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investment management through continu to leading
the industry forward.

We encourage our employees to pursue continuous investment management learning and embrace curiosity and
the discovery of new information. We take pride in our work and constantly strive to develop, adapt and improve
ourselves through collaboration and the sharing of ideas. Every day, we are committed to fostering innovation and
leading the industry forward.
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We value and partnership within and
across our multi-manager business, and foster a diverse,
supportive environment.
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Investment and compliance professionals,

ClearBridge and Legg Mason /
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Mark R. Fetting
Chairman and Chief Executive Officer
Legg Mason, Inc.

Dear Fellow Stockholders: | am pleased to report that we made
marked progress in repositioning Legg Mason for future growth

this past fiscal year.

Legg Mason delivered strong results year over year,
with increases in revenues, net income, and
operating margin. Additionally, we experienced
notable improvements in investment performance,
significantly reduced our rate of long-term outflows
and repurchased 9% of shares outstanding since our
prior fiscal year ended March 31, 2010. When | wrote
to you last year, we had recently announced our
streamlined business model to significantly reduce
our cost structure and drive margin improvement
and profitability. Our streamlining efforts are well
underway and we enter fiscal 2012 with confidence
that, as projected, we will deliver between $130 and
$150 million in run rate cost savings to our
shareholders by March 31, 2012.

The U.S. and most major global stock markets
continued their rebound over the last year, with the
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U.S. stock market rising to its highest level since

the middle of 2008 on improved earnings in the
corporate sector and rising investor confidence. We
see clear signs of stability and growth returning to
the global economy while continued fallout from
European sovereign debt exposures, geopolitical
risks, particularly in the Middle East, and concerns
about financial regulation continue to weigh on the
markets. As the Federal Reserve ends its bond
repurchase program in the U.S. this month, it will be
important for the private sector to begin investing
and hiring in earnest to support the jobs and
housing recoveries that have weighed on our
economy. While we believe that the global
economic recovery should pick up during the
remainder of 2011, more recent trends are indicating
that any recovery will remain gradual.



Financial Highlights

(dollars in thousands, except per share amounts)

Years Ended March 31, 2011 2010 2009 2008 2007
OPERATING RESULTS
Operating revenues $2,784,317 $2,634,879 $3,357,367 $ 4,634,086 $4,343,675
Operating income (loss) 386,808 321,183 (669,180) 1,050,176 1,028,298
Income (loss) from continuing operations before income

tax provision (benefit) and noncontrolling interest 365,197 329,656  (3,188,197) 437,327 1,043,854
Net income (loss) attributable to Legg Mason, Inc. 253,923 204,357  (1,967,918) 263,565 646,818
PER COMMON SHARE
Diluted income! $ 163 % 132 % (13.99) $ 183 % 4.48
Adjusted income (loss) per diluted share? 2.83 2.45 (8.47) 6.11 5.86
Dividends declared 0.20 0.12 0.96 0.96 0.81
Book Value 38.41 35.94 31.87 48.15 45.99
FINANCIAL CONDITION
Total assets $8,707,756  $8,622,632 $9,232,299 $11,830,352  $9,604,488
Total stockholders’ equity 5,770,384 5,841,724 4,598,625 6,784,641 6,541,490

Fiscal Year Results and Highlights

As of March 31, 2011, Legg Mason'’s assets under
management were $677.6 billion, a decrease of

1% from $684.5 billion as of March 31, 2010. For
the fiscal year ended March 31, 2011, we recorded
operating revenues of $2.8 billion, up 6% from

$2.6 billion in fiscal 2010. Net income increased
24% to $253.9 million, or $1.63 per diluted share
for the same period, compared to $204.4 million,
or $1.32 per diluted share for the prior year. Our
adjusted income? was $439.2 million, or $2.83 per
diluted share for fiscal year 2011, compared to
$381.3 million, or $2.45 per diluted share for the
prior year. The total return on Legg Mason’s shares
was 26.6% versus 17.0% for the SNL Asset Manager
Index for the fiscal year ended March 31, 2011.

