,000 281,247

2,867,864

Wireless Telecommunication Services 0.7%
America Movil SA de CV 5.625% 11/15/17 520,000 462,295
Rogers Wireless Inc. 6.375% 3/1/14 300,000 285,179

747,474

Total Yankee Bonds (Cost—$32,970,587) 21,239,890
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Preferred Stocks 0.1%

Fannie Mae 8.250% 11,700 shs $ 9,711C,H

Freddie Mac 8.375% 96,825 37,762C,H

Preferred Blocker Inc. 9.000% 247 61,750A

Total Preferred Stocks

(Cost—$1,537,589) 109,223

Total Long-Term Securities

(Cost—$136,151,779) 96,829,441

Total Investments

(Cost—$136,151,779)J 96.7% 96,829,441
Other Assets Less Liabilities 3.3% 3,275,457

Net Assets 100.0% $100,104,898

N.M.—Not Meaningful.
ARule 144a Security – A security purchased pursuant to Rule 144a under the Securities Act of 1933 which may not be resold subject to that rule
except to qualified institutional buyers. These securities, which the Fund’s investment adviser has determined to be liquid, represent 16.66% of net
assets.

BIndexed Security – The rates of interest earned on these securities are tied to the London Interbank Offered Rate (“LIBOR”), the Euro Interbank
Offered Rate (“EURIBOR”) Index, the Consumer Price Index (“CPI”), the one-year Treasury Bill Rate or the ten-year Japanese Government Bond
Rate. The coupon rates are the rates as of December 31, 2008.

CStepped Coupon Security – A security with a predetermined schedule of interest or dividend rate changes at which time it begins to accrue interest or
pay dividends according to the predetermined schedule.

DBond is currently in default.
E Credit Linked Security – The rates of interest earned on these securities are tied to the credit rating assigned by Standard & Poor’s Rating Service
and/or Moody’s Investors Services.

F Illiquid security valued at fair value under the procedures approved by the Board of Directors.
GThe coupon rates shown on variable rate securities are the rates at December 31, 2008. These rates vary with the weighted average coupon of the
underlying loans.

HOn September 7, 2008, the Federal Housing Finance Agency placed Fannie Mae and Freddie Mac into Conservatorship.
I Yankee Bond – A dollar-denominated bond issued in the U.S. by foreign entities.
J Non-income producing.
KAt December 31, 2008, the aggregate gross unrealized appreciation and depreciation of investments for federal income tax purposes were
substantially as follows:

Gross unrealized appreciation $ 1,652,362
Gross unrealized depreciation (41,058,521)

Net unrealized depreciation $(39,406,159)

See notes to financial statements.
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Annual Report to Shareholders

Statement of Assets and Liabilities

December 31, 2008

Western Asset Income Fund

Assets:

Investment securities at value (Cost—$136,151,779) $ 96,829,441
Cash 184,998
Receivable for securities sold 3,220,486
Interest receivable 2,081,045
Other assets 13,944

Total assets 102,329,914

Liabilities:

Payable for securities purchased $1,921,490
Income distribution payable 131,592
Accrued management fee 44,570
Accrued expenses 127,364

Total liabilities 2,225,016

Net Assets $100,104,898

Summary of Shareholders’ Equity:

Common stock, par value $.01 per share, authorized, 20,000,000 shares;
9,389,431 issued and outstanding $141,990,657

Undistributed net investment income 946,984
Accumulated net realized loss on investments (3,510,405)
Net unrealized depreciation of investments (39,322,338)

Net Assets $100,104,898

Net asset value per common share ($100,104,898÷9,389,431 common shares issued and

outstanding) $ 10.66

See notes to financial statements.
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Annual Report to Shareholders

Statement of Operations

For the Year Ended December 31, 2008

Western Asset Income Fund

Investment Income:

Interest $ 10,168,819
Dividends 39,357
Income from securities loaned 58,734

Total income $ 10,266,910

Expenses:

Management fees 685,477
Audit and legal fees 191,102
Custodian fees 34,210
Directors’ fees and expenses 18,807
Registration fees 21,250
Reports to shareholders 48,362
Proxy expense 20,439
Transfer agent and shareholder servicing expense 44,569
Taxes, other than federal income taxes 38,750
Other expenses 31,564

1,134,530
Less: Fees waived (24,000)

Net expenses 1,110,530

Net Investment Income 9,156,380

Net Realized and Unrealized Loss on Investments:

Net realized loss on investments (3,508,376)
Change in unrealized appreciation/(depreciation) of investments (38,346,272)

Net Realized and Unrealized Loss on Investments (41,854,648)

Change in Net Assets Resulting From Operations $(32,698,268)

See notes to financial statements.

