








The fair values of financial assets and (liabilities) of the Company were determined using the following categories of

inputs at March 31, 2010 and 2009:

Quoted Significant Significant
prices in other observable unobservable
active markets inputs inputs Value as of
(Level 1) (Level 2) (Level 3) March 31, 2010
ASSETS:
Investments relating to long-term
incentive compensation plans®™ $118,096 $ 49,031 $ — $167,127
Proprietary fund products and
other investments® 65,534 92,476 46,923 204,933
Total trading investment securities 183,630 141,507 46,923 372,060
Available-for-sale debt securities 2,533 4,412 12 6,957
Investments in partnerships and LLCs 1,192 — 135,277 136,469
Derivative assets:
Currency and market hedge 697 — — 697
Equity securities — — 1,884 1,884
$188,052 $145,919 $184,096 $518,067
LIABILITIES:
Derivative liabilities:
Currency and market hedge $  (485) $ — $ — $ (485)
Quoted Significant Significant
prices in other observable unobservable
active markets inputs inputs Value as of
(Level 1) (Level 2) (Level 3) March 31, 2009
ASSETS:
Investments relating to long-term
incentive compensation plans®”) $128,785 $ — $ — $128,785
Proprietary fund products and
other investments® 115,117 51,471 40,719 207,307
Total trading investment securities 243,902 51,471 40,719 336,092
Available-for-sale debt securities 3,105 3,701 12 6,818
Investments in partnerships and LLCs 796 — 58,719 59,515
Derivative assets:
Currency hedge 8,203 — — 8,203
Equity securities — — 2,340 2,340
$256,006 $ 55,172 $101,790 $412,968
LIABILITIES:
Derivative liabilities:
Fund support® $ — $ — $(20,631) $(20,631)

(1) Primarily mutual funds where there is minimal market risk to the Company as any change in value is offset by an adjustment to compensation expense and related liability.

(2) Total proprietary fund products and other investments represent primarily mutual funds that are invested approximately 58% and 42% in equity and debt securities as of
March 31, 2010, respectively, and were approximately equally invested in equity and debt securities as of March 31, 2009. Total also includes approximately $22.2 million
and $16.6 million related to noncontrolling interests of consolidated investment funds as of March 31, 2010 and 2009, respectively.

(3) See Note 1 for additional information on the fair value of liquidity fund support.
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The table below presents a summary of changes in financial assets and (liabilities) measured at fair value using significant
unobservable inputs (Level 3) for the periods from March 31, 2009 to March 31, 2010 and April 1, 2008 to March 31, 2009:

Value as of  Purchases, sales,

Net transfer Realized and  Value as of

March 31, issuances and  in (out) of  unrealized March 31,
2009 settlements, net Level 3  gains/(losses), net 2010
ASSETS:
Proprietary fund products and
other investments $ 40,719 $(14,684) $10,414 $10,474 $ 46,923
Investments in partnerships and LLCs 58,719 72,992 — 3,566 135,277
Other investments 2,352 (1,267) — 811 1,896
$101,790 $ 57,041 $10,414 $14,851 $184,096
LIABILITIES:
Fund support? $ (20,631) $ — L $20,631 $ —
Total realized and unrealized gains, net $35,482
Value as of Purchases, sales, Net transfer =~ Realized and Value as of
April 1, issuances and in (out) of unrealized March 31,
2008 settlements, net Level 3 gains/(losses), net 2009
ASSETS:
Securities issued by SIVs® $ 141,509 $2,300,697 $ (96 $(2,442,110) $ —
Proprietary fund products and
other investments 23,781 (13,781) 52,041 (21,322) 40,719
Investments in partnerships and LLCs 67,022 874 (1,385) (7,792) 58,719
Total return swap®” 45,706 (45,706) — — —
Other investments 1,903 23 — 426 2,352
$279,921 $2,242,107 $50,560 $(2,470,798)  $101,790
LIABILITIES:
Total return swap™ $ — $ 188,103 $ — $ (188,103) $ —
Fund support? (551,654) — — 531,023 (20,631)
$(551,654) $ 188,103 $ — $ 342,920 $(20,631)

Total realized and unrealized losses, net

$(2,127,878)

(1) See Note 17 for further discussion of liquidity fund support.

(2) The decrease in the fund support derivative liability resulted from the termination of fund support agreements, upon the purchase of SIV securities from the funds.

Realized and unrealized gains and losses recorded for
Level 3 investments are included in Fund support and
Other income (expense) on the Consolidated Statements of
Operations. Total net gains (losses) for Level 3 investments

of $15.4 million and $(49.3) million for the years ended
March 31, 2010 and 2009, respectively, are attributable to
the change in unrealized gains (losses) relating to the assets
and liabilities still held at the reporting date.



As a practical expedient, Legg Mason relies on the net asset value of certain investments as their fair value. The net
asset values that have been provided by the investees have been derived from the fair values of the underlying invest-
ments as of the reporting date. The following table summarizes, as of March 31, 2010, the nature of these investments
and any related liquidation restrictions or other factors which may impact the ultimate value realized.

Fair Value
Determined Unfunded

Category of Investment Investment Strategy Using NAV ~ Commitments Remaining Term
Funds-of-hedge funds Global, fixed income, macro, long/ $ 39,4400 n/a n/a

short equity, natural resources,

systematic, emerging market,

Europe hedge
Hedge funds Global, fixed income, macro, long/ 45,512@ n/a n/a

short equity, systematic, emerging

market, U.S. and Europe hedge
Private funds Long/short equity 32,7289 $22,243 9 years
Private fund Fixed income, residential and com- 55,7099 18,062 8 years, subject to two

mercial mortgage-backed securities 1-year extensions
Other Various 11,6559 n/a Various®
Total $185,044 $40,305

n/a—not applicable

(1) 23% monthly redemption, 77% quarterly redemption, 18% of which is subject to 2-year lock-up.

(2) 32% monthly redemption, 28% quarterly redemption, 9% annual redemption, and 31% subject to 3- to 5-year lock-up or side pocket provisions.
(3) Liquidations are expected during the remaining term.

(4) 84% 3-year remaining term, 16% 21-year remaining term.

There are no current plans to sell any of these investments.

4. FIXED ASSETS

Fixed assets consist of equipment, software and leasehold improvements and capital lease assets. Equipment
consists primarily of communications and technology hardware and furniture and fixtures. Software includes
purchased software and internally developed software. Fixed assets are reported at cost, net of accumulated
depreciation and amortization. The following table reflects the components of fixed assets as of March 31:

2010 2009
Equipment $ 196,624 $ 180,668
Software 212,835 193,109
Leasehold improvements and capital lease assets 306,435 314,963
Total cost 715,894 688,740
Less: accumulated depreciation and amortization (354,075) (321,697)
Fixed assets, net $ 361,819 $ 367,043

Depreciation and amortization expense was $91,309, $101,957, and $83,812 for fiscal 2010, 2009, and 2008, respectively.
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5. INTANGIBLE ASSETS AND GOODWILL
Goodwill and indefinite-life intangible assets are not
amortized and the values of identifiable intangible assets
are amortized over their useful lives, unless the assets are
determined to have indefinite useful lives. Goodwill and

indefinite-life intangible assets are analyzed to determine if
the fair value of the assets exceeds the book value. Intangible
assets subject to amortization are considered for impairment
at each reporting period. If the fair value is less than the
book value, Legg Mason will record an impairment charge.

The following tables reflect the components of intangible assets as of March 31:

2010 2009
AMORTIZABLE ASSET MANAGEMENT CONTRACTS
Cost $ 212,333 $ 208,416
Accumulated amortization (133,210) (108,376)
Net 79,123 100,040
INDEFINITE-LIFE INTANGIBLE ASSETS
Fund management contracts 3,753,299 3,752,961
Trade names 69,800 69,800
3,823,099 3,822,761
Intangible assets, net $3,902,222 $3,922,801

During fiscal 2010, there were no impairments of amor-
tizable or indefinite-life intangible assets.

During fiscal 2009, Legg Mason recognized an impair-
ment of management contracts related to intangible
assets acquired in the acquisitions of CAM and PCM
of $72,326 and $26,644, respectively. The assets under
management and related revenues associated with these
acquired management contracts declined significantly
during fiscal year 2009. Based on client turnover data,
the estimated lives of the CAM retail separately man-
aged accounts contracts were decreased from 9 years to
5 years at March 31, 2009. The fair value of the remain-
ing acquired management contracts were determined
using valuation techniques based on discounted cash
flows over the estimated 5-year remaining life, using a
risk-adjusted discount rate. Based upon the continued
significant decline in AUM, Legg Mason wrote off the
remaining balance of the PCM management contracts
in fiscal 2009.

As of March 31, 2010, management contracts are being
amortized over a weighted-average life of 4.3 years.

Estimated amortization expense for each of the next five
fiscal years is as follows:

2011 $22,965
2012 19,930
2013 14,659
2014 12,453
2015 3,538
Thereafter 5,578
Total $79,123

The change in indefinite-life intangible assets is attribut-
able to the impact of foreign currency translation. Legg
Mason completed its most recent annual impairment
tests of indefinite-life intangible assets as of December 31,
2009, and determined that there was no impairment in
the value of these assets during fiscal 2010. Legg Mason
also determined that no triggering events occurred as

of March 31, 2010 that would require further impair-
ment testing. During fiscal 2009, as a result of significant
declines in AUM and other significant changes at PCM,
Legg Mason recognized an impairment for the PCM
trade name asset of $47,000.



The change in the carrying value of goodwill is summarized below:

Gross Book Accumulated Net Book
Value Impairment Value
Balance as of March 31, 2009 $2,348,647 $(1,161,900) $1,186,747
Business acquisitions and related costs 11,968 — 11,968
Contractual acquisition earnout payments (see Note 2) 98,804 — 98,804
Impact of excess tax basis amortization (18,920) — (18,920)
Other, including changes in foreign exchange rates 36,697 — 36,697
Balance as of March 31, 2010 $2,477,196 $(1,161,900) $1,315,296
Gross Book Accumulated Net Book
Value Impairment Value
Balance as of March 31, 2008 $2,536,816 $ — $ 2,536,816
Business acquisitions and related costs (see Note 2) 7,524 — 7,524
Contractual acquisition earnout payments
(settlements) (see Note 2) (120,000) — (120,000)
Impairment of former Wealth Management Division®” — (1,161,900) (1,161,900)
Impact of excess tax basis amortization (20,868) — (20,868)
Other, including changes in foreign exchange rates (54,825) — (54,825)
Balance as of March 31, 2009 $2,348,647 $(1,161,900) $ 1,186,747

(1) In fiscal 2009, Legg Mason replaced its three former operating segments (divisions), Managed Accounts, Institutional, and Wealth Management, with two new divisions,

Americas and International.

Legg Mason completed its most recent annual impair-
ment test of goodwill as of December 31, 2009, and deter-
mined that there was no impairment in the value of these
assets during fiscal 2010. Legg Mason also determined
that no triggering events occurred as of March 31, 2010
that would require further impairment testing.

Effective March 31, 2010, Legg Mason acquired contracts
to manage approximately $175 million of assets for a
total purchase price fair value of $5.2 million. The man-
agement contracts were valued at $1.3 million, with the
remaining $3.9 million of the fair value purchase price
recorded as goodwill.

Based on the earnings of Permal, in November 2009,
Legg Mason paid $171 million, of which $81 million was
accrued in fiscal 2008, in a fourth anniversary payment
under the purchase contract for the acquisition of the
remaining preference shares issued by Permal, which was
recognized with a corresponding increase in goodwill. In
addition, in December 2009, Legg Mason elected to pur-
chase, for $9 million, the rights of the sellers of the prefer-
ence shares to receive an earnout payment on the sixth
anniversary in November 2011 of up to $149 million. The
purchase amount of $9 million represents the fair value of
the obligation and also resulted in an increase in goodwill.

As a result of this transaction, there will be no further
payments for the Permal acquisition.