Our operating margin, as adjusted?, increased to
23.2% for the twelve months ending March 31, 2011,
versus 20.7% for the same period a year ago.
Importantly, our advisory fee yield ended the fiscal
year at 36 basis points, up from 33 basis points a
year ago, reflective of a higher percentage of assets
in equities and alternatives and our success in
attracting higher fee-yielding mandates, particularly
in specialized fixed income mandates.

Our Strategic Priorities and Progress

These results reflect clear progress and
improvements in our business and refined multi-
manager strategy. As we continue to deliver value
and solidify our position as a leading global asset
manager, we are guided by three strategic drivers of
growth that we believe will most effectively position
our franchise:

First and foremost, delivering sustained investment
excellence over the long term. Each of our
independent investment managers strives to deliver
investment excellence, while meeting their clients’
objectives through continuous innovation and risk
management, and creating superb franchise
businesses of their own.

Second, a corporate center that adds strategic value
including excellence in global retail distribution
focused on leveraging the unique capabilities of our
investment affiliates and market opportunities
where we have distribution relationships, across key
channels, markets and products.

And third, achieving a growth-oriented portfolio
of affiliates. We seek to invest in strategic growth
areas to enhance our products and distribution
through lift-outs and bolt-ons or acquisition

! Fiscal 2009 includes losses related to the elimination of exposure to Structured Investment Vehicles, net of income tax benefits and compensation
related adjustments, of $1,376,579 or $9.79 per share and impairment charges related to goodwill and intangible assets, net of income tax benefits, of

$863,352 or $6.14 per share.

2 Adjusted income, adjusted income (loss) per diluted share and operating margin, as adjusted represent performance measures that are based on a
methodology other than generally accepted accounting principles (“non-GAAP”). For more information regarding these non-GAAP financial measures,
see Management’s Discussion and Analysis of Financial Condition and Results of Operations included in this Annual Report and the corporate website at

www.leggmason.com under the “Investor Relations—Annual Reports” section.
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In February 2011, Western Asset celebrated the one year anniversary
of the launch of the Western Asset Mortgage Defined Opportunity
Fund (NYSE: DMO). During calendar year 2010, Legg Mason was the
number one issuer of closed-end funds with $1.9 billion in assets
raised, according to the Closed-End Fund Association and SEC filings.

opportunities. As we focus on ways to drive
growth, we remain committed to maintaining a
strong balance sheet and returning capital to our
shareholders, as appropriate.

In December 2010, we completed the realignment of
our senior management team which includes Ron
Dewhurst, Head of Global Investment Managers,
Tom Lemke, General Counsel, Pete Nachtwey, Chief
Financial Officer, Jeff Nattans, Head of M&A and
Business Development, and Joe Sullivan, Head of
Global Distribution. | believe that this proven and
experienced team best positions us as we take
advantage of opportunities in 2011 and beyond.
Importantly, we are committed to the continuous
improvement of our corporate center and a key
element of our strategic priorities is to remain
disciplined in monitoring our corporate efficiency
and effectiveness.

Our Affiliates and Distribution Platform at Work

We remain highly encouraged by the improving
trends in long-term flows, reflecting continued

improved investment performance. The percentage of

our long-term U.S. mutual fund assets outperforming

their Lipper category average was 56% for the 1-year,
74% for the 3-year, 70% for the 5-year and 67% for the

10-year periods ending March 31, 2011. Investment
performance, particularly at Western Asset, our
largest affiliate, improved meaningfully during the
fiscal year. Over 75% of Western Asset’s marketed
composite assets and over 70% of our firmwide
marketed composite assets, including liquidity,
outperformed their respective benchmarks for the
1-, 3-, 5-, and 10-year periods through March 2011.
Additionally, Permal, Royce & Associates, and
Brandywine Global experienced continued strong
long-term performance.

10 LEGG MASON 2011 ANNUAL REPORT

Legg Mason raised a total of $4.1 billion in new
product launches during the fiscal year which helped
drive a 43% reduction in long-term net outflows.
We experienced positive flows in alternative assets
during each quarter this fiscal year. Our equity
outflows declined by 47% from the prior fiscal year
and our fixed income outflows declined by 42% for
the same period, but we know that we must do
better. Our affiliates must now work to maintain their
improved investment results and improve in areas in
which they are underperforming.