19



Annual Report to Shareholders

Statement of Changes in Net Assets

Western Asset Income Fund

FOR THE
YEARS ENDED
DECEMBER 31,

2008 2007

Change in Net Assets:

Net investment income $ 9,156,380 $ 8,929,405
Net realized gain/(loss) (3,508,376) 1,240,006
Change in unrealized appreciation/(depreciation) (38,346,272) (7,056,691)

Change in net assets resulting from operations (32,698,268) 3,112,720

Distributions to shareholders from:

Net investment income (8,803,056) (8,985,699)
Net realized gain on investments (423,005) (1,504,189)

Total distributions to shareholders (9,226,061) (10,489,888)

Change in net assets applicable to common shareholders (41,924,329) (7,377,168)

Net Assets:

Beginning of year 142,029,227 149,406,395

End of year $100,104,898 $142,029,227

Undistributed net investment income $ 946,984 $ 593,660

See notes to financial statements.
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Financial Highlights

Contained below is per share operating performance data for a share of Common Stock outstanding throughout each period
shown, total investment return, ratios to average net assets and other supplemental data. This information has been derived from
information in the financial statements.

Western Asset Income Fund

YEARS ENDED DECEMBER 31,

2008 2007 2006 2005 2004

Net asset value, beginning of year $ 15.13 $ 15.91 $ 15.73 $ 16.33 $ 16.52

Investment operations:
Net investment income .98A .95A .91A .88 .94
Net realized and unrealized gain/(loss) (4.47) (.61) .21 (.41) .32

Total from investment operations (3.49) .34 1.12 .47 1.26

Distributions from:
Net investment income (.94) (.96) (.86) (.87) (.93)
Net realized gain on investments (.04) (.16) (.08) (.20) (.52)

Total distributions (.98) (1.12) (.94) (1.07) (1.45)

Net asset value, end of year $ 10.66 $ 15.13 $ 15.91 $ 15.73 $ 16.33

Market value, end of year $ 10.49 $ 13.50 $ 15.52 $ 14.14 $ 15.44

Total Return:

Based on net asset value per share (24.05)% 2.17% 7.38% 3.00% 8.50%
Based on market value per share (15.82)% (6.16)% 17.02% (1.49)% 10.41%

Ratios to Average Net Assets:B

Total expenses .91% .83% .84% .81% .78%
Expenses net of waivers, if any .89% .81% .82% .79% .76%
Expenses net of all reductions .89% .81% .82% .79% .76%
Net investment income 7.32% 6.10% 5.81% 5.48% 5.71%

Supplemental Data:

Portfolio turnover rate 17% 46% 51% 80% 81%
Net assets, end of year (in thousands) $100,105 $142,029 $149,406 $147,737 $153,289

AComputed using average daily shares outstanding.
BTotal expenses reflects operating expenses prior to any voluntary expense waivers and/or compensating balance credits. Expenses net of waivers
reflects total expenses before compensating balance credits but net of any voluntary expense waivers. Expenses net of all reductions reflects expenses
less any compensating balance credits and/or voluntary expense waivers.

See notes to financial statements.
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Notes to Financial Statements

1. 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’s primary investment objective is to provide current income for its shareholders. Capital appreciation, when
consistent with current income, is a secondary investment objective.