The severe market turmoil experienced during fiscal
2009 had a more significant impact on the former Wealth
Management division than on Legg Mason’s other former
divisions. AUM decreased over 30% in that division as

a result of both net client outflows and market deprecia-
tion. As a result of the dramatic changes in market condi-
tions during fiscal 2009, Legg Mason revised its growth
assumptions downward, to project contraction through
the next two years. Further, the applicable discount rate
was increased from 12.5% to 14.7% in the December
quarter based on changes in interest rates and risk factors.
The combined impact of these factors decreased projected
cash flows of the Wealth Management division by over
60% from Legg Mason’s prior projections. As a result, the
carrying value of Legg Mason’s Wealth Management divi-
sion goodwill was considered impaired, and a $1,161,900
impairment charge was recorded during fiscal 2009.

Legg Mason also recognizes the tax benefit of the amorti-
zation of excess tax basis related to the CAM acquisition.
In accordance with accounting guidance for income taxes,
the tax benefit is recorded as a reduction of goodwill and
deferred tax liabilities as the benefit is realized.
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6. SHORT-TERM BORROWINGS

On October 14, 2005, Legg Mason entered into an unse-
cured 5-year $500 million revolving credit agreement.
During November 2007, Legg Mason borrowed $500 mil-
lion under this revolving credit facility for general cor-
porate purposes, the proceeds of which were invested in
short-term instruments. On January 3, 2008, the revolving
credit agreement was amended to increase the maximum
amount that Legg Mason may borrow to $1 billion and to
allow it to draw a portion of the availability in the form of
letters of credit (“LOCs”). In March 2009, Legg Mason
repaid $250 million of the outstanding borrowings under
this credit facility and the revolving credit agreement was
amended to decrease the maximum amount that Legg
Mason may borrow from $1 billion to $500 million. On
February 11, 2010, the revolving credit agreement was
amended to extend the expiration of the commitments and
the maturity date of the loans outstanding to February
2013. The revolving credit facility rate was LIBOR plus
262.5 basis points and LIBOR plus 225 basis points as of
March 31, 2010 and 2009, respectively. The effective inter-
est rate for the revolving credit agreement was 2.9% and
2.8% as of March 31, 2010 and 2009, respectively. These
rates may change in the future based on changes in Legg
Mason’s credit ratings. As of March 31, 2010 and 2009,
there was $250 million outstanding under this facility. On
March 7, 2008, Legg Mason elected to procure a LOC

for a money market fund to support up to $150 million of
the fund’s holdings in certain SIV-issued securities using
capacity on the revolving credit agreement as collateral.
This LOC terminated in accordance with its terms upon

7. LONG-TERM DEBT

Legg Mason’s purchase of the underlying securities from

the fund during fiscal 2009.

The Company’s revolving credit facility is with the same
lenders as the $550 million 5-year term loan, which was
repaid in full during fiscal 2010, described in Note 7
below. This facility has standard financial covenants that
were revised during fiscal 2010, including a maximum
net debt to EBITDA ratio of 2.5 (previously 3.0 on gross
debt) and minimum EBITDA to interest ratio of 4.0. As
of March 31, 2010, Legg Mason’s debt to EBITDA ratio
was 0.9 and EBITDA to interest expense ratio was 7.4.
Legg Mason has maintained compliance with the appli-
cable covenants but if it is determined that compliance
with these covenants may be under pressure, a number
of actions may be taken, including reducing expenses to
increase EBITDA, using available cash to repay all or a
portion of the $250 million outstanding debt subject to
these covenants or seeking to negotiate with lenders to
modify the terms or to restructure the debt.

A subsidiary of Legg Mason maintains a credit line for
general operating purposes. In May 2009, the maxi-

mum amount that may be borrowed on this credit line
was decreased from $40 million to $12 million. There

were no borrowings outstanding under this facility as of
March 31, 2010 and 20009.

Another subsidiary of Legg Mason had a $100 million,
one-year revolving credit agreement for general operating
purposes that expired in September 2009 with no borrow-
ings outstanding.

The accreted value of long-term debt consists of the following:

2010 2009
Current Current
Accreted Unamortized Maturity Accreted
Value Discount Amount Value
5-year term loan $ — $ — $ — $ 550,000
Third-party distribution financing 1,639 — 1,639 4,067
2.5% convertible senior notes 1,051,243 198,757 1,250,000 1,016,798
5.6% senior notes from Equity Units 103,039 — 103,039 1,150,000
Other term loans 14,413 — 14,413 19,325
Subtotal 1,170,334 198,757 1,369,091 2,740,190
Less: current portion 5,154 — 5,154 8,188
Total $1,165,180 $198,757 $1,363,937 $2,732,002




5-Year Term Loan

On October 14, 2005, Legg Mason entered into an unse-
cured term loan agreement for an amount not to exceed
$700 million. Legg Mason used this term loan to pay a
portion of the purchase price, including acquisition related
costs, in the acquisition of CAM. During fiscal 2008 and
2007, Legg Mason repaid an aggregate of $150 million of
the outstanding borrowings on this term loan, and did not
make any payments during fiscal 2009. In January 2010,
Legg Mason repaid in full the $550 million of remaining
outstanding borrowings under this term loan.

Third-Party Distribution Financing

On July 31, 2006, a subsidiary of Legg Mason entered
into a four-year agreement with a financial institution

to finance, on a non-recourse basis, up to $90.7 million
for commissions paid to financial intermediaries in con-
nection with sales of certain share classes of proprietary
funds. The outstanding balance at March 31, 2010 was
$1.6 million. Distribution fee revenues, which are used to
repay the financing, are based on the average AUM of the
respective funds. Interest has been imputed at an average
rate of 2.7%. In April 2009, Legg Mason terminated the
agreement and the outstanding balance will be paid in the
normal course of operations.

2.5% Convertible Senior Notes and

Related Hedge Transactions

On January 14, 2008, Legg Mason sold $1.25 billion of
2.5% convertible senior notes (the “Notes”). The Notes
bear interest at 2.5%, payable semi-annually in cash. Legg
Mason is accreting the carrying value to the principal
amount at maturity using an imputed interest rate of 6.5%
(the effective borrowing rate for nonconvertible debt at

the time of issuance) over its expected life of seven years,
resulting in additional interest expense for fiscal 2010 and
2009 of approximately $34.4 million and $32.3 million,
respectively. The Notes are convertible, if certain condi-
tions are met, at an initial conversion rate of 11.3636
shares of Legg Mason common stock per $1,000 princi-
pal amount of Notes (equivalent to a conversion price of
approximately $88.00 per share), or a maximum of 14.2 mil-
lion shares, subject to adjustment. Unconverted notes
mature in January 2015. Upon conversion of a $1,000
principal amount note, the holder will receive cash in an
amount equal to $1,000 or, if less, the conversion value
of the note. If the conversion value exceeds the principal
amount of the Note at conversion, Legg Mason will also
deliver, at its election, cash or common stock or a combi-
nation of cash and common stock for the conversion value

in excess of $1,000. The amount by which the accreted
value of the Notes exceeds their if-converted value as of
March 31, 2010 (representing a potential loss) is approxi-
mately $95.8 million using a current interest rate of
4.35%. The agreement governing the issuance of the notes
contains certain covenants for the benefit of the initial
purchaser of the notes, including leverage and interest
coverage ratio requirements, that may result in the notes
becoming immediately due and payable if the covenants
are not met. The leverage covenant was waived to accom-
modate the Equity Units issuance in May 2008, discussed
below. Otherwise, Legg Mason has maintained compli-
ance with the applicable covenants.

In connection with the sale of the Notes, on January 14,
2008, Legg Mason entered into convertible note hedge
transactions with respect to its common stock (the
“Purchased Call Options”) with financial institution
counterparties (“Hedge Providers”). The Purchased Call
Options are exercisable solely in connection with any con-
versions of the Notes in the event that the market value
per share of Legg Mason common stock at the time of
exercise is greater than the exercise price of the Purchased
Call Options, which is equal to the $88 conversion price
of the Notes, subject to adjustment. Simultaneously, in
separate transactions Legg Mason also sold to the Hedge
Providers warrants to purchase, in the aggregate and sub-
ject to adjustment, 14.2 million shares of common stock
on a net share-settled basis at an exercise price of $107.46
per share of common stock. The Purchased Call Options
and warrants are not part of the terms of the Notes and
will not affect the holders rights under the Notes. These
hedging transactions had a net cost of $83 million, which
was paid from the proceeds of the Notes and recorded as a
reduction of Additional paid-in capital.

If, when the Notes are converted, the market price per
share of Legg Mason common stock exceeds the $88 exer-
cise price of the Purchased Call Options, the Purchased
Call Options entitle Legg Mason to receive from the
Hedge Providers shares of Legg Mason common stock,
cash, or a combination of shares of common stock and
cash, that will match the shares or cash Legg Mason

must deliver under terms of the Notes. Additionally, if at
the same time the market price per share of Legg Mason
common stock exceeds the $107.46 exercise price of

the warrants, Legg Mason will be required to deliver to
the Hedge Providers net shares of common stock, in an
amount based on the excess of such market price per share
of common stock over the exercise price of the warrants.
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These transactions effectively increase the conversion
price of the Notes to $107.46 per share of common stock.
Legg Mason has contractual rights, and, at execution

of the related agreements, had the ability to settle its
obligations under the conversion feature of the Notes,

the Purchased Call Options and warrants, with Legg
Mason common stock. Accordingly, these transactions are
accounted for as equity, with no subsequent adjustment
for changes in the value of these obligations.

5.6% Senior Notes from Equity Units

In May 2008, Legg Mason issued 23 million Equity Units
for $1.15 billion, of which $50 million was used to pay issu-
ance costs. Each unit consists of a 5% interest in $1,000
principal amount of 5.6% senior notes due June 30, 2021
and a detachable contract to purchase a varying number of
shares of Legg Mason’s common stock for $50 by June 30,
2011. The notes and purchase contracts are separate and dis-
tinct instruments, but their terms are structured to simulate
a conversion of debt to equity and potentially remarketed
debt approximately three years after issuance. The holders’
obligations to purchase shares of Legg Mason’s common
stock are collateralized by their pledge of the notes or other
prescribed collateral. In connection with the issuance of
the Equity Units, Legg Mason incurred issuance costs of
$36.2 million, of which $27.6 million was allocated to

the equity component of the Equity Units and recorded

as a reduction of Additional paid-in capital. The notes are
considered to be mandatorily convertible. For their com-
mitment to purchase shares of Legg Mason’s common
stock, holders also receive quarterly payments, referred to as
Contract Adjustment Payments (“CAP”), at a fixed annual
rate of 1.4% of the commitment amount over the three-year
contract term. Upon issuance of the Equity Units, Legg
Mason recognized a $45.8 million liability for the fair value
of its obligation (based upon discounted cash flows) to pay
unitholders a quartetly contract adjustment payment. This
amount also represented the fair value of Legg Mason’s
commitment under the contract to issue shares of common
stock in the future at designated prices, and was recorded as
a reduction to Additional paid-in capital. The CAP obliga-
tion liability is being accreted over the approximate 3-year
contract term by charges to Interest expense based on a
constant rate calculation. Subsequent contract adjustment

payments reduce the CAP obligation liability, which as of
March 31, 2010 and 2009, was $1.6 million and $31.8 mil-
lion, respectively, and is included in Other liabilities on the
Consolidated Balance Sheets. The decrease in the CAP
obligation liability was primarily due to the Equity Unit
extinguishment discussed below.

Each purchase contract obligates Legg Mason to sell a
number of newly issued shares of common stock that are
based on a settlement rate determined by Legg Mason’s
stock price at the purchase date. The settlement rate
adjusts with the price of Legg Mason stock in a way
intended to maintain the original investment value when
Legg Mason’s common stock is priced between $56.30
and $67.56 per share. The settlement rate is 0.7401 shares
of Legg Mason common stock, subject to adjustment,

for each Equity Unit if the market value of Legg Mason
common stock is at or above $67.56. The settlement rate
is 0.8881 shares of Legg Mason common stock, subject to
adjustment, for each Equity Unit if the market value of
Legg Mason common stock is at or below $56.30. If the
market value of Legg Mason common stock is between
$56.30 and $67.56, the settlement rate will be a number
of shares of Legg Mason common stock equal to $50
divided by the market value.