Our Americas and International retail distribution
platform is now centralized under the global
leadership of Joe Sullivan. Gross sales generated
by our Americas distribution group increased

by 7% to $36 billion during fiscal year 2011. In

our International business, we continue to build
momentum across our key markets and product
areas, with gross sales up 74% and net flows up
140% from the prior fiscal year. Our International
distribution group has posted nine consecutive
quarters of long-term net inflows through March
2011. With meaningful sales improvements in both
Americas and International, we are focusing on
better positioning our teams to capture the

unique capabilities of our affiliates, our extensive
intermediary relationships, and an integrated
approach to product development. We remain
hard at work and, importantly, believe that the
infrastructure we have in place is capable of
supporting substantially greater distribution volume.

Legg Mason Japan hosted a seminar in Tokyo for fund distributors
and local asset management companies in September 2010 and
in collaboration with the Brazilian National Treasury. Additionally,
Legg Mason Japan received an award for “Best Sales, Client
Service and Marketing Support for fiscal year 2010—Special
Award” from Ma-Do, an industry publication focused on the
marketing and retail distribution of mutual funds in Japan.



Steve Smith

David Hoffman

Brandywine Global was named Bond Manager of the Year for 2010
by Money Management Letter for its global fixed income strategies
as part of the 10th annual Public Pension Fund Awards for
Excellence. The firm’s global fixed income team is led by portfolio
managers David Hoffman and Steve Smith.

Among the individual accolades received and
achievements by our firm during the year are
the following:

* Western Asset was named “KIC Best Long-Term
Manager 2010” by the Korea Investment Corporation

(KIC) in its inaugural KIC External Fund Manager Award.

Western Asset was chosen by the sovereign wealth

fund for its “‘exceptional performance, consistency and

dedicated client service over a three-year period”;

» A Permal diversified multi-manager fixed income

fund won InvestHedge’s 10-year performance award

for funds with assets greater than $1 billion for the
period ended December 31, 2010. Funds managed
by Permal were also shortlisted in five InvestHedge
award categories;

* Brandywine Global was named Bond Manager of
the Year for 2010 by Money Management Letter for
its global fixed income strategies;

» Three Royce & Associates funds and three Western
Asset funds received 2011 Lipper Awards based on
consistently strong risk-adjusted performance
relative to their peers;

* In the annual Barron’s ranking of best mutual fund
families, Legg Mason ranked #8 out of 57 overall,
#4 in the mixed equity category and #2 in the
taxable bond category for the one-year ending
December 31, 2010;

* Legg Mason was the number one issuer of closed-
end funds for 2010 with $1.9 billion in assets raised,
a 22% market share?; and

- Legg Mason and ClearBridge Advisors raised
$1.3 billion for the ClearBridge Energy MLP
Fund Inc.

- Legg Mason launched the Western Asset High

Yield Defined Opportunity Closed-End Fund, with

a total raise of $444 million—the second highest
raise to date for Legg Mason.

3 Source: Closed-End Fund Association and SEC filings.

* Legg Mason Japan received an award for “Best

Sales, Client Service and Marketing Support for
fiscal year 2010—Special Award” from Ma-Do, an
industry publication focused on the marketing and
retail distribution of mutual funds in Japan.

Balance Sheet Strength and Flexibility

From a balance sheet perspective, we continue

to execute our capital management strategy
outlined at the beginning of last year. During
fiscal year 2011, we repurchased 9% or 14.6 million
of shares outstanding at March 31, 2010, while
maintaining a strong balance sheet with stable and
continued cash generation. We ended the fiscal
year with $1.4 billion in cash and approximately
$1 billion in available cash. We recently announced
a 33% increase in our quarterly cash dividend to
$0.08, which is now double the level of a year ago
and we expect to repurchase up to $400 million in
shares during this fiscal year, subject to market
conditions. We will continue to take a conservative
approach to capital management, with a strategic
desire to maintain flexibility to invest in top line
growth opportunities.

Positioning Ourselves for Growth

Having solidified our strategic growth objectives
and demonstrated good progress during fiscal 2011,
we are focused in fiscal 2012 on positioning
ourselves for future growth across asset classes,
geographies, channels, and products.