The following is a summary of significant accounting policies followed by the Fund in the preparation of its financial statements:

Investment Valuation

The Fund’s securities are valued under policies approved by and under the general oversight of the Board of Directors. Effec-
tive ,January 1, 2008, the Fund adopted Statement of Financial Accounting Standards No. 157 (“FAS 157”). FAS 157 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.)
• Level 3—significant unobservable inputs (including the Fund’s own assumptions in determining the fair value of

investments)

Debt securities are valued at the last quoted bid prices provided by an independent pricing service that are based on trans-
actions in debt obligations, quotations from bond dealers, market transactions in comparable securities and various other relation-
ships between securities. Equity securities for which market quotations are available are valued at the last sale price or official
closing price on the primary market or exchange on which they trade. When prices are not readily available, or are determined
not to reflect fair value, 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 may
value these securities at fair value as determined in accordance with the procedures approved by the Fund’s Board of Directors.

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

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

December 31,
2008

Quoted
Prices

(Level 1)

Other
Significant
Observable

Inputs
(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Investments in Securities $96,829,441 $47,473 $96,744,768 $37,200
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Following is a reconciliation of investments in which significant unobservable inputs (Level 3) were used in determining
fair value:

Investments
in Securities

Balance as of December 31, 2007 $ —
Net purchases (sales) 519,225
Accrued Premiums/Discounts 8,522
Realized Gain (Loss) —
Change in unrealized appreciation (depreciation) (490,547)
Transfers in and/or out of Level 3 —

Balance as of December 31, 2008 $ 37,200

Security Transactions

Security transactions are accounted for as of the trade date. Realized gains and losses from security transactions are reported
on an identified cost basis for both financial reporting and federal income tax purposes.

For the year ended December 31, 2008, security transactions (excluding short-term investments) were as follows:

Purchases Proceeds From Sales

U.S. Gov’t Securities Other U.S. Gov’t Securities Other

$539,544 $24,040,208 $269,204 $20,517,093

Foreign Currency Translation

Assets and liabilities initially expressed in non-U.S. currencies are translated into U.S. dollars using currency exchange rates
determined prior to the close of trading on the New York Stock Exchange, usually at 2:00 p.m. Eastern time. Purchases and sales
of securities and income and expenses are translated into U.S. dollars at the prevailing market rates on the dates of such trans-
actions. The effects of changes in non-U.S. currency exchange rates on investment securities and other assets and liabilities are
included with the net realized and unrealized gain or loss on investment securities.

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, a fund takes possession of an
underlying debt obligation subject to an obligation of the seller to repurchase, and of the fund to resell, the obligation at an
agreed-upon price and time, thereby determining the yield during a fund’s holding period. When entering into repurchase
agreements, it is the Fund’s policy that its custodian acting on the fund’s behalf, or a third party custodian 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 exceeds one business day, the value of the
collateral is marked to market 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.

Distributions to Common Shareholders

Investment income and distributions to shareholders are recorded on the ex-dividend date. Dividends from net investment
income are declared and paid monthly. Net capital gain distributions are declared and paid after the end of the tax year in which
the gain is realized. An additional distribution may be made in December to the extent necessary in order to comply with federal
excise tax requirements. Distributions are determined in accordance with federal income tax regulations, which may differ from
those determined in accordance with accounting principles generally accepted in the United States of America; accordingly,
periodic reclassifications are made within the Fund’s capital accounts to reflect income and gains available for distribution under
federal income tax regulations. Interest income and expenses are recorded on the accrual basis. Bond discounts and premiums are
amortized and included in interest income for financial reporting and federal income tax purposes.
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Notes to Financial Statements—Continued

Compensating Balance Credits

The Fund has an arrangement with its custodian bank, whereby a portion of the custodian’s fee is paid indirectly by credits
earned on the Fund’s cash on deposit with the bank. This deposit arrangement is an alternative to purchasing overnight investments.

Use of Estimates

The preparation of the financial statements in accordance with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that affect the reported amounts and disclosures in the
financial statements. Actual results could differ from these estimates.

Credit and Market Risk

Investments in structured securities collateralized by residential real estate mortgages are subject to certain credit and liquidity
risks. When market conditions result in an increase in default rates of the underlying mortgages and the foreclosure values of
underlying real estate properties are materially below the outstanding amount of these underlying mortgages, collection of accrued
interest and principal on these investments may be doubtful. Such market conditions may significantly impair the value of these
investments resulting in a lack of correlation between their credit ratings and values.