During the September 2009 quarter, Legg Mason com-
pleted a tender offer and retired 91% of its outstanding
Equity Units (20.9 million units) including the extin-
guishment of $1.05 billion of its outstanding 5.6% Senior
notes and termination of the related purchase contracts in
exchange for the issuance of 18.6 million shares of Legg
Mason common stock and a payment of $130.9 million in
cash. The cash payment was allocated between the liabil-
ity and equity components of the Equity Units based on
relative fair values, resulting in a loss on debt extinguish-
ment of $22.0 million (including a non-cash charge of
$6.3 million of accelerated expense of deferred issue costs)
and a decrease in additional paid-in capital of $115.2 mil-
lion. The maximum number of shares that may be issued
for the remaining Equity Units, subject to adjustment, is
1.8 million. As the purchase contracts were deemed to be
equity upon issuance, Legg Mason will not incur a gain or
loss on the outstanding Equity Units, if settled in accor-
dance with their original terms.



Shares of Legg Mason’s common stock issuable under the
Equity Unit purchase contracts are currently antidilu-

tive under the treasury stock method because the market
price of Legg Mason common stock is less than $67.56
per share. In the event the probability of a successful
remarketing of the Equity Unit notes becomes remote, the
amount of shares issuable under the purchase contracts
that must be included in diluted earnings per share would
be determined under the if-converted method.

Legg Mason has the option to remarket the remaining
notes beginning December 27, 2010, and is required to
attempt to remarket the notes by June 30, 2011. Upon
a successful remarketing, the interest rate and maturity
date of the senior notes will be reset such that the notes
may remain outstanding for some time after the exercise
of the purchase contracts and the related issuance of
Legg Mason common shares. If such remarketing is not
successful during this period, the note holders can put
their notes at par to Legg Mason upon the settlement
of the purchase contracts. Further, notes not redeemed
or remarketed by June 30, 2013, can be called at par by
Legg Mason.

Other Term Loans

A subsidiary of Legg Mason entered into a loan in fiscal
2005 to finance leasehold improvements. The outstanding
balance at March 31, 2010 was $2.3 million, which bears
interest at 4.2% and is due October 31, 2010. In fiscal
20006, a subsidiary of Legg Mason entered into a $12.8 mil-
lion term loan agreement to finance the acquisition of an
aircraft. The loan bears interest at 5.9%, is secured by the
aircraft, and has a maturity date of January 1, 2016. The
outstanding balance at March 31, 2010 was $10.1 million.

As of March 31, 2010, the aggregate maturities of long-
term debt (current accreted value of $1,369,091), based on
their contractual terms, are as follows:

2011 $ 5,154
2012 2,329
2013 843
2014 894
2015 1,250,948
Thereafter 108,923
Total $1,369,091

Interest Rate Swap

Effective December 1, 2005, Legg Mason executed a
3-year amortizing interest rate swap (“Swap”) with a
large financial institution to hedge interest rate risk on a
portion of its $700 million, 5-year term loan. Under the
terms of the Swap, Legg Mason paid a fixed interest rate
0f 4.9% on a notional amount of $400 million. During
the March 2007 quarter, this Swap began to unwind at
$50 million per quarter. Quarterly payments or receipts
under the Swap exactly offset changes in the floating rate
interest payments on $400 million in principal of the
term loan. Since the terms and conditions of the hedge
were not expected to be changed, then as long as at least
the unamortized balance of the Swap was outstanding on
the 5-year term loan, the Swap continued to be an effec-
tive cash flow hedge. As a result, changes in the market
value of the Swap were recorded as a component of Other
comprehensive income. The Swap matured on December 1,
2008 and the estimated unrealized loss previously included
in Other comprehensive income of $157 was realized as
Other non-operating income (expense) on the maturity
date. This amount was offset by lower interest expense on

the hedged debt.
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8. INCOME TAXES

The components of income (loss) before income tax provision (benefit) are as follows:

2010 2009 2008
Domestic $207,210 $(3,053,327) $210,073
Foreign 122,446 (134,870) 227,254
Total $329,656 $(3,188,197) $437,327

The components of income tax expense (benefit) are as follows:

2010 2009 2008
Federal $ 78,224 $(1,075,462) $ 89,558
Foreign 14,066 32,845 52,698
State and local 26,386 (180,586) 31,240
Total income tax provision (benefit) $118,676 $(1,223,203) $ 173,496
Current $ 4,729 $ (405,726) $ 349,145
Deferred 113,947 (817,477) (175,649)
Total income tax provision (benefit) $118,676 $(1,223,203) $ 173,496
Legg Mason received approximately $580 million in tax temporarily extend the net operating loss carryback period
refunds during the June 2009 quarter, primarily attrib- from two to five years enabled Legg Mason to utilize an
utable to the utilization of $1.6 billion of realized losses additional $1.3 billion of net operating loss deductions
incurred in fiscal 2009 on the sale of securities issued by and, as a result, an additional $459 million in tax refunds
SIVs. Federal legislation, enacted in November 2009 to was received in January 2010.

A reconciliation of the difference between the effective income tax rate and the statutory federal income tax rate is as follows:

2010 20090 2008™W
Tax provision (benefit) at statutory U.S. federal income tax rate 35.0% (35.00% 35.0%
State income taxes, net of federal income tax benefit® 2.5 (3.3) 4.7
Effect of foreign tax rates® (3.5) 0.1 (2.5)
Repatriation of foreign earnings — — 4.1
Loss on Canadian restructuring — (2.9) —
Changes in tax rates on deferred tax assets and liabilities — — (4.0)
Other non-deductible expenses, principally goodwill impairment in 2009 1.5 2.6 0.9
Other, net 0.5 0.1 1.5
Effective income tax (benefit) rate 36.0% (38.4)% 39.7%

(1) Certain prior year amounts have been reclassified to conform with the current year presentation.
(2) State income taxes include changes in valuation allowances, net of the impact on deferred tax assets of changes in state apportionment factors and planning strategies. The
effect of foreign tax rates also includes changes in valuation allowances.



Deferred income taxes are provided for the effects of temporary differences between the tax basis of an asset or liability
and its reported amount in the Consolidated Balance Sheets. These temporary differences result in taxable or deduct-

ible amounts in future years. A summary of Legg Mason’s deferred tax assets and liabilities are as follows:

2010 2009"
DEFERRED TAX ASSETS
Accrued compensation and benefits $129,389 $122,095
Accrued expenses 55,252 59,696
Operating loss carryforwards 270,672 598,562
Capital loss carryforwards 42,404 41,988
Unrealized net losses 5,456 40,664
Deferred liquidity fund support charges — 5,582
Convertible debt obligations 6,579 3,246
Foreign tax credit carryforward 40,617 30,964
Other 12,234 13,328
Deferred tax assets 562,603 916,125
Valuation allowance (87,605) (35,542)
Deferred tax assets after valuation allowance $474,998 $880,583
2010 2009

DEFERRED TAX LIABILITIES
Basis differences, principally for intangible

assets and goodwill $246,288 $249,383
Depreciation and amortization 169,069 36,057
Other 630 541
Deferred tax liabilities 415,987 285,981
Net deferred tax asset $ 59,011 $594,602

(1) Certain prior year deferred tax assets related to accrued compensation and benefits, unrealized losses and loss carryforwards have been reclassified to conform with the

current year presen(ation.

Certain tax benefits associated with Legg Mason’s employee
stock plans are recorded directly in Stockholders’ equity.
No tax benefit was recorded to equity in 2010 or 2009 due
to the net operating loss position of the Company. As of
March 31, 2010, an additional $3.9 million of net operating
loss will be recognized as an increase in stockholders’ equity
when ultimately realized.

In connection with the sale of the Notes in January 2008,
Legg Mason entered into the Purchase Call Options with
the Hedge Providers (see Note 7). For income tax pur-
poses, the call options and Notes are considered part of a
single, integrated transaction and the $297.5 million cost
of the call options is therefore tax deductible over the term
of the Notes. For financial statements purposes, $272 mil-
lion was established as debt discount and will be amor-
tized to interest expense over the 7-year term of the Notes.
Accordingly, Legg Mason will generate future net tax
benefits of $9.7 million over a period of up to the 7-year
term of the notes. The benefit of this deferred tax asset

was recorded as an increase in additional paid-in capital
and therefore will not reduce future tax provisions.

At March 31, 2010, the gross deferred tax asset related to
the call options is $218.2 million and the gross deferred
tax liability related to the debt discount is $198.7 million.
The net balance at March 31, 2010 is a deferred tax asset
of $7.6 million. These benefits are partially offset by tem-
porary differences associated with the Equity Units.

Legg Mason has various loss carryforwards that may
provide future tax benefits. Related valuation allowances
are established in accordance with accounting guidance
for income taxes, if it is management’s opinion that it

is more likely than not that these benefits will not be
realized. Substantially all of Legg Mason’s deferred tax
assets relate to U.S. and United Kingdom (“U.K.”) taxing
jurisdictions. As of March 31, 2010, U.S. federal deferred
tax assets aggregated $611 million, realization of which is
expected to require approximately $4.0 billion of future
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U.S. earnings, approximately $116 million of which must
be in the form of foreign source income. Based on esti-
mates of future taxable income, using the same assump-
tions as those used in Legg Mason’s goodwill impairment
testing, it is more likely than not that current federal tax
benefits are realizable and no valuation allowance is neces-
sary at this time. To the extent the analysis of the realiza-
tion of deferred tax assets relies on deferred tax liabilities,
Legg Mason has considered the timing, nature and
jurisdiction of reversals. While tax planning may enhance
Legg Mason’s tax positions, the realization of these cur-
rent tax benefits is not dependent on any significant tax
strategies. As of March 31, 2010, U.S. state deferred tax

assets aggregated $212 million. Due to limitations on net
operating loss and capital loss carryforwards and, taking
into consideration certain state tax planning strategies,

a valuation allowance has been established for the state
capital loss and net operating loss benefits in certain juris-
dictions in the amount of $49.2 million for fiscal year
2010. Due to the uncertainty of future state apportion-
ment factors and future effective state tax rates, the value
of state net operating loss benefits ultimately realized may
vary. As of March 31, 2010, U.K. deferred tax assets, net
of valuation allowances, are not material. An additional
valuation allowance of $2.9 million was recorded on for-
eign deferred tax assets relating to various jurisdictions.

The following deferred tax assets and valuation allowances relating to carryforwards have been recorded at March 31,

2010 and 2009, respectively.

Expires Beginning
2010 2009 after Fiscal Year
DEFERRED TAX ASSETS
U.S. federal net operating losses $119,328 $504,779 2029
U.S. federal foreign tax credits 40,617 30,964 2015
U.S. state net operating losses"** 121,475 62,065 2015
U.S. state capital losses 34,833 34,833 2015
Non-U.S. net operating losses 29,869 31,718 2010
Non-U.S. capital losses” 7,571 7,155 n/a
Total deferred tax assets for carryforwards $353,693 $671,514
VALUATION ALLOWANCES
U.S. state net operating losses $ 15,341 $ 989
U.S. state capital losses 34,833 —
Non-U.S. net operating losses 29,860 27,398
Non-U.S. capital losses 7,571 7,155
Total valuation allowances $ 87,605 $ 35,542

(1) Due to the Permal acquisition structure, for periods prior to December 1, 2009, U.S. subsidiaries of Permal filed separate federal income tax returns, apart from Legg
Mason Inc.’s consolidated federal income tax return, and separate state income tax returns.

(2) Substantially all of the U.S. state net operating losses carryforward through fiscal year 2029.

(3) Due to the volatility in the factors relating to apportionment of income to various states, the Company’s effective state tax rates are subject to fluctuation which will impact
the value of the Company’s deferred tax assets, including net operating losses, and could have a material impact on the future effective tax rate of the Company.