Permal, led by Isaac Souede, is one of the world’s largest and oldest
fund-of-hedge-fund managers, providing investment opportunities in
directional and absolute return strategies across global financial
markets. The company was recently profiled in InvestHedge for its
specialized services and product innovation.
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Hersh Cohen Bill Miller

Chuck Royce

Steve Walsh

Earlier this year, our global distribution team hosted an exclusive webcast for over 675 clients with the theme “Striking the Right
Balance.” The webcast featured the chief investment officers from four of our key affiliates who shared their market perspectives
and insights: ClearBridge Advisors, Legg Mason Capital Management, Royce & Associates and Western Asset.

We intend to co-invest in our affiliates in organic
growth; our seed capital balance as of March 31, 2011
stands at nearly $430 million with $100 million of seed
capital invested for future growth during this fiscal
year. We currently have in development additional
closed-end fund launches across multiple affiliates
including an energy master limited partnership fund
that, subject to regulatory approvals, we believe will
likely launch in the June 2011 quarter. Longer-term
initiatives include further developing a pipeline of
product ideas in the fixed income, equity and
alternative asset classes. Our dedicated distribution
team is also gaining momentum towards diversifying
our distribution partners and channels, adding to our
growth expectations.

An important element of our business model is the
addition of investment capabilities through lift-out
and bolt-on or acquisition opportunities. To date, we
have made additions to our investment teams at
several affiliates and anticipate these types of
additive transactions to continue. We are committed
to achieving a growth-oriented portfolio of quality
affiliates, with an emphasis on bottom line earnings,
and with products and in markets where we see the
strongest long-term growth opportunities.

Our priorities in fiscal year 2012 are clear: supporting
our affiliates in delivering on our fundamental goal of
sustained investment excellence; completing our
streamlining on time and realizing the projected

cost savings; and exploiting growth opportunities for
our managers through our global distribution platform,
while deploying capital smartly for our shareholders.

Appreciation and Closing

In 2010, we were saddened by the loss of two
inspirational leaders who made significant
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contributions to our firm: Ernest Kiehne and Kenneth
Battye. Ernie joined Legg & Co, a predecessor to
Legg Mason, as director of research in 1967 and
went on to become a founding manager of Legg
Mason’s first equity mutual fund. He worked for
Legg Mason until his passing and will be most
remembered for his eternal optimism. Ken joined
Legg & Co. in 1947, beginning a career with our
firm that spanned 55 years, during which his
compassion and commitment were unwavering.
The contributions of both gentlemen left an indelible
mark on Legg Mason and continue to guide us in
the pursuit of our vision and values.

As Legg Mason continues to evolve and build upon
its leading position in global asset management, our
focus on the long term remains the same. We enter
our new fiscal year energized and encouraged by
the progress we have made and our opportunity to
capture market share. Our firm has undergone many
changes over the last three years that have affected
our staff personally, but the constant that remains is
their dedication and commitment to getting the job
done. The road ahead will undoubtedly bring a new
set of challenges as the global economy continues
on its path towards recovery, but we believe in our
ability to create value over the long term. And all

of us at Legg Mason remain determined to further
improve our results to clients and shareholders and
grow our global franchise.

el ui

Mark R. Fetting
Chairman and Chief Executive Officer
June 8, 2011
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Legg Mason unites some of the industry’s leading asset managers
under a single banner. With 485 investment professionals and
recognized local, regional and global portfolio management
expertise, we leverage our dedicated global distribution teams to
deliver investment solutions to our clients on the ground, around the
world. As of March 2011, Legg Mason managed over $234 billion or
35% in assets from clients domiciled outside of the United States.

Our Global Office Locations:

Bartlett & Co.
Cincinnati

Batterymarch Financial
Management
Boston

Brandywine Global
Investment Management
Philadelphia, London,

San Francisco, Singapore

ClearBridge Advisors
New York, San Francisco,
Wilmington

Legg Mason
Capital Management
Baltimare

Legg Mason Global
Equities Group

Hong Kong, London, Melbourne,

New York, Warsaw

Legg Mason Investment
Counsel & Trust

Baltimore, Cincinnati, Easton,
New York, Philadelphia

Legg Mason Global
Asset Allocation
New York, Stamford

Legg Mason

Global Distribution
Baltimore, Frankfurt,

Hong Kong, Kitchener,
London, Luxembourg,
Madrid, Melbourne, Miami,
Milan, Montreal, New York,
Paris, Santiago, Singapore,
Stamford, Sydney, Taipei,
Tokyo, Toronto, Warsaw