Other

In the normal course of business, the Fund enters into contracts that provide general indemnifications. The Fund’s maximum
exposure under these arrangements is dependent upon claims that may be made against the Fund in the future and, therefore,
cannot be estimated; however, based on experience, the risk of material loss from such claims is considered remote.

2. Federal Income Taxes:

It is the Fund’s policy to comply with the federal income and excise tax requirements of the Internal Revenue Code of 1986,
as amended, applicable to regulated investment companies. Accordingly, the Fund intends to distribute substantially all of its
income and net realized gains on investments, if any, to shareholders each year. Therefore, no federal income tax provision is
required in the Fund’s financial statements.

Management has analyzed the Fund’s tax positions taken on federal income tax returns for all open tax years and has
concluded that as of December 31, 2008 no provision for income tax would be 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 the Internal Revenue Service and state departments of revenue.

Reclassifications:

Generally accepted accounting principles (“GAAP”) require that certain components of net assets be adjusted 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.

Distributions to Shareholders:

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

2008 2007

Distributions paid from:
Ordinary Income $8,839,304 $ 9,076,779
Net Long-term Capital Gains 386,757 1,413,109

Total Distributions Paid $9,226,061 $10,489,888
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Accumulated Earnings on a Tax Basis:

As of December 31, 2008, the components of accumulated earnings on a tax basis were as follows:

Undistributed ordinary income—net $ 1,096,139
Capital loss carryforward (*) (676,492)
Other book/tax temporary differences (a) (2,899,247)
Unrealized appreciation/(depreciation) (b) (39,406,159)

Total accumulated earnings/(losses) - net $(41,885,759)

(*) As of December 31, 2008, the Fund had the following net capital loss carryforward remaining:

Year of Expiration Amount

12/31/2016 $(676,492)

This amount will be available to offset any future taxable capital gains.

(a) Other book/tax temporary differences are attributable primarily to the deferral of post-October capital losses for tax purposes, interest accrued for
tax purposes on defaulted securities 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 book/tax differences on the treatment of losses on certain securities.

Tax Cost of Investments:

As of December 31, 2008, the aggregate cost of investments for federal tax purposes was $136,235,600.

3. Forward Currency Exchange Contracts:

Forward foreign currency contracts are marked-to-market daily using forward foreign currency exchange rates supplied by an
independent pricing service. The change in a contract’s market value is recorded by the Fund as an unrealized gain or loss. When
the contract is closed or delivery is taken, the Fund records a realized gain or loss equal to the difference between the value of the
contract at the time it was opened and the value at the time it was closed.

The use of forward foreign currency contracts does not eliminate fluctuations in the underlying prices of the Fund’s securities,
but it does establish a rate of exchange that can be achieved in the future. These forward foreign currency contracts involve
market risk in excess of amounts reflected in the financial statements. Although forward foreign currency contracts used for
hedging purposes limit the risk of loss due to a decline in the value of the hedged currency, they also limit any potential gain that
might result should the value of the currency increase. In addition, the Fund could be exposed to risks if the counterparties to the
contracts are unable to meet the terms of their contracts.

At December 31, 2008, the Fund had no open forward foreign currency exchange contracts.

4. Common Shares:

Of the 9,389,431 shares of common stock outstanding at December 31, 2008, the Adviser owns 213,100 shares.

5. Securities Lending:

The Fund may lend its securities to approved brokers to earn additional income and receives cash and U.S. government
securities as collateral against the loans. Cash collateral received is invested in a money market pooled account by the Fund’s
lending agent. Collateral is maintained over the life of the loan in an amount not less than 100% of the value of loaned securities.
Such collateral is in the possession of the Fund’s custodian. Cash is invested in the State Street Navigator Securities Lending Prime
Portfolio and is included in the Fund’s Portfolio of Investments. As with other extensions of credit, the Fund may bear the risk of
delay in recovery or even loss of rights to the collateral should the borrower of the securities fail financially. As of the year ended
December 31, 2008, there were no securities on loan.