Legg Mason had total gross unrecognized tax benefits and $21.1 million, respectively, (net of the federal benefit

of approximately $51.0 million, $43.7 million and for state tax liabilities) are the amounts of unrecognized
$29.3 million as of March 31, 2010, 2009, and 2008,

respectively. Of these totals, $42.1 million, $34.3 million

benefits which, if recognized, would favorably impact
future income tax provisions and effective tax rates.



A reconciliation of the beginning and ending amount of unrecognized gross tax benefits for the years ended March 31,

2010, 2009 and 2008 is as follows:

2010 2009 2008
Balance, beginning of year $43,662 $ 29,287 $28,706
Additions based on tax positions related to the current year 2,830 15,756 6,192
Additions for tax positions of prior years 12,664 14,366 3,110
Reductions for tax positions of prior years (5,846) (4,082) (7,941)
Decreases related to settlements with taxing authorities (515) (11,665) —
Expiration of statute of limitations (1,768) — (780)
Balance, end of year $51,027 $ 43,662 $29,287

As of March 31, 2010, management does not anticipate
any material increases or decreases in the amounts of
unrecognized tax benefits over the next twelve months.

The Company accrues interest related to unrecognized
tax benefits in interest expense and recognizes penalties in
other operating expense. During the years ended March 31,
2010, 2009, and 2008, the Company recognized approxi-
mately $2.2 million, $5.4 million, and $1.2 million, respec-
tively, which was substantially all interest. At March 31,
2010, 2009, and 2008, Legg Mason had approximately
$6.0 million, $5.0 million, and $2.9 million, respectively,
accrued for interest and penalties on tax contingencies in
the Consolidated Balance Sheets.

Legg Mason is under examination by the Internal Revenue
Service and other tax authorities in various states. The fol-
lowing tax years remain open to income tax examination
for each of the more significant jurisdictions where Legg
Mason is subject to income taxes: after fiscal year 2005 for
U.S. federal; after fiscal year 2005 for the United Kingdom;
after fiscal year 2002 for the state of Connecticut; after fis-
cal year 2003 for the state of California; after fiscal year
2005 for the state of New York; and after fiscal year 2006
for the state of Maryland. The Company does not anticipate
making any significant cash payments with the settlement
of these audits.

During the quarter ended September 30, 2007, the United
Kingdom enacted the Finance Act of 2007, which reduced
the corporate tax rate from 30% to 28% for tax periods
ending after April 1, 2008. The impact on prior deferred
tax liabilities at the time of the change in fiscal 2008 was a
one-time tax benefit approximating $18.5 million.

In fiscal 2008, Legg Mason initiated plans to repatri-

ate earnings from certain foreign subsidiaries for up to
$225 million. It had been anticipated that these earnings
would be used for the contingent acquisition payments to
the former owners of Permal discussed in Note 9. During
fiscal 2008, $36 million was repatriated under this plan
and an additional income tax provision of approximately
$18.4 million (net of foreign tax credits not previously
recognized) was recognized. Although all Permal pay-
ments have now been made and therefore the original
premise for establishing the deferred tax liability is no
longer applicable, Legg Mason still intends to repatriate
these earnings to create foreign source income in order

to utilize foreign tax credits that may otherwise expire
unutilized. No further repatriation beyond the original
$225 million of foreign earnings is contemplated.

Except as noted above, Legg Mason intends to permanently
reinvest cumulative undistributed earnings of its non-U.S.
subsidiaries in non-U.S. operations. Accordingly, no U.S.
federal income taxes have been provided for the undis-
tributed earnings to the extent that they are permanently
reinvested in Legg Mason’s non-U.S. operations. It is not
practical at this time to determine the income tax liability
that would result upon repatriation of the earnings.

9. COMMITMENTS AND CONTINGENCIES
Legg Mason leases office facilities and equipment under
non-cancelable operating leases and also has multi-year
agreements for certain services. These leases and service
agreements expire on varying dates through fiscal 2025.
Certain leases provide for renewal options and contain
escalation clauses providing for increased rentals based
upon maintenance, utility and tax increases.
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As of March 31, 2010, the minimum annual aggregate
rentals under operating leases and servicing agreements
are as follows:

2011 $ 139,174
2012 121,766
2013 107,195
2014 88,659
2015 80,415
Thereafter 593,101
Total $1,130,310

The table above does not include aggregate obligations
of $33.7 million for property and equipment under
capital leases.

One such lease was amended during fiscal 2008 to include
a put/purchase option agreement with the owner of land
and a building. The agreement is for a fixed price of
$29.0 million, if executed. The seller has a put option
through December 2012 and beginning in November
2011 a buyer purchase option becomes exercisable. A
$4 million escrow deposit was made in connection with
the put/purchase option agreement.

The minimum rental commitments in the table above
have not been reduced by $153.7 million for minimum
sublease rentals to be received in the future under non-
cancelable subleases, of which approximately 57% is due
from one counterparty. If a sub-tenant defaults on a sub-
lease, Legg Mason may have to incur operating charges to
reflect expected future sublease rentals at reduced amounts,
as a result of the current commercial real estate market.

The above minimum rental commitments includes $1.0 bil-
lion in real estate leases and equipment leases and $92.3 mil-
lion in service and maintenance agreements.

Included in the table above is $16.1 million in commit-
ments related to office space that has been vacated, but
for which a sublease is being pursued. A lease liability was
adjusted in fiscal 2010 to reflect the present value of the
excess existing lease obligations over the estimated sublease
income and related costs. The lease liability takes into
consideration various assumptions, including the amount
of time it will take to secure a sublease agreement and
prevailing rental rates in the applicable real estate markets.
These, and other related costs incurred during fiscal 2010,
aggregated $19.3 million.

The following table reflects rental expense under all oper-
ating leases and servicing agreements.

2010 2009 2008
Rental expense $137,771 $127,949 $128,111
Less: sublease income 8,573 15,488 10,870
Net rent expense $129,198 $112,461 $117,241

Legg Mason recognizes rent expense ratably over the
lease period based upon the aggregate lease payments.
The lease period is determined as the original lease term
without renewals, unless and until the exercise of lease
renewal options is reasonably assured, and also includes
any period provided by the landlord as a “free rent”
period. Aggregate lease payments include all rental pay-
ments specified in the contract, including contractual
rent increases, and are reduced by any lease incentives
received from the landlord, including those used for ten-
ant improvements.

As of March 31, 2010 and 2009, Legg Mason had com-
mitments to invest approximately $45,697 and $29,466,
respectively, in limited partnerships that make private
investments. These commitments will be funded as
required through the end of the respective investment
periods ranging through fiscal 2018.

During fiscal 2008, Legg Mason recorded contingent
payment obligations of $160 million related to the Permal
acquisition in addition to the $161 million previously
recorded obligation. During fiscal year 2008, payments of
$240 million were made to the former owners of Permal
of which $208 million was paid in cash and the balance
was in common stock. In fiscal 2010, Legg Mason paid
$171 million in cash to the former owners of Permal for
the fourth anniversary payment under the purchase con-
tract for the acquisition of the remaining preference shares
issued by Permal. In addition, in December 2009, Legg
Mason elected to purchase, for $9 million, the rights of
the sellers of the preference shares to receive an earnout
payment on the sixth anniversary in November 2011 of
up to $149 million. As a result of this transaction, there
will be no further payments for the Permal acquisition.
See Note 2, Acquisitions and Dispositions, for additional
information related to the Permal acquisition.

See Note 17, Liquidity Fund Support, for additional infor-
mation related to Legg Mason’s commitments.



In the normal course of business, Legg Mason enters into
contracts that contain a variety of representations and war-
ranties and which provide general indemnifications. Legg
Mason’s maximum exposure under these arrangements is
unknown, as this would involve future claims that may be
made against Legg Mason that have not yet occurred.

Legg Mason has been the subject of customer complaints
and has also been named as a defendant in various legal
actions arising primarily from securities brokerage, asset
management and investment banking activities, including
certain class actions, which primarily allege violations of
securities laws and seek unspecified damages, which could
be substantial. Legg Mason is also involved in governmen-
tal and self-regulatory agency inquiries, investigations and
proceedings. In the Citigroup transaction, Legg Mason
transferred to Citigroup the subsidiaries that constituted
its Private Client/Capital Markets (“PC/CM”) businesses,
thus transferring the entities that would have primary
liability for most of the customer complaint, litigation
and regulatory liabilities and proceedings arising from
those businesses. However, as part of that transaction,
Legg Mason agreed to indemnify Citigroup for most
customer complaint, litigation and regulatory liabilities

of Legg Mason’s former PC/CM businesses that result
from pre-closing events. While the ultimate resolution of
these matters cannot be currently determined based on
current information, after consultation with legal counsel,
management believes that any accrual or range of reason-
ably possible losses as of March 31, 2010 or 2009, is not
material. Similarly, although Citigroup transferred to
Legg Mason the entities that would be primarily liable for
most customer complaint, litigation and regulatory liabili-
ties and proceedings of the CAM business, Citigroup

has agreed to indemnify Legg Mason for most customer
complaint, litigation and regulatory liabilities of the CAM
business that result from pre-closing events. In accordance
with guidance for accounting for contingencies, Legg
Mason has established provisions for estimated losses
from pending complaints, legal actions, investigations and
proceedings. After consultation with legal counsel, Legg
Mason does not believe that the resolution of these actions
will have a material adverse effect on Legg Mason’s finan-
cial condition. However, the results of operations could
be materially affected during any period if liabilities in
that period differ from Legg Mason’s prior estimates,

and Legg Mason’s cash flows could be materially affected
during any period in which these matters are resolved. In
addition, the ultimate costs of litigation related charges
can vary significantly from period to period, depending

on factors such as market conditions, the size and volume
of customer complaints and claims, including class action
suits, and recoveries from indemnification, contribution
or insurance reimbursement.

Legg Mason and a current and former officer, together with
an underwriter in a public offering, were named as defen-
dants in a consolidated legal action. The action alleged that
the defendants violated the Securities Act of 1933 by omit-
ting certain material facts with respect to the acquisition

of Citigroup’s worldwide asset management business in a
prospectus used in a secondary stock offering in order to
artificially inflate the price of Legg Mason common stock.
On March 17, 2008, the action was dismissed with preju-
dice and on September 30, 2009, the dismissal was upheld
on appeal. The plaintiffs have no further avenue to appeal
the dismissal so this proceeding has concluded.

As of March 31, 2010 and 2009, Legg Mason’s liabilicy
for losses and contingencies was $21,500 and $1,800,
respectively. During fiscal 2010, 2009 and 2008, Legg
Mason recorded litigation-related charges of approxi-
mately $21,200, $600, and $1,100, respectively (net of
recoveries of $100 in fiscal 2008). The charge in fiscal
2010 primarily represents a $19 million reserve for an
affiliate investor settlement, which was settled subsequent
to March 31, 2010. During fiscal 2010, 2009, and 2008,
the liability was reduced for settlement payments of
approximately $1,500, $500, and $2,100, respectively.

10. EMPLOYEE BENEFITS

Legg Mason, through its subsidiaries, maintains vari-

ous defined contribution plans covering substantially all
employees. Through its primary plan, Legg Mason can
make two types of discretionary contributions. One is a
profit sharing contribution to eligible Plan participants
based on a percentage of qualified compensation and the
other is a 50% match of employee 401(k) contributions up
to 6% of employee compensation with a maximum of five
thousand dollars per year. Profit sharing and matching
contributions amounted to $18,199 and $39,446 in fis-
cal 2010 and 2008, respectively. Matching contributions
amounted to $14,366 in fiscal 2009. Legg Mason elected
to not make a profit sharing contribution in fiscal 2009.
In addition, employees can make voluntary contributions
under certain plans.