Legg Mason
Investor Services
Baltimore, New York,
Stamford

Permal Group

London, New York, Boston,
Dubai, Hong Kong, Nassau,
Paris, Singapore, Tokyo

Private Capital
Management
Naples, FL

Royce & Associates
New York

Western Asset
Management

Pasadena, Hong Kong,
London, Melbourne, New York,
Sao Paulo, Singapore, Tokyo



WESTERN ASSET

“Our mission...To remain a leader in diversified fixed income investment management
with integrated global operations, exercising uncompromising standards of
excellence and ethics in all aspects of our business.”

Western Asset is one of the world’s largest company for many years and remains the model
and leading managers of fixed income for growth today:

investments, with over $455 billion of assets
under management. With a combined staff of
910 employees, Western Asset offers a broad * Be seamlessly integrated in the way it operates
range of fixed income investment services its business;

representing a global array of currencies,
investment strategies and markets. Western
Asset has 155 products, managed globally, in
16 currencies. Clients domiciled outside of the
United States represented 39% of Western Asset’s » Achieve operational leverage within its

total assets under management at year end. organization through sizable, ongoing investments
in technology and key support functions, as a way
to support and protect the ability of its investment
professionals to focus on their jobs of managing

* Be global, with a global platform and operations;

» Continue diversifying its product line, with the
ultimate aim of providing any fixed income solution
that its clients may require, in any currency; and

Over the past 13 years, under the leadership of CEO
Jim Hirschmann, Western Asset has successfully

executed its strategic plan that has guided the their clients’ money.
London
m\?‘;’vstr:(gzlt(ProfessionaIS' 25 @ !nvestment Professionals: 16 Tokyo

Products: 37 Investment Professionals: 8

Products: 22 Products:10

Pasadena o
Investment Professionals: 54
Products: 35 Hong Kong

Singapore o
Investment Professionals: 4
Products: 13

(@) Melbourne
Investment Professionals: 4

Sao Paulo Products: 6 e

Investment Professionals: 15
Products: 32
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PERMAL

The Permal Group is one of the oldest and largest
fund-of-hedge-fund managers in the world, with
over $20 billion in assets under management. The
company offers a variety of investment programs
covering different geographic regions, investment
strategies and risk/return objectives. Permal’s
products also include both directional and
absolute return strategies.

Permal’s principal asset management offices are in
London and New York, with offices in Dubai, Hong
Kong, Nassau, Paris, Singapore, and Tokyo
providing client service and investment research
support, and an office in Boston housing its private
equity group. Through its worldwide network of
distributors, which includes many of the world’s
largest banks and securities firms, Permal has

Multi-Manager Funds' Assets by Strategy

Relative Value Arbitrage—2%
Equity Long—3%

Event Driven—11%

Global Long/Short—12%

developed an increasingly institutional and global
client base.

Permal is well recognized for its strong, and well-
established record of performance. Permal’s more
than 35 years of experience with hedge funds, its
strong capabilities in fundamental analysis and its
highly sophisticated analytic and risk management
tools have enabled it to structure and manage highly
diversified portfolios of specialized managers and
distinct investment styles that have achieved a solid
record of performance. Permal’s assets under
management increased by 19% during the year due
to continuing strong performance and net client
inflows. Ten of Permal’s 14 multimanager fund
offerings are rated by Standard & Poor’s, of which
one is AAA-rated, 7 are AA-rated and 2 are A-rated.

Cash/Other—7%
Natural Resources—6%

Global Macro—39%

Fixed Income—20%
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RoyceHAssociates

For more than 35 years, Royce & Associates has
utilized a disciplined value approach to investing in
smaller-cap companies. The company, which was
founded by president and co-chief investment officer
Chuck Royece, is particularly well-known for its family
of mutual funds, The Royce Funds. Unlike many
mutual fund groups with broad product offerings,
Royce has chosen to concentrate on smaller company
investing and provides investors with a range of
options to take full advantage of this large and
diverse sector.