As of the close of business on September 18, 2008, Lehman Brothers Holding Inc. was in default of the security lending
agreement with the Fund. As a result, State Street Corporation, as Securities Lending Agent, took possession of the collateral and
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Notes to Financial Statements—Continued

repurchased some of the securities in the Fund through open market purchases. Under Statement of Financial Accounting Stan-
dards No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (“FAS 140”), the
criteria for sales accounting have been met. As a result of recording the sale of the original securities out on loan at market value
and the repurchase of the securities into the Fund at replacement value, the Fund had realized losses of $81,805, which did not
have a material impact on the financial statements or net asset value of the Fund.

6. Transactions with Affiliates and Certain Other Parties:

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.

The Adviser voluntarily waived expenses amounting to $24,000 for the year ended December 31, 2008.

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 Fund Adviser, Inc.
(“Administrator”), the Adviser (not the Fund) pays the Administrator a monthly fee of $3,000, an annual rate of $36,000.

7. 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 $70,000 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 and the Chairman of the Audit Committee each receive an additional $25,000
per year for serving in such capacities. 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 $70,000 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.

8. Recent Accounting Pronouncements:

In March 2008, the FASB issued the Statement of Financial Accounting Standards No. 161, “Disclosures about Derivative
Instruments and Hedging Activities” (“FAS 161”). FAS 161 is effective for fiscal years and interim periods beginning after
November 15, 2008. FAS 161 requires enhanced disclosures about the Fund’s derivative and hedging activities, including how such
activities are accounted for and their effect on the Fund’s financial position, performance and cash flows. Management is currently
evaluating the impact the adoption of FAS 161 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 portfolio 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 finan-
cial position of Western Asset Income Fund (the “Fund”) at December 31, 2008, 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, 2008 by correspondence with the custodian and brokers, provide a
reasonable basis for our opinion.

PricewaterhouseCoopers LLP

Baltimore, Maryland
February 27, 2009
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Important Tax Information (Unaudited)

The following information is provided with respect to the distributions paid during the taxable year ended December 31,
2008:

Record Date: 5/21/2008
Payable Date: 5/30/2008

Long-Term Capital Gain Dividend $ 0.041200

Please retain this information for your records.
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Directors and Officers

The Directors and officers of the Fund, their age (as of December 31, 2008) and a description of their principal occupations
during the past five years are listed below. Except as shown, each Director’s and officer’s principal occupation and business
experience for the last five years has been with the employer(s) indicated, although in some cases the Director or officer may
have held different positions with such employer(s). Unless otherwise indicated, the business address of the persons listed below
is c/o Western Asset Management Company, 385 East Colorado Blvd., Pasadena, California 91101.

Name and Age
(as of December

31, 2008)

Position(s)
Held With

Fund

Term of
Office and
Length of

Time Served(A)
Principal Occupations

During the Past 5 Years

Number of
Portfolios In

Fund Complex
Overseen(B)

Other
Directorships Held

Independent

Directors

Ronald J. Arnault
65

Director Served since
1997

Retired. 13 None

Anita L. DeFrantz
56

Director Served since
1998

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).

13 OBN
Holdings, Inc.

Avedick B. Poladian
57

Director Served since
2007

Executive Vice President and Chief Operating
Officer of Lowe Enterprises, Inc. (real estate
and hospitality firm) (2002-present); Formerly.
Partner, Arthur Andersen, LLP.

13 Occidental
Petroleum
Corporation

William E. B. Siart
62

Director and
Chairman

Served since
1997

Vice Chairman of The Getty Trust (2005-
present); Chairman of Walt Disney Concert
Hall, Inc. (1998-2006); Chairman of Excellent
Education Development (2000-present).

13 None

Jaynie Miller
Studenmund
54

Director Served since
2004

Chief Operating Officer of Overture Services,
Inc. (online marketing firm) (2001-2004);
President and Chief Operating Officer of
Paymybills.com (2000-2001).

13 eHarmony.com, Inc
Forest Lawn
Orbitz
Worldwide

Interested

Directors

R. Jay Gerken(C)

57
Director and
President

Served as a
Director since
2006 and as
President since
2007

Managing Director of Legg Mason & Co., LLC,
Chairman, President and Chief Executive
Officer of certain mutual funds associated with
Legg Mason & Co., LLC or its affiliates (2005-
present); President of Legg Mason Partners
Fund Advisor, LLC (“LMPFA”) (2006-present);
Chairman of Smith Barney Fund Management
LLC and Citi Fund Management Inc. (2002-
2005); Chairman, President and Chief Executive
Officer of Travelers Investment Adviser, Inc.
(2002-2005).