11. CAPITAL STOCK

At March 31, 2010, the authorized numbers of common,
preferred and exchangeable shares were 500 million, 4 mil-
lion and an unlimited number, respectively. In addition,
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at March 31, 2010 and 2009, there were 16.4 million
and 10.9 million shares of common stock, respectively,
reserved for issuance under Legg Mason’s equity plans
and 1.1 million and 1.2 million common shares, respec-
tively, reserved for exchangeable shares issued in con-
nection with the acquisition of Legg Mason Canada Inc.
Exchangeable shares are exchangeable at any time by the
holder on a one-for-one basis into shares of Legg Mason’s
common stock and are included in basic shares outstand-
ing. During fiscal 2010, Legg Mason announced a plan to
terminate the exchangeable share arrangement, in accor-
dance with its terms, and in May 2010 all outstanding
exchangeable shares were converted into shares of Legg
Mason common stock.

In connection with the acquisition of CAM, Legg Mason
issued 13.35 shares, $10 par value per share, of non-voting
Legg Mason convertible preferred stock, which were con-
vertible, upon transfer into 13.35 million shares of common
stock. During fiscal 2009, Legg Mason issued approxi-
mately 0.36 million common shares, upon conversion of
approximately 0.36 of the non-voting convertible preferred

stock. Also, during fiscal 2008, Legg Mason repurchased
2.5 shares of the non-voting convertible preferred stock
using proceeds from the 2.5% convertible senior notes. As
of March 31, 2010 and 2009, there were no outstanding
shares of non-voting convertible preferred stock.

As discussed in Note 7, in May 2008, Legg Mason issued
$1.15 billion of Equity Units, each unit consisting of a 5%
interest in $1,000 principal amount of senior notes due
June 30, 2021, and a purchase contract committing the
holder to purchase shares of Legg Mason’s common stock
by June 30, 2011. During fiscal 2010, Legg Mason issued
18.6 million shares through the Equity Unit tender offer
in exchange for 91% of the outstanding Equity Units. As
of March 31, 2010, the maximum amount of shares that
could be issued, and are reserved for issuance, is approxi-
mately 1.8 million, subject to adjustment. Also discussed
in Note 7, in January 2008, Legg Mason issued $1.25 bil-
lion of 2.5% contingent convertible senior notes, which, if
certain conditions are met, could result in the issuance of
a maximum of 14.2 million shares of Legg Mason com-
mon stock, subject to adjustment.

Changes in common stock and shares exchangeable into common stock for the three years ended March 31, 2010,

2009 and 2008 are as follows:

Years Ended March 31,
2010 2009 2008

COMMON STOCK
Beginning balance 141,853 138,556 131,777
Shares issued for:

Stock option exercises and other stock-based compensation 72 1,094 1,569

Deferred compensation trust 133 155 53

Deferred compensation 662 922 298

Exchangeable shares 123 761 82
Shares repurchased and retired —_ — (1,140)
Permal contingent payment — — 392
Conversion of non-voting preferred stock — 365 5,525
Equity Units exchange 18,596 — —
Ending balance 161,439 141,853 138,556
SHARES EXCHANGEABLE INTO COMMON STOCK
Beginning balance 1,222 1,983 2,065
Exchanges (123) (761) (82)
Ending balance 1,099 1,222 1,983




Dividends declared per share were $0.12, $0.96 and $0.96
for fiscal 2010, 2009 and 2008, respectively. Dividends
declared but not paid at March 31, 2010, 2009 and 2008
were $4,844, $34,043 and $33,103, respectively, and are

included in Other current liabilities.

On May 10, 2010, Legg Mason announced that its Board of
Directors replaced its existing stock buyback authority with
the authority to purchase up to $1 billion worth of Legg
Mason common stock. There is no expiration date attached
to this new authorization.

On May 24, 2010, Legg Mason entered into separate
accelerated share repurchase agreements (each an “ASR
Agreement”) with each of two financial institutions
(each a “Counterparty”) to repurchase, in the aggre-
gate, $300 million of Legg Mason common stock. Legg
Mason’s repurchases under the ASR Agreements are part
of the $1 billion share repurchase program announced on
May 10, 2010. Under the ASR Agreements, Legg Mason
will pay $300 million to the Counterparties from avail-
able cash on hand to repurchase outstanding shares of

its common stock and will receive a substantial majority
of the shares to be delivered under the agreements on or
about June 21, 2010. The specific number of shares that
ultimately will be repurchased under the agreements

will be based generally on the volume-weighted average
share price of Legg Mason’s common stock during the
term of the agreements, subject to provisions that estab-
lish minimum and maximum numbers of shares. The
Counterparties are expected to purchase shares of Legg
Mason common stock in the open market in connection
with the accelerated share buyback. The ASR Agreements
contemplate that final settlement may occur in August or
September 2010, at a time selected by each Counterparty
in its discretion, although earlier or later settlement is pos-
sible in certain circumstances. At settlement, Legg Mason
may be entitled to receive additional shares of common
stock or cash and under certain limited circumstances

may have an obligation to the Counterparties which can
be settled, at Legg Mason’s discretion, by making a pay-

ment or delivering common stock to the Counterparties.
All of the repurchased shares will be retired.

Legg Mason currently intends to use a portion of its avail-
able cash to purchase an additional $100 million of Legg
Mason common stock by the end of fiscal 2011. During
the fiscal years ended March 31, 2010 and 2009, no shares
were repurchased. During the fiscal year ended March 31,
2008, 1.1 million shares were repurchased under the prior
authorization for $97,945.

In fiscal 2008, Legg Mason issued 392 common shares
in connection with the contingent acquisition payment
made to the former owners of Permal as discussed in
Note 2.

12. STOCK-BASED COMPENSATION

Legg Mason’s stock-based compensation includes stock
options, employee stock purchase plans, restricted stock
awards and units, performance shares payable in com-
mon stock, and deferred compensation payable in stock.
Effective July 28, 2009, the number of shares authorized
to be issued under Legg Mason’s active equity incen-

tive stock plan was increased by 6 million to 35 million.
Shares available for issuance as of March 31, 2010 were
approximately 10 million. Options under Legg Mason’s
employee stock plans have been granted at prices not less
than 100% of the fair market value. Options are generally
exercisable in equal increments over three to five years and
expire within five to ten years from the date of grant.

Compensation expense relating to stock options, the stock
purchase plan and deferred compensation payable in stock
for the years ended March 31, 2010, 2009 and 2008 was
$17,770, $22,964 and $24,588, respectively. The related
income tax benefit for the years ended March 31, 2010, 2009
and 2008 was $6,285, $8,837 and $9,486, respectively.
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Stock option transactions under Legg Mason’s equity incentive plans during the years ended March 31, 2010, 2009 and

2008, respectively, are summarized below:

Weighted-Average

Number Exercise Price

of Shares Per Share
Options outstanding at March 31, 2007 6,478 $ 53.48
Granted 933 100.77
Exercised (1,675) 28.43
Canceled/forfeited (272) 94.00
Options outstanding at March 31, 2008 5,464 $ 67.20
Granted 1,496 29.54
Exercised (1,104) 25.01
Canceled/forfeited (656) 68.24
Options outstanding at March 31, 2009 5,200 $ 65.19
Granted 1,457 26.82
Exercised (45) 26.31
Canceled/forfeited (845) 49.83
Options outstanding at March 31, 2010 5,767 $ 58.05

The total intrinsic value of options exercised during the years ended March 31, 2010, 2009 and 2008 was $160, $10,456
and $109,626, respectively. At March 31, 2010, the aggregate intrinsic value of options outstanding was $8,368.

The following information summarizes Legg Mason’s stock options outstanding at March 31, 2010:

Weighted-Average Weighted-Average
Exercise Option Shares Exercise Price Remaining Life
Price Range Outstanding Per Share (in years)
$ 12.65-$ 25.00 464 $ 16.08 6.6
25.01- 35.00 2,710 29.68 5.9
35.01- 94.00 433 52.82 2.0
94.01- 100.00 606 95.23 4.3
100.01- 132.18 1,554 107.01 4.3
5,767

At March 31, 2010, 2009 and 2008, options were exercis-
able on 2,522, 2,455, and 3,197 shares, respectively, and
the weighted-average exercise prices were $76.08, $67.05
and $45.54, respectively. Stock options exercisable at
March 31, 2010 have a weighted-average remaining con-
tractual life of 3.3 years. At March 31, 2010, the aggregate

intrinsic value of options exercisable was $1,863.

The following information summarizes Legg Mason’s
stock options exercisable at March 31, 2010:

Weighted-Average

Exercise Option Shares Exercise Price
Price Range Exercisable Per Share
$ 12.65-% 25.00 69 $ 15.07
25.01- 35.00 590 28.94
35.01- 94.00 425 52.22
94.01- 100.00 365 95.23
100.01- 132.18 1,073 108.89

2,522




The following information summarizes unvested stock
options under Legg Mason’s equity incentive plans for the
year ended March 31, 2010:

Weighted-Average
Number Grant Date
of Shares Fair Value
Shares unvested at
March 31, 2009 2,745 $22.70
Granted 1,457 12.09
Vested” (805) 28.47
Canceled/forfeited (152) 21.53
Shares unvested at
March 31, 2010 3,245 $17.04

(1) Generally, vesting occurs in July of each year. For stock options granted in fiscal
2011, annual vesting occurs in May of each year.

Unamortized compensation cost related to unvested
options at March 31, 2010 was $43,452 and is expected to
be recognized over a weighted-average period of 2.0 years.

Cash received from exercises of stock options under Legg
Mason’s equity incentive plans was $1,829, $25,463 and
$30,944 for the years ended March 31, 2010, 2009 and
2008, respectively. The tax benefit expected to be realized
for the tax deductions from these option exercises totaled
$15, $3,853 and $41,189 for the years ended March 31,
2010, 2009 and 2008, respectively.

The weighted-average fair value of stock options granted
in fiscal 2010, 2009 and 2008, using the Black-Scholes
option pricing model, was $12.09, $13.36 and $31.76 per

share, respectively.

The following weighted-average assumptions were used in
the model for grants in fiscal 2010, 2009, and 2008:

2010 2009 2008

Expected dividend yield 1.45%  0.89%  0.81%
Risk-free interest rate 2.86% 3.46% 4.71%
Expected volatility 55.26% 56.65% 29.17%
Expected lives (in years) 5.17 5.28 4.95

Legg Mason uses an equally weighted combination
of both implied and historical volatility to measure
expected volatility for calculating Black-Scholes
option values.

Legg Mason has a qualified Employee Stock Purchase
Plan covering substantially all U.S. employees. Shares
of common stock are purchased in the open market on
behalf of participating employees, subject to a 4.5 mil-
lion total share limit under the plan. Purchases are made
through payroll deductions and Legg Mason provides a
10% contribution towards purchases, which is charged to
earnings. During the fiscal years ended March 31, 2010,
2009 and 2008, approximately 147, 188 and 59 shares,
respectively, have been purchased in the open market on
behalf of participating employees.

On January 28, 2008, the Compensation Committee

of Legg Mason approved grants to senior officers of 120
market-based performance shares that upon vesting,
subject to certain conditions, are distributed as shares of
common stock. The grants will vest ratably on January 28
of each of the five years following the grant date, upon
attaining the service criteria and the stock price hurdles
beginning at $77.97 in year one and ending at $114.15 in
year five.