Royce’s investment strategy focuses on achieving
above-average, long-term results. The investment
team uses a bottom-up, value-oriented approach to
investing, seeking companies with strong balance
sheets and above-average returns on invested capital
that are trading at substantial discounts to their intrinsic
value. Although actual stock selection approaches

Current Portfolio Characteristics

employed by individual fund managers may vary,
portfolio companies are selected primarily from the
smaller stock universe, defined as those with market
caps up to $5 billion. Royce pays close attention to
risk and strives to maintain consistency and discipline,
regardless of market movements and trends.

Royce & Associates, headquartered in New York,
has an investment staff of 34 professionals that
includes 17 portfolio managers, each with over

15 years of experience. The firm manages
approximately $44 billion of assets through

30 open-end mutual funds, two variable annuity
funds and three closed-end funds, as well as
institutional accounts and limited partnerships.

In addition, Royce manages Legg Mason-sponsored
funds offered outside the United States, utilizing
our global fund distribution platform to expand their
presence in targeted markets.

Portfolio Composition*

CATEGORY Market Cap Non-U.S. Portfolio Volatility
Fund Breakdown Securitites Approach

CORE

Royce Pennsylvania Mutual Fund - — 0% ¥ o — - 35% Diversified Low
Royce Heritage Fund - — 0% oo o Y - 35% Diversified High
CORE + DIVIDEND

Royce Total Return Fund = — 0% ¥ o T — - 35% Diversified Low
Royce Dividend Value Fund - — 0% Wi o o e mm 35% Diversified Low
FOCUSED

Royce Premier Fund I —— 0% 'V o o —— — 35% Limited Low
Royce Special Equity Fund _— — 0¥ o - — - 35% Limited Low
Royce Value Fund I —— 0% W o e 35% Limited High
Royce 100 Fund I — 0% W o - —— 35% Limited Moderate
OPPORTUNISTIC THEMES

Royce Low-Priced Stock Fund - — 0% v o oV e  35% Diversified High
Royce Opportunity Fund B e on¥Y o T — - 35% Diversified High
Royce Value Plus Fund I — 0% Voo o o ——35% Diversified High
MICRO-CAP

Royce Micro-Cap Fund —— 1 0% oo o Ve e  35% Diversified Moderate
Royce Discovery Fund ———— 0¥ o — — — 35% Diversified Moderate
MID-CAP

Royce SMid-Cap Value Fund T — 0% v W o m mm 35% Limited High
Royce Mid-Cap Fund**  —— 0% Wit o e o 35 Limited —
GLOBAL/INTERNATIONAL

Royce Global Value Fund o — 0% o o Wamm mmm 100% Limited High
Royce International Smaller-Companies FuNd™  es—— 0% w v e Y 100% Diversified —
Royce European Smaller-Companies Fund - 0% o o e V2 100% Limited High

* Source: FactSet

** The Fund does not have the three years of history required for calculating a volatility score.

Market Cap Breakdown:

M Micro-Cap (up to $500 million) M Small-Cap (between $500 million and $2.5 billion)
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B Mid-Cap (between $2.5 billion and $15 billion)

M Large-Cap (above $15 billion)



CLEARBRIDGE

ADVISORS

ClearBridge, our largest equity manager and our
second-largest manager overall, manages nearly
$58 billion in assets. ClearBridge’s strategies are
offered through a number of investment vehicles
including mutual funds, separately managed
accounts, commingled funds and limited
partnerships. Its diversified portfolio of products is
focused on four relevant themes: income solutions,
high alpha, low volatility and global equities.

The ClearBridge platform offers a variety of
investment styles, from small-cap value to
large-cap growth, all utilizing a bottom-up,
fundamental approach to security selection that
is primarily research driven with a focus on
companies with solid economic returns relative
to their risk-adjusted valuations. In order to
promote cross-fertilization, a collaborative
approach exists between style-based portfolio
managers and the research team. The distinct

Assets by Strategy

Mid Cap Core—2%

All Cap Value—15%

Multi Cap Growth—25%

International/Global—7%

Specialty/Other—4%
Small Cap Value—1%

investment philosophies and approaches of
ClearBridge’s portfolio managers is united by

a common, fundamentally-focused research
platform with an emphasis on business models
that they favor and can define, strong balance
sheets and valuation.