159 Trustee or Director
of certain funds
associated with
Legg Mason & Co.,
LLC or its affiliates
(consisting of
funds with 159
portfolios).

Ronald L. Olson(D)

67
Director Served since

2005
Senior Partner of Munger, Tolles & Olson LLP
(a law partnership) (1968-present).

13 Edison
International, City
National
Corporation
(financial services
company), The
Washington Post
Company, and
Berkshire
Hathaway, Inc.
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Directors and Officers—Continued

Name and Age
(as of December

31, 2008)

Position(s)
Held With

Fund

Term of
Office and
Length of

Time Served(A)
Principal Occupations

During the Past 5 Years

Number of
Portfolios In

Fund Complex
Overseen(B)

Other
Directorships

Held

Officers(E)

D. Daniel Fleet
51

Vice
President

Served since
2006

President of Western Asset (2006-present); Vice
President of Western Asset Income Fund and
Western Asset Premier Bond Fund (2006-
present); Director, Western Asset Management
Company Limited (2006-present); Director of
Risk Management of Western Asset (2002-2006).

N/A N/A

Gavin L. James
48

Vice
President

Served since
2001

Director of Global Client Services and Marketing
of Western Asset (1998-present).

N/A N/A

S. Kenneth Leech
54

Vice
President

Served since
1990

Chief Investment Officer, Emeritus of Western
Asset (2008-present); Chief Investment Officer of
Western Asset (1998-2008); Vice President of
Western Asset Income Fund (1998-present) and
Western Asset Premier Bond Fund (2001-
present).

N/A N/A

Stephen A. Walsh
50

Vice
President

Served since
1994

Chief Investment Officer, Western Asset (2008-
present); Deputy Chief Investment Officer of
Western Asset (2000-2008); Vice President of
Western Asset Income Fund (1999-present) and
Western Asset Premier Bond Fund (2001-
present).

N/A N/A

Susanne D. Wilson
47
100 Light Street
Baltimore, MD 21202

Vice
President

Served since
1998

Vice President of Legg Mason & Co., LLC (2005-
present); Vice President of Legg Mason Wood
Walker, Incorporated (1998-2005).

N/A N/A

Marie K. Karpinski
59
100 Light Street
Baltimore, MD 21202

Principal
Financial and
Accounting
Officer

Served since
2001

Vice President, Legg Mason & Co., LLC (2005-
present); Legg Mason Wood Walker,
Incorporated (1992-2005); Vice President (1986-
present), Chief Financial Officer (2006-present)
and Treasurer (1986-2006) of all Legg Mason
retail, open-end investment companies;
Treasurer and Principal Financial and
Accounting Officer, Western Asset/Claymore
Inflation-Linked Securities & Income Fund
(2003-present) and Western Asset/Claymore
Inflation-Linked Opportunities & Income Fund
(2004-present); Principal Financial and
Accounting Officer of Western Asset Income
Fund (2001-present) and Western Asset Premier
Bond Fund (2001-present); Treasurer of the
Western Asset Income Fund (2001-2006) and
Western Asset Premier Bond Fund (2001-2006).

N/A N/A
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Name and Age
(as of December

31, 2008)

Position(s)
Held With

Fund

Term of
Office and
Length of

Time Served(A)
Principal Occupations

During the Past 5 Years

Number of
Portfolios In

Fund Complex
Overseen(B)

Other
Directorships

Held

Erin K. Morris
42
100 Light Street
Baltimore, MD 21202

Treasurer Served since
2006

Vice President and Manager, Global Funds
Administration, Legg Mason & Co., LLC (2005-
present); Assistant Vice President of Legg Mason
Wood Walker, Incorporated (2002-2005);
Treasurer of Legg Mason Income Trust, Inc.,
Legg Mason Tax-Free Income Fund, Western
Asset Income Fund, Western Asset Premier Bond
Fund and Western Asset Funds, Inc. (2006-
present); Assistant Treasurer, Legg Mason
Partners Fund fixed income complex (2007-
present), Western Asset/Claymore Inflation-
Linked Securities & Income Fund (2003-present),
Western Asset/Claymore Inflation-Linked
Opportunities & Income Fund (2004-present);
Assistant Treasurer, the Corporation, Western
Asset Income Fund, Western Asset Premier Bond
Fund, Legg Mason Income Trust, Inc. and Legg
Mason Tax-Free Income Fund (2001-2006);
Manager, Funds Accounting, Legg Mason Wood
Walker, Incorporated (2000-2005).