The weighted-average fair value per share for these awards
of $11.81 was estimated as of the grant date using a grant

price of $70.88, and a Monte Carlo option-pricing model

with the following assumptions:

Expected dividend yield 1.33%
Risk-free interest rate 3.30%
Expected volatility 36.02%

In connection with the termination of one of the senior
officers in fiscal 2009, 20 performance shares were volun-
tarily forfeited, resulting in a charge of $550 representing
an acceleration of expense associated with the unvested
portion of the award.
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Restricted stock transactions during the years ended March 31, 2010, 2009, and 2008, respectively, are summarized below:

Number Weighted-Average

of Shares Grant Date Value
Unvested Shares at March 31, 2007 563 $114.03
Granted 229 92.51
Performance shares granted 120 59.07
Vested (219) 108.16
Canceled/forfeited (51) 115.48
Unvested Shares at March 31, 2008 642 $ 98.30
Granted 956 34.64
Vested (234) 107.21
Canceled/forfeited (40) 79.43
Unvested Shares at March 31, 2009 1,324 $ 50.25
Granted 670 22.12
Vested (4406) 60.19
Canceled/forfeited (52) 54.41
Unvested Shares at March 31, 2010 1,496 $ 35.54

The restricted stock awards were non-cash transactions.
In fiscal 2010, 2009 and 2008, Legg Mason recognized
$26,104, $32,412 and $25,015, respectively, in compen-
sation expense for all restricted stock awards. The tax
benefit expected to be realized for the tax deductions
from restricted stock totaled $3,621, $2,870 and $4,771

for the years ended March 31, 2010, 2009 and 2008,
respectively. Unamortized compensation cost related

to unvested restricted stock awards for 1,496 shares not
yet recognized at March 31, 2010 was $32,321 and is
expected to be recognized over a weighted-average period

of 1.5 years.

Restricted stock unit transactions during the years ended March 31, 2010 and 2009, respectively, are summarized below:

Number Weighted-Average

of Shares Grant Date Value
Unvested Shares at March 31, 2008 — $ —
Granted 19 40.07
Vested (1) 61.85
Canceled/forfeited (1) 61.85
Unvested Shares at March 31, 2009 17 $37.23
Granted 98 23.03
Vested (4) 37.99
Canceled/forfeited (2) 25.44
Unvested Shares at March 31, 2010 109 $24.60

The restricted stock unit awards were non-cash transac-
tions. In fiscal 2010 and 2009, Legg Mason recognized
$1,129 and $217, respectively, in compensation expense
for all restricted stock unit awards. Unamortized compen-
sation cost related to unvested restricted stock unit awards
for 109 shares not yet recognized at March 31, 2010 was
$2,042 and is expected to be recognized over a weighted-
average period of 1.9 years.

In addition to the above, Legg Mason also has an equity

plan for non-employee directors. Under the equity plan,
directors may elect to receive shares of stock or restricted
stock units. Prior to a July 19, 2007 amendment to the

Plan, directors could also elect to receive stock options.

Options granted under either plan are immediately exer-

cisable at a price equal to the market value of the shares

on the date of grant and have a term of not more than ten



years. In fiscal 2010, 2009 and 2008, Legg Mason recog-
nized expense of $1,575, $1,400 and $1,475, respectively,
for awards under this plan. Shares, options, and restricted
stock units issuable under the equity plan are limited to
625 shares in aggregate, of which 184 shares were issued
under the plan as of March 31, 2010. At March 31, 2010,
there were 288 stock options and 53 restricted stock
units outstanding under the non-employee director plan.
There were 27 stock options exercised and 5 restricted
stock units distributed during fiscal 2010. There were 19
restricted stock units granted during fiscal 2010. There
were 41 stock options and no restricted stock units can-
celled or forfeited during fiscal 2010.

Deferred compensation payable in shares of Legg Mason
common stock has been granted to certain employees in an
elective plan. The vesting in the plan is immediate and the
plan provides for discounts of up to 10% on contributions
and dividends. There is no limit on the number of shares
authorized to be issued under the plan. In fiscal 2010,
2009 and 2008, Legg Mason recognized $176, $322 and
$254, respectively, in compensation expense related to this
plan. During fiscal 2010, 2009 and 2008, Legg Mason
issued 128, 125 and 48 shares, respectively, under the plan
with a weighted-average fair value per share at the grant

date of $22.53, $39.62 and $84.11, respectively.
13. DEFERRED COMPENSATION STOCK TRUST

Legg Mason has issued shares in connection with cer-
tain deferred compensation plans that are held in rabbi
trusts. Assets of rabbi trusts are consolidated with those
of the employer, and the value of the employer’s stock

held in the rabbi trusts is classified in stockholders’

equity and accounted for in a manner similar to treasury
stock. Therefore, the shares Legg Mason has issued to

its rabbi trust and the corresponding liability related to
the deferred compensation plans are presented as compo-
nents of stockholders’ equity as Employee stock trust and
Deferred compensation employee stock trust, respectively.
Shares held by the trust at March 31, 2010 and 2009 were
2,205 and 2,003, respectively.

14. EARNINGS PER SHARE

Basic earnings per share is calculated by dividing Net
income or loss attributable to Legg Mason, Inc. by the
weighted-average number of shares outstanding. The
calculation of weighted-average shares includes common
shares, shares exchangeable into common stock and con-
vertible preferred shares that are considered participating
securities. Diluted EPS is similar to basic EPS, but adjusts
for the effect of potential common shares except when
inclusion is antidilutive.

In situations where a net loss is reported, the inclusion

of potentially issuable common shares will decrease the
net loss per share. Since this would be antidilutive, such
shares are excluded from the calculation. Basic and diluted
earnings per share for the fiscal years ended March 31,

2010 and 2009 include all vested shares of restricted stock
related to Legg Mason’s deferred compensation plans.

During fiscal 2010, Legg Mason issued 18,596 shares of
common stock through the Equity Units tender offer and
11,565 shares are included in the weighted-average shares
outstanding for the year ended March 31, 2010.

The following table presents the computations of basic and diluted EPS:

Years Ended March 31
2010 2009 2008

Weighted-average basic shares outstanding 153,715 140,669 142,018
Potential common shares:

Employee stock options 56 — 1,664

Shares related to deferred compensation 455 — 51

Shares issuable upon payment of contingent consideration 1,136 — 243
Total weighted-average diluted shares 155,362 140,669 143,976
Net income (loss) $210,980 $(1,964,994) $263,831

Less: Net income (loss) attributable to noncontrolling interests 6,623 2,924 266
Net income (loss) attributable to Legg Mason, Inc. $204,357 $(1,967,918) $263,565
Net income (loss) per share attributable to Legg Mason, Inc.

common shareholders:

Basic $ 1.33 $ (13.99) $ 1.86

Diluted $ 1.32 $ (13.99) $ 1.83
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The diluted EPS calculations for the years ended March 31,
2010, and 2009, exclude any potential common shares
issuable under the convertible 2.5% senior notes or the
convertible Equity Units because the market price of
Legg Mason common stock has not exceeded the price at
which conversion under either instrument would be dilu-
tive using the treasury stock method. Also, the diluted
EPS calculation for the fiscal year ended March 31, 2009
excludes 6,629 potential common shares that are antidilu-
tive due to the net loss for the fiscal year.

Options to purchase 5,130 shares and 2,780 shares for the
fiscal years ended March 31, 2010 and 2008, respectively,
were not included in the computation of diluted earnings
per share because the presumed proceeds from exercising
such options, including related income tax benefits, exceed
the average price of the common shares for the fiscal year
and therefore the options are deemed antidilutive. Diluted
earnings per share for the fiscal years ended March 31,
2010 and 2008, include unvested shares of restricted
stock, except for 1,041 shares and 707 shares, respectively,
which were deemed antidilutive. Also at March 31, 2010,
2009 and 2008, warrants issued in connection with the

convertible note hedge transactions described in Note 7 are
excluded from the calculation of diluted earnings per share
because the effect would be antidilutive. As of March 31,
2010, 2.1 million of the 23.0 million Equity Units issued
in May 2008, that include purchase warrants providing for
the issuance of between 1.5 and 1.8 million shares of Legg
Mason common stock by June 2011, remain outstanding,
as more fully described in Note 7.

15. ACCUMULATED OTHER COMPREHENSIVE
INCOME (LOSS)

Accumulated other comprehensive income includes cumu-
lative foreign currency translation adjustments, net of tax
gains and losses on interest rate swap, and net of tax gains
and losses on investment securities. The change in the
accumulated translation adjustments for fiscal 2010 and
2009 primarily resulted from the impact of changes in
the Brazilian real, the Polish zloty, the British pound, the
Australian dollar and the Canadian dollar in relation to the
U.S. dollar on the net assets of Legg Mason’s subsidiaries in
Brazil, Poland, the United Kingdom, Australia and Canada,
for which the real, the zloty, the pound, the Australian and
Canadian dollar are the functional currencies, respectively.

A summary of Legg Mason’s accumulated other comprehensive income (loss) as of March 31, 2010 and 2009 is as follows:

2010 2009
Foreign currency translation adjustments $58,143 $(2,886)
Unrealized gains on investment securities, net of tax provision of $56 and $68, respectively 84 102
Total $58,227 $(2,784)

16. VARIABLE INTEREST ENTITIES

In the normal course of its business, Legg Mason sponsors
and is the manager of various types of investment vehicles
for clients that are considered VIEs. For its services, Legg
Mason is entitled to receive management fees and may be
eligible, under certain circumstances, to receive additional
subordinate management fees or other incentive fees.
Legg Mason did not sell or transfer assets to any of the
VIEs. Legg Mason’s exposure to risk in these entities is
generally limited to any equity investment it has made or
is required to make and any earned but uncollected man-
agement fees. Uncollected management fees from these
VIEs were not material at March 31, 2010 and 2009. Legg
Mason has not issued any investment performance guar-
antees to these VIEs or their investors.

Legg Mason concludes it is the primary beneficiary of a
VIE if it absorbs a majority of the VIE’s expected losses,
or will receive a majority of the VIE’s expected residual
returns, if any. Legg Mason’s determination of expected
residual returns excludes gross fees paid to a decision
maker. Under current accounting guidance, it is unlikely
that Legg Mason will be the primary beneficiary for VIEs
created to manage assets for clients unless its ownership
interest, including interests of related parties, in a VIE

is substantial, unless Legg Mason may earn significant
performance fees from the VIE or unless Legg Mason

is considered to have a material implied variable inter-
est. In determining whether it is the primary beneficiary
of a VIE, Legg Mason considers both qualitative and
quantitative factors such as the voting rights of the equity



holders, economic participation of all parties, including
how fees are earned by and paid to Legg Mason, related
party ownership, guarantees and implied relationships. In
determining the primary beneficiary, Legg Mason must
make assumptions and estimates about, among other
things, the future performance of the underlying assets
held by the VIE, including investment returns, cash flows
and credit and interest rate risks. In determining whether
a VIE is significant, Legg Mason considers the same fac-
tors used for determination of the primary beneficiary.

During fiscal 2010, 2009 and 2008, Legg Mason had
variable interests in certain liquidity funds to which it
provided various forms of credit and capital support as
described in Note 17. After evaluating both the contrac-

tual and implied variable interests in these funds, as of
and during the years ended March 31, 2010 and 2009,

it was determined that Legg Mason was not the primary
beneficiary of these funds.

As of March 31, 2010 and 2009, Legg Mason was the pri-
mary beneficiary of one sponsored investment fund VIE
which resulted in consolidation. This VIE had total assets
and total equity of $52.7 million as of March 31, 2010,
and $48.2 million as of March 31, 2009. Legg Mason’s
investment in this VIE was $27.5 million and $26.3 mil-
lion, as of March 31, 2010 and 2009, respectively, which
represents the maximum risk of loss. Creditors of this VIE
have no recourse to the general credit of Legg Mason. The
assets of this VIE are primarily comprised of investments.
As of March 31, 2010, 2009 and 2008, Legg Mason was
not required to consolidate any other VIEs that were
material to its consolidated financial statements.