The firm’s portfolio managers have strong track
records in equity investing, with an average of
23 years of investment industry experience.
ClearBridge currently has 130 employees,
including 51 investment professionals, all of
whom are based in the United States, in New
York and San Francisco.

Global Currents, a Wilmington-based manager of
international and global equity portfolios with
assets under management of over $3 billion,
operates as a division of ClearBridge.

Large Cap Core—25%

Large Cap Growth—11%

Large Cap Value—8%

Small Cap Growth—2%
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]
BATTERYMARCH

FINANCIAL MANAGEMENT, INC.

“Batterymarch’s mission is to provide consistent long-term value by exceeding
client expectations in both performance and service. Our goal is to foster a culture
that rewards creative, collaborative thinking and to leverage new technology to
maximize the effectiveness of our entire organization.”

Batterymarch, a pioneer in quantitative equity
management, was one of the first U.S.-based
managers to invest in international and emerging
markets. Established in 1969, the Boston-based
firm utilizes an adaptive, bottom-up process that
combines the wisdom and experience of
fundamental investors with the power and
efficiency of quantitative tools.

As a global equity manager of both institutional
separate accounts and subadvised funds,
Batterymarch invests in approximately 50
countries, with products that span the full range
of equity asset classes. The company customizes
its investment strategies to capture the intricacies
of individual regions, countries and sectors.

Range of Investment Strategies

All of Batterymarch’s investment strategies are
collaborative and team driven, and incorporate
rigorous stock selection, effective risk control
and cost-efficient trading. Batterymarch has

91 employees, including 27 investment
professionals. Its clients represent a broad
spectrum of investors, including corporate
pension plans, public funds, foundations and
endowments, Taft-Hartley plans and investment
companies. More than half of Batterymarch’s
nearly $24 billion in assets under management
represent global, international or emerging
markets accounts, and over 35% is managed for
clients domiciled outside the United States.

Developed Markets Equities

* Global
» Global-Unconstrained
* International

¢ International Small Cap

* Regional

* Global ex-US Market Neutral
» US Large Cap

* US' MidCap

» US Small Cap
» US Style-Based
» US Market Neutral

Emerging Markets Equities

* Global

» Asia ex-Japan

* Global Smaller Companies
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LEGG MASON

CAPITAL MANAGEMENT

Legg Mason Capital Management (“LMCM”) was
established in 1982 with the launch of its first
equity mutual fund, Legg Mason Value Trust. Since
then, LMCM has added additional mandates, as
well as mutual fund and institutional separate
account clients from around the globe. With over
$15 billion in assets under management, 22% is
managed on behalf of non-U.S. domiciled clients.

The firm specializes in long-term, valuation-based
investing with a focus on investment process,
first and foremost. While LMCM'’s intrinsic value
investment philosophy has remained constant,
the team continuously evaluates and improves the
investment process to adapt to changing markets
and gain a competitive advantage. This focus on
process, rather than short-term outcomes, has led

Retail and
Institutional Assets

Institutional—62%
Retail—38%

LMCM to take a multi-disciplinary approach to
understanding businesses and markets.

Independence and diversity of thought are critical
inputs to LMCM’s investment process. In order to
gain a competitive advantage, LMCM embraces
innovative and conceptual models that lie beyond
the world of finance in areas like complex systems,
science, technology and psychology, and apply
them to its analysis of investment opportunities
and risks. Additionally, LMCM strives to foster a
culture that is conducive to rational, long-term,
evidence-based decision-making. At the heart of
LMCM is a cohesive team of nearly 30 investment
professionals with diverse talents and
perspectives, who apply the same investment
philosophy and disciplined investment process
across its multiple equity mandates.

Components of
Institutional Assets

Separate
Sub-Advised Accounts—33%

Accounts—45%

Institutional
Shares—22%
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Brandywine GLOBAL

Since its founding in 1986, Brandywine Global
has pursued a singular investment approach—
value investing. Its assets under management
today include an array of fixed income, equity,
and balanced portfolios that invest in U.S.,
international, and global markets on behalf of
over 375 institutional clients.