N/A N/A

Susan C. Curry
42
55 Water St.
New York, NY 10041

Assistant
Treasurer

Served since
2007

Director of Tax-Mutual Funds, Legg Mason &
Co., LLC (2005-present); Director of Tax-Mutual
Funds, Citigroup (2004-2005); Assistant
Treasurer, Western Asset Income Fund, Western
Asset Funds, Inc., Western Asset Premier Bond
Fund, Western Asset/Claymore Inflation-Linked
Securities & Income Fund and Western Asset/
Claymore Inflation-Linked Opportunities &
Income Fund (2007-present); Partner, Deloitte &
Touche (1990-2004).

N/A N/A

Todd F. Kuehl
39
100 Light Street
Baltimore, MD 21202

Chief
Compliance
Officer

Served since
2007

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)
and Barrett Growth Fund and Barrett
Opportunity Fund (2006-2008); Branch Chief,
Division of Investment Management, U.S.
Securities and Exchange Commission
(2002-2006).

N/A N/A

Richard M.
Wachterman
61
100 Light Street
Baltimore, MD 21202

Secretary Served since
2008

Associate General Counsel, Legg Mason & Co.
(2004-present); Managing Director, Victory
Capital Management (1981-2003); Secretary, Legg
Mason Funds (2004-present); Secretary, Western
Funds (2008-present); Vice President, Legg
Mason Fund Adviser, Inc. (2007-present).

N/A N/A
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Directors and Officers—Continued

Name and Age
(as of December

31, 2008)

Position(s)
Held With

Fund

Term of
Office and
Length of

Time Served(A)
Principal Occupations

During the Past 5 Years

Number of
Portfolios In

Fund Complex
Overseen(B)

Other
Directorships

Held

Peter J. Ciliberti
34
100 Light Street
Baltimore, MD 21202

Assistant
Secretary

Served since
2008

Associate General Counsel, Legg Mason & Co.
(2007-present); Assistant Secretary, Legg Mason
Funds (2006-present); Asset Management
Compliance Officer, Legg Mason & Co. (2005-
2007); Asset Management Compliance Officer,
Legg Mason Wood Walker, Inc. (2005); and
Broker-Dealer Compliance Officer, Legg Mason
Wood Walker, Inc. (2001-2005).

N/A N/A

(A) 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 removal from office and applicable law and the rules of the
New York Stock Exchange.

(B) 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 159 other portfolios associated with Legg Mason & Co., LLC or its affiliates. Legg Mason & Co., LLC is an affiliate of the Adviser.

(C) Mr. Gerken is an “interested person” (as defined in section 2(a)(19) of the Investment Company Act of 1940, as amended (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 the
Adviser.

(D) Mr. Olson is an “interested person” (as defined above) of the Fund because his law firm has provided legal services to the Adviser.
(E) Each officer of the Fund is an “interested person” (as defined above) of the Fund.
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Board Consideration of the Investment Advisory and Subadvisory Agreements

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 Management Company
and Western Asset Management Company Limited (“WAML”) with respect to the Fund at meetings held on September 9, 2008 and
October 17, 2008. At a meeting held on November 18, 2008, the Executive and Contracts Committee reported to the full Board of
Directors its considerations 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”), including relevant investment advisory personnel; 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 peer groups of comparable funds selected and prepared by Lipper. 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 reputa-
tion, 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 two peer groups of funds that invest at least 65% of their assets in
corporate and government debt issues rated in the top four grades. The Directors noted that although the performance of the
Fund was below the average of each peer group for the one- and three-year periods ended August 31, 2008, it was average or
above average for the five- and ten-year periods ended on that date.