As of March 31, 2010 and 2009, for VIEs in which Legg Mason holds a significant variable interest or is the sponsor
and holds a variable interest, but for which it was not the primary beneficiary, Legg Mason’s carrying value, the related

VIEs’ assets and liabilities and maximum risk of loss were as follows:

For the Year Ended March 31, 2010

VIE Assets That VIE Liabilities Equity Interests
the Company That the on the
Does Not Company Does  Consolidated Maximum
Consolidate Not Consolidate Balance Sheet  Risk of Loss*
CDOs/CLOs $ 3,508,290 $3,215,890 $ — $ —
Public-Private Investment Program 411,489 — 55,526 72,245
Other sponsored investment funds 16,564,227 1,334 47,484 71,383
Total $20,484,006 $3,217,224 $103,010 $143,628
For the Year Ended March 31, 2009
VIE Assets That VIE Liabilities ~ Equity Interests
the Company That the on the
Does Not Company Does  Consolidated Maximum
Consolidate Not Consolidate ~ Balance Sheet Risk of Loss*
Liquidity funds subject to capital support $ 7,548,539 $ 121,338 $ — $41,500
CDOs/CLOs 5,116,004 4,786,604 — 1,566
Other sponsored investment funds 18,207,082 3,381 34,458 52,019
Total $30,871,625 $4,911,323 $34,458 $95,085

*

Includes capital support to liquidity funds, equity interests the Company has made or is required to make and any earned but uncollected management fees.

85



86

The assets of these VIEs are primarily comprised of cash
and cash equivalents and investments and the liabilities are
primarily comprised of debt and various expense accruals.

17. LIQUIDITY FUND SUPPORT

Due to prior years’ stress in the liquidity markets, cer-
tain asset backed securities previously held by liquidity
funds that a Legg Mason subsidiary manages were in
default or had been restructured after a default. Although
the Company was not required to provide support to

its funds, Legg Mason elected to do so to maintain the
confidence of its clients, maintain its reputation in the
marketplace, and in certain cases, support the AAA/Aaa
credit ratings of funds. If clients were to lose confidence in
the Company, they could potentially withdraw funds in
favor of investments offered by competitors, resulting in a

reduction in Legg Mason’s assets under management and
investment advisory and other fees.

During fiscal 2009 and 2008, Legg Mason entered into
and amended various arrangements to provide support

to certain of its liquidity funds. During fiscal 2009, Legg
Mason sold, or the funds sold, all securities issued by SIVs
held in its money market funds, on its Balance Sheet,

and supported through a TRS with a major bank. As of
March 31, 2010, all previously existing support arrange-
ments had expired or were terminated in accordance with
their terms. The par value, support amounts, collateral
and impact on the Consolidated Statements of Operations
for the fiscal years ended March 31, 2010, 2009 and 2008,
for all support that remained outstanding as of the end of
each period and sale transactions that occurred during the
period were as follows:

Year Ended March 31, 2010
Par Support Cash Pre-Tax After Tax
Description Value Amount  Collateral®” Gain® Gain®
Capital Support Agreements—
Non-asset Backed Securities n/m $ — $ —  $ 23,171 $ 16,565
Total $ —  $ — $ 23,171 $ 16,565
Year Ended March 31, 2009
Par Support Cash Pre-Tax After Tax
Description Value Amount Collateral”  Charge® Charge®
Capital Support Agreements—

Non-asset Backed Securities n/m $§ 41,500 $ 41,500 $ 20,906 $ 12,289
Purchase of Non-bank Sponsored SIV® — — — 965 2,144
Sale of Non-bank Sponsored SIV® — — — 2,261,365 1,362,146
Total $ 41,500 $ 41,500  $2,283,236  $1,376,579

Year Ended March 31, 2008
Par Support Cash Pre-Tax After Tax
Description Value Amount Collateral”  Charge® Charge®
Letters of Credit $1,192,000 $ 485,000  $286,250 $ 235468 § 97,866
Capital Support Agreements—

Asset Backed Securities 2,163,000 415,000 415,000 316,185 195,149
Total Return Swap 890,000 890,000 139,480 18,042 4,454
Purchase of Non-bank Sponsored SIV®>) 82,000 82,000 — 162 40
Purchase of Canadian Conduit Securities 94,000 94,000 — 37,419 16,218
Total $4,421,000  $1,966,000  $840,730 $ 607,276 § 313,727

n/m—not meaningful
(1) Included in restricted cash on the Consolidated Balance Sheet.

(2) Pre-tax charges include reductions in the value of underlying securities, in addition to a gain of $2,540, primarily related to foreign exchange forward contracts and inter-
est payments received, for the year ended March 31, 2010, and losses of $181,183 relating to reimbursements to two funds for a portion of losses they incurred in selling
SIV securities and $2,863 principally relating to transaction costs which were substantially offset by a gain on a foreign exchange forward contract and interest payments
received on underlying securities for the year ended March 31, 2009, and are included in fund support in Other non-operating income (expense) on the Consolidated

Statements of Operations.
(3) After tax and after giving effect to operating expense adjustments.

(4) Securities issued by SIVs.

(5) Support amount for securities purchased from funds reflects amount paid to fund less subsequent principal repayments.



The following table provides a summary of changes (in millions) in liquidity fund support, including securities pur-
chased from the funds by Legg Mason, for the fiscal years ended March 31:

Capital Purchase
Capital Support & Sale of
Support  Agreements— Non-bank Purchase of
Agreements— Non-asset Total Sponsored  Canadian
Letters  Asset Backed  Backed Return SIV Conduit
of Credit  Securities  Securities Swap Securities ~ Securities Total

Support amount as of

March 31, 2007 $ — $ — $ — $ — $ — $ — $ —
New support agreements 485 415 — 890 — — 1,790
Purchases — — — — 82 98 180
Other® — — — — — (4) (4)
Support amount as of

March 31, 2008 485 415 — 890 82 94 1,966
New support agreements 257 395 27 — — — 679
Amended support agreements — 635 15 — — — 650
Purchases — — — — 2,973 — 2,973
Sales — — — (355) (2,932) (76) (3,363)
Terminations of

support agreements (742) (1,430) — — — — (2,172)
Maturities — (15) — (440) (82) — (537)
Other® — — — 95 (41) (18) (154)
Support amount as of

March 31, 2009 — — 42 — — — 42
Amended support agreements — — (23) — — — (23)
Terminations of

support agreements — — (19) — — — (19)
Support amount as of

March 31, 2010 $ — $ — $ — $ — $ — $ — $ —

(1) Includes principal and interest payments received related to purchased securities and securities subject to the TRS, in addition to currency gains (losses) on Canadian

conduit securities.

Letter of Credit

During fiscal 2008, Legg Mason provided support to
three liquidity funds in the form of LOCs issued by two
third-party banks for an aggregate amount of approxi-
mately $485 million to support investments in asset
backed commercial paper issued by two SIVs. During
fiscal 2009, Legg Mason provided additional support

to liquidity funds in the form of two LOC:s issued by a
third-party bank for an aggregate amount of approxi-
mately $257 million to support investments in asset
backed commercial paper issued by two SIVs. Under
the terms of the LOC agreements, the LOCs could be
drawn in certain circumstances, including upon the
fund’s realizing a loss on disposition or restructuring of
the position, upon the agreement’s termination if unpaid

amounts remained on certain of the fund’s SIV-issued
securities, or in certain circumstances upon ratings
downgrades of the issuing bank. As part of the LOC
arrangements, Legg Mason agreed to reimburse to the
banks any amounts that were drawn on the LOCs. As of
the date the LOCs were issued, Legg Mason established
a derivative liability for the fair value of its guarantee

to reimburse the banks any amounts drawn under the
LOC:s. Due to the sale of all securities issued by SIVs
held by the liquidity funds during fiscal 2009, the LOCs
were terminated in accordance with their terms, no
amounts were drawn thereunder, and no derivative lia-
bility was reported as of March 31, 2009. At March 31,
2008, Legg Mason reported derivative liabilities of
$235.5 million for these LOCs.
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Capital Support Agreements—Asset Backed Securities
During fiscal 2008, Legg Mason entered into six CSAs
with two liquidity funds to support investments in asset
backed securities issued by SIVs. Under the terms of one of
the CSAs, the Company agreed to provide up to $15 mil-
lion in contributions to the fund if the fund recognized

a loss from certain investments or continued to hold the
underlying securities at the expiration of the one-year term
of the agreement, and at the applicable time, the fund’s net
asset value was less than a specified threshold. Under the
terms of five of the CSAs, the Company agreed to provide
up to $400 million of contributions to the fund if the fund
recognized a loss on the sale of, or certain other events
relating to, securities issued by two SIVs. Contributions
made by the Company under any of its CSAs would not
result in Legg Mason acquiring an ownership or other
interest in the fund. During fiscal 2009, Legg Mason
amended five of the CSAs entered into in fiscal 2008 to
increase the maximum contributions that the Company
would make thereunder by $525 million, from $400 mil-
lion to $925 million.

During fiscal 2009, Legg Mason also entered into seven
new CSAs, aggregating $395 million, with four liquid-
ity funds to support investments in asset backed securi-
ties issued by four SIVs. All but one of these CSAs were
amended during the year to provide up to $110 million
of additional support. Under the amended terms of six of
the CSAs and the original terms of one of the CSAs, the
Company agreed to provide up to the maximum contri-
bution amount to the funds if the funds recognized a loss
on the sale of, or certain other events relating to, securities

issued by the four SIVs.

Due to maturities of supported securities and the sale of
all securities issued by SIVs held by the liquidity funds
during fiscal 2009, all CSAs which supported asset backed
securities issued by SIVs were terminated in accordance
with their terms, no contributions were made thereunder,
and no derivative liability was reported as of March 31,
2009. At March 31, 2008, Legg Mason reported a deriva-
tive liability of $316.2 million related to CSAs.

Capital Support Agreements—Non-Asset

Backed Securities

During the year ended March 31, 2009, Legg Mason
also entered into four CSAs, aggregating $27 million,
to support investments in non-asset backed securities
held in four liquidity funds. Two of these CSAs were
amended during the year to provide up to $15 million of

additional support. Under the amended terms of two of
the CSAs and the original terms of two of the CSAs, Legg
Mason agreed to provide up to the maximum contribu-
tion amount to the funds if the funds recognized a loss
from investments in certain non-asset backed securities or
continued to hold the underlying securities at the expira-
tion of the one-year terms of the agreements, and at the
applicable time, the funds net asset value was less than a
specified threshold. These four CSAs included a recovery
clause in which the funds were required to reimburse
Legg Mason for all contributions made upon the expira-
tion of the CSA to the extent that the funds subsequently
received payments from the issuer of the underlying secu-
rities or upon the sale or other disposition thereof that
exceeded the amortized cost of the underlying securities.
As of March 31, 2009, Legg Mason reported a derivative
liability of $20.6 million related to these CSAs.

During fiscal 2010, Legg Mason terminated two of these
CSAs to provide up to $14 million in contributions to two
funds. Also, one CSA to provide up to $5 million in con-
tributions to a fund expired in accordance with its terms
with no amounts drawn thereunder. Finally, Legg Mason
amended one CSA to provide up to $22.5 million in con-
tributions to a fund to reduce the maximum contribution
that the Company would make to the fund thereunder

to $5 million. This CSA expired in accordance with its
terms in March 2010 with no amounts drawn thereunder.
As of March 31, 2010, no CSAs remain outstanding.

Total Return Swap

During fiscal year 2008, Legg Mason entered into a TRS
arrangement with a major bank (“the Bank”) pursuant to
which the Bank purchased securities issued by three SIVs
from a Dublin-domiciled liquidity fund managed by a
subsidiary of Legg Mason. The $890 million of securities
in face amount of commercial paper were purchased by
the Bank for cash at an aggregate amount of $832 mil-
lion, which represented an estimate of value determined
for collateral purposes. In addition, Legg Mason reim-
bursed the fund for the $59.5 million difference between
the fund’s carrying value, including accrued interest, and
the amount paid. The securities had a market value of
$886 million at March 31, 2008, which after expected
financing costs, exceeded the amount paid by the Bank
by $45.7 million. This difference was accounted for as a
derivative asset included in Other current assets on the
Consolidated Balance Sheet as of March 31, 2008, and
represented the amount Legg Mason expected to recover
from the Bank upon maturity or sale of the underlying



securities. Under the TRS, Legg Mason agreed to pay to
the Bank any losses (including losses incurred through a
sale of the securities or through principal not being repaid
at maturity) the Bank incurred from its ownership of the
securities and a return on the purchase price paid for the
securities equal to the one-month LIBOR rate plus 1%,
and the Bank agreed to pay to Legg Mason any principal
and interest it received on the securities in excess of the
price it paid for the securities. During fiscal year 2009,
$440 million of securities supported by the TRS matured
and were paid in full and $95 million in principal amount
of securities supported by the TRS was paid. The TRS
arrangement terminated in November 2008. Legg Mason
amended the TRS to extend its expiration to November
2009 and, due to maturities of, and principal payments
on, the underlying securities, decrease the total amount
of securities covered by the TRS from $890 million to
$355 million. The TRS was terminated in fiscal 2009
upon the sale of the underlying securities.

Non-Bank Sponsored SIV

During fiscal 2008, Legg Mason purchased for cash an
aggregate of $132 million in principal amount of non-
bank sponsored SIV securities from a liquidity fund.

During January 2008 and May 2008, approximately
$50 million and $82 million, respectively, in principal
amount of the securities matured and were paid in full.

Canadian Conduit Securities

During fiscal 2008, Legg Mason acquired for cash an aggre-
gate of $98 million in principal amount of conduit securities
issued by Canadian asset backed commercial paper issuers
from a fund managed by a Legg Mason subsidiary. These

securities were sold in fiscal 2009, as described below.

During fiscal 2009, Legg Mason purchased for $2.9 bil-
lion in cash, including $24 million of accrued interest,
$3.0 billion in principal amount of non-bank sponsored
SIV securities from six liquidity funds that were previously
supported under twelve CSAs and seven LOCs. Upon the
purchase of these securities, the twelve CSAs aggregating
$1.4 billion and seven LOCs aggregating $742 million
were terminated in accordance with their terms. The
Company subsequently sold the $3.0 billion of purchased
securities along with $355 million of securities previously
supported by the TRS and the $76 million of Canadian
conduit securities held on its balance sheet, to third parties
for $655 million, excluding transaction costs. Legg Mason
also paid $181.2 million to reimburse two funds for a por-
tion of losses they incurred in selling unsupported SIV

securities. As a result of the sale and reimbursement to the
funds, which completely eliminated the Company’s expo-
sure to securities issued by SIVs, the Company incurred a
realized loss of $2.3 billion ($1.4 billion, net of taxes and
operating expense adjustments) in fiscal 2009.

18. DERIVATIVES AND HEDGING

Legg Mason continues to use currency forwards to eco-
nomically hedge the risk of movements in exchange rates,
primarily between the U.S. dollar, euro, Great Britain
pound, Canadian dollar, and Australian dollar. As of
March 31, 2010, Legg Mason had open currency for-
ward contracts with aggregate gross fair values of $671
and $255, classified as Other assets and Other liabilities,
respectively. In the Consolidated Balance Sheets, Legg
Mason nets the fair value of certain foreign currency for-
wards executed with the same counterparty where Legg
Mason has both the legal right and intent to settle the
contracts on a net basis. For the year ended March 31,
2010, Legg Mason recognized gains and losses of $5,669
and $11,092, respectively, included in Other expense for
foreign exchange hedges associated with operating activi-
ties, and $269 and $19, respectively, included in Other
non-operating income (expense) for foreign exchange
hedges associated with seed capital investments.

During the year ended March 31, 2010, Legg Mason also
initiated market hedges on certain seed capital invest-
ments by entering into futures contracts to sell index
funds that benchmark the hedged seed capital invest-
ments. As of March 31, 2010, Legg Mason had open
futures contracts with aggregate gross fair values of $26
and $230, classified as Other assets and Other liabilities,
requiring cash collateral of $2,185. For the year ended
March 31, 2010, Legg Mason recognized gains and losses
of $26 and $1,081 included in Other non-operating
income (expense) relating to futures contracts intended to
offset movements in the value of seed capital investments.

Derivatives associated with fund support are discussed in

Note 17.

19. BUSINESS SEGMENT INFORMATION

Legg Mason is a global asset management company that
provides investment management and related services to
a wide array of clients. We operate in one reportable busi-
ness segment, Asset Management. Asset Management
provides investment advisory services to institutional
and individual clients and to company-sponsored invest-
ment funds. The primary sources of revenue in Asset
Management are investment advisory, distribution and
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administrative fees, which typically are calculated as a
percentage of the AUM and vary based upon factors such
as the type of underlying investment product and the type
of services that are provided. In addition, performance
fees may be earned on certain investment advisory con-
tracts for exceeding performance benchmarks.

Legg Mason operates though two operating segments
(divisions), Americas and International, which are

primarily based on the geographic location of the advi-
sor or the domicile of fund families we manage. The
Americas Division consists of our U.S.-domiciled fund
families, the separate account businesses of our U.S.-
based investment affiliates and the domestic distribu-
tion organization. Similarly, the International Division
consists of our fund complexes, distribution teams and
investment affiliates located outside the U.S., primarily
in the United Kingdom.

The table below reflects our revenues and long-lived assets by geographic region (in thousands) as of March 31:

2010 2009 2008
OPERATING REVENUES
United States $1,866,909 $2,290,474 $3,217,182
United Kingdom 478,510 747,257 972,419
Other International 289,460 319,636 444 485
Total $2,634,879 $3,357,367 $4,634,086
INTANGIBLE ASSETS, NET AND GOODWILL
United States $3,590,283 $3,606,678 $4,816,712
United Kingdom 1,139,065 1,052,007 1,255,816
Other International 488,170 450,863 574,023
Total $5,217,518 $5,109,548 $6,646,551

20. SUBSEQUENT EVENT

In May 2010, Legg Mason announced a plan to stream-
line its business model to drive increased profitability
and growth that includes: 1) transitioning certain shared
services to its investment affiliates where they are closer
to the actual client relationships and can be delivered
with greater effectiveness; and 2) its Americas distribution
group sharing in revenue on retail-based AUM growth.
This plan involves headcount reductions in operations,
technology and other administrative areas at the corpo-
rate location, which may be partially offset by headcount

increases at the affiliates, and will ultimately enable Legg
Mason to eliminate a portion of its corporate office space
that was dedicated to operations and technology employ-
ees. Legg Mason expects that this initiative will result in
cost savings in excess of costs to execute. The initiative is
projected to involve restructuring- and transition-related
costs that will primarily include transition payments to
affiliates (primarily compensation) to temporarily offset
the cost of absorbing the services, charges for severance
and retention incentives, and may also include costs for
early contract terminations and asset disposals.



QUARTERLY FINANCIAL DATA

(Dollars in thousands, except per share amounts)

(Unaudited)
Quarter Ended

Fiscal 2010 Mar. 31 Dec. 31 Sept. 30 Jun. 30
Operating Revenues $671,420 $690,479 $659,896 $613,084
Operating Expenses 565,584 611,331 582,012 554,769

Operating Income 105,836 79,148 77,884 58,315
Other Non-Operating Income (Expense) (4,116) (6,909) (2,891) 22,389
Income before Income Tax Provision 101,720 72,239 74,993 80,704

Income tax provision 36,619 26,006 27,671 28,380

Net Income 65,101 46,233 47,322 52,324
Less: Net income attributable to

noncontrolling interests 1,494 1,311 1,548 2,270
Net Income attributable to Legg Mason, Inc. $ 63,607 $ 44,922 $ 45,774 $ 50,054
Net Income per Share attributable to

Legg Mason, Inc. common shareholders:

Basic $ 040 $ 0.28 $ 0.30 $ 035

Diluted 0.39 0.28 0.30 0.35

Cash dividend per share 0.03 0.03 0.03 0.03
Stock price range:

High 31.95 33.70 33.08 26.74

Low 24.00 26.99 22.06 15.53
Assets Under Management:

End of period $684,549 $681,614 $702,700 $656,857

Average 681,227 693,254 684,034 647,218

(1) Due to rounding of quarterly results, total amounts for each fiscal year may differ immaterially from the annual results.
As of May 20, 2010, the closing price of Legg Mason’s common stock was $29.53.

Quarter Ended

Fiscal 2009 Mar. 31 Dec. 31 Sept. 30 Jun. 30
Operating Revenues $617,211 $ 719,988 $ 966,137 $1,054,031
Operating Expenses® 662,546 1,792,993 745,924 825,084

Operating Income (Loss) (45,335) (1,073,005) 220,213 228,947
Other Non-Operating Income (Expense)® (646,141) (1,198,022) (388,093) (286,762)
Income before Income Tax Provision (Benefit) (691,476) (2,271,027) (167,880) (57,815)

Income tax provision (benefit) (364,532) (778,047) (58,891) (21,734)
Net Income (Loss) (326,944) (1,492,980) (108,989) (36,081)
Less: Net income (loss) attributable to
noncontrolling interests 3,280 (148) (254) 46

Net Income (Loss) attributable to Legg Mason, Inc. $(330,224) $(1,492,832)  $(108,735) $ (36,127)
Net Income (Loss) per Share attributable to

Legg Mason, Inc. common shareholders:

Basic $ (233 $ (1059 $ (077 $  (0.26)

Diluted (2.33) (10.59) (0.77) (0.26)

Cash dividend per share 0.24 0.24 0.24 0.24
Stock price range:

High 25.53 38.74 47.82 65.50

Low 10.37 11.09 26.56 43.37
Assets Under Management:

End of period $ 632,404 $ 698,241 $ 841,933 $ 922,767

Average 657,430 745,084 898,390 948,529

(1) Due to rounding of quarterly results, total amounts for each fiscal year may differ immaterially from the annual results.

(2) The quarters ending March 31, 2009 and December 31, 2008 include $82,870 and $1,225,100, respectively, of impairment charges related to intangibles assets.

(3) The quarters ending March 31, 2009, December 31, 2008, September 30, 2008, and June 30, 2008 include $606,426, $1,085,296, $324,639 and $266,875, respectively,
of charges resulting from providing support to liquidity funds.
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SEC Certifications

The certifications by the Chief Executive
Officer and the Chief Financial Officer
of Legg Mason, Inc., required under
Section 302 of the Sarbanes-Oxley Act
of 2002, have been filed as exhibits to
Legg Mason’s Annual Report on Form
10-K for fiscal 2010.

NYSE Certification

In 2009, the Chief Executive Officer of
Legg Mason, Inc. submitted an unqualified
annual certification to the NYSE regarding
the Company’s compliance with the NYSE
corporate governance listing standards.

Ronald R. Dewhurst

Senior Executive Vice President

Jeffrey A. Nattans

Executive Vice President

Form 10-K

Legg Mason’s Annual Report on Form
10-K for fiscal 2010, filed with the
Securities and Exchange Commission and
containing audited financial statements, is
available upon request without charge by
writing to the Corporate Secretary at the
Executive Offices of the Company.

Copies can also be obtained by accessing
our website at www.leggmason.com

Independent Registered
Public Accounting Firm
PricewaterhouseCoopers LLP
100 E. Pratt Street
Baltimore, Maryland 21202
(410) 783-7600
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TOTAL RETURN PERFORMANCE

The graph below compares the cumulative total stockholder return on Legg Mason’s common stock for the last five fiscal years with
the cumulative total return of the S&P 500 Stock Index and the SNL Asset Manager Index over the same period (assuming the
investment of $100 in each on March 31, 2005). The SNL Asset Manager Index consists of 34 asset management firms.
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Shares of Legg Mason, Inc. common
stock are listed and traded on the New
York Stock Exchange (symbol: LM).

As of March 31, 2010, there were 1,640
shareholders of record of the Company’s

common stock.
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OUR COMMITMENT TO THE GLOBAL COMMUNITY

Legg Mason is committed to helping the global communities in which our employees
live and work. We strongly believe that being a leader in our industry means being a
responsible corporate citizen. Through the sponsorship of employee volunteerism
efforts and Legg Mason Charitable Foundation’s philanthropic giving, we support
community initiatives by investing time and money in areas that promote community
well-being. Legg Mason focuses on a broad array of local and global causes, with an
emphasis on education and at-risk youth, in addition to health and human services,

sustainability and the environment, diversity and the arts, and more. We believe that

by investing in our communities, we invest in our futures.