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 at the median of the funds in its Lipper peer group, and that Western Asset was responsible for payment of
the management fee to WAML. 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 these differences, the Directors concluded that the differ-
ences in management fees from those paid by the Advisers’ other clients were reasonable. The Directors also noted that the
Fund’s total expenses were at the median of the funds in its Lipper peer group.

The Directors further evaluated the benefits of the advisory relationship to the Advisers, including, among others, the profit-
ability of the relationship to the Advisers; the direct and indirect benefits that the Advisers may receive from their relationship with
the Fund, including any “fallout benefits,” such as reputational value derived from serving as investment adviser; and the affiliation
between the Advisers and Legg Mason Fund Adviser, Inc., 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.

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
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Board Consideration of the Investment Advisory and Subadvisory Agreements—Continued

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 SEC rules regarding the independence of counsel. The
Independent Directors weighed the foregoing matters in light of the advice given 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 in light of the Fund’s recent relative underperformance;
that the fees to be paid to the Advisers under the Agreements were fair and reasonable, given the scope and quality of the serv-
ices 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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Privacy Policy

The Fund is committed to keeping nonpublic personal information secure and confidential. This notice is intended to help a
shareholder understand how the Fund fulfills this commitment.

From time to time, the Fund, through its Service Providers, may collect a variety of personal information, including:

• Information received on applications and forms, via the telephone, and through websites;

• Information about transactions with the Fund, affiliates, or others (such as purchases, sales, or account balances); and

• Information about shareholders received from consumer reporting agencies.

The Fund does not disclose shareholder nonpublic personal information, except as permitted by applicable law or regulation.
For example, the Fund may share this information with others in order to process transactions. Any information provided to
companies that perform services on behalf of the Fund, such as printing and mailing, or to other financial institutions with which
the Fund has joint marketing agreements are required to protect the confidentiality of shareholders’ information and to use it only
to perform the services for which the companies were hired.

The Fund, through its Service Providers, maintains physical, electronic, and procedural safeguards to protect shareholder
non-public personal information. Access to this information is restricted.

If a shareholder decides at some point either to close his/her account(s) or become an inactive customer, the Fund will
continue to adhere to these privacy policies and practices with respect to shareholder nonpublic personal information.

This notice is being provided on behalf of:

Western Asset Income Fund



[This Page Intentionally Left Blank]



[This Page Intentionally Left Blank]



[This Page Intentionally Left Blank]





Western Asset Income Fund

The Board of Directors

William E. B. Siart, Chairman

R. Jay Gerken

Ronald J. Arnault

Anita L. DeFrantz

Ronald L. Olson

Avedick B. Poladian

Jaynie Miller Studenmund

Officers

R. Jay Gerken, President

D. Daniel Fleet, Vice President

Gavin L. James, Vice President

S. Kenneth Leech, Vice President

Stephen A. Walsh, Vice President

Marie K. Karpinski, Principal Financial and

Accounting Officer

Todd F. Kuehl, Chief Compliance Officer

Erin K. Morris, Treasurer

Susan C. Curry, Assistant Treasurer

Richard M. Wachterman, Secretary

Peter J. Ciliberti, Assistant Secretary

Investment Advisers

Western Asset Management Company

385 East Colorado Boulevard

Pasadena, CA 91101

Western Asset Management Company Limited

10 Exchange Square

London, England EC2A2EN

Custodian

State Street Bank & Trust Company

P.O. Box 1031

Boston, MA 02103

Counsel

Ropes & Gray LLP

1211 Avenue of the Americas

New York, NY 10036

Independent Registered Public Accounting Firm

PricewaterhouseCoopers LLP

100 East Pratt Street

Baltimore, MD 21202

Transfer Agent

American Stock Transfer and Trust Company LLC

6201 15th Avenue

Brooklyn, New York, N.Y. 11219

This report is transmitted to the shareholders of Western Asset Income Fund for their information.
This is not a prospectus, circular or representation intended for use in the purchase

of shares of the Fund or any securities mentioned in this report.

In accordance with Section 23(c) of the Investment Company Act of 1940, the Fund hereby gives
notice that it may, from time to time, repurchase its shares in the open market at the option

of the Board of Directors, and on such terms as the Board of Directors shall determine.

PACAM-AR-(02/09) TN09-4350
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