With approximately $32 billion in assets under
management, Brandywine Global’s growth has
primarily been fueled by an increasing presence
in international markets, with 36% of assets

managed on behalf of non-U.S. domiciled clients.

Its institutional client base includes public funds,
corporations, educational institutions, Taft-
Hartley plans, health care organizations, and
high-net-worth individuals.

Assets by Strategy

Absolute Value—4%
Balanced—1%

Diversified
Equity—10% ———

Large Cap
Equity—15%

Fixed Income—70%
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Brandywine Global has approximately

150 employees, including over 40 investment
professionals, located in Philadelphia,

San Francisco, London, and Singapore.

Brandywine Global works consistently to
strengthen its fundamental and quantitative
research capabilities and broaden their application
to new securities and new markets. The company’s
mission is to deliver superior investment solutions
and performance to its clients by listening to its
clients, hiring, supporting and retaining the
industry’s best people, encouraging independent
thinking by sponsoring an open marketplace for
ideas, promoting a culture of integrity and
partnership, and finding value, throughout the
world, which others have not yet recognized.

Assets by Client Type

[7 Individual Investors—2%
Taft-Hartley—7% Subadvisory—28%
Corporate/ —————

Operating—7%

Endowment/
Foundation
—8%

Government
—11%

Employee
Benefit—25%

I— Public Retirement—12%






Board of Directors

Standing, left to right:

Robert E. Angelica
Private Investor; Former Chairman and CEO,
AT&T Investment Management Corporation

Nicholas J. St. George
Private Investor

Kurt L. Schmoke
Dean, School of Law at Howard University;
Former Mayor of Baltimore

Cheryl Gordon Krongard

Private Investor; Former CEO, Rothschild Asset Management

Dennis R. Beresford
Professor, University of Georgia; Former Chairman of Financial
Accounting Standards Board (Chairman of Audit Committee)

Mark R. Fetting
Chairman and Chief Executive Officer, Legg Mason, Inc.

W. Allen Reed

Private Investor; Retired CEO, GM Asset Management
Corporation (Lead Independent Director and Chairman
of Nominating & Corporate Governance Committee)

Nelson Peltz
Chief Executive Officer and Founding Partner,
Trian Fund Management, L.P.
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Barry W. Huff
Retired Vice Chairman, Deloitte
(Chairman of Risk Committee)

Seated, left to right:

John E. Koerner Il
Managing Member, Koerner Capital, LLC

John T. Cahill
Industrial Partner, Ripplewood Holdings, LLC
(Chairman of Finance Committee)

Harold L. Adams
Chairman Emeritus, RTKL Associates, Inc.
(Chairman of Compensation Committee)

Margaret Milner Richardson
Private Consultant and Investor; Former U.S.
Commissioner of Internal Revenue

Scott C. Nuttall
Member, Kohlberg Kravis Roberts & Co.





























































































































































































During the September 2009 quarter, Legg Mason com-
pleted a tender offer and retired 91% of its outstanding
Equity Units (20,939 units) including the extinguish-
ment of $1,050,000 of its outstanding 5.6% Senior
notes and termination of the related purchase con-
tracts in exchange for the issuance of approximately
18,596 shares of Legg Mason common stock and a
payment of approximately $130,870 in cash. The cash
payment was allocated between the liability and equity
components of the Equity Units based on relative fair
values, resulting in a loss on debt extinguishment of
approximately $22,040 (including a non-cash charge

of approximately $6,355 of accelerated expense of
deferred issue costs) and a decrease in additional paid-
in capital of approximately $115,186. The maximum
number of shares that may be issued for the remaining
Equity Units, subject to adjustment, is approximately
1,830. 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
accordance 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 con-
tracts that must be included in diluted earnings per share
would be determined under the if-converted method.

Legg Mason 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 outstand-
ing for some time after the exercise of the purchase
contracts and the related issuance of Legg Mason com-
mon shares. If such remarketing is not successful dur-
ing 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.
Legg Mason is in the process of evaluating its options
for remarketing the Senior Notes by June 30, 2011.

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 $90,700 for
commissions paid to financial intermediaries in con-
nection with sales of certain share classes of propri-
etary funds. In April 2009, Legg Mason terminated the
agreement and there was no balance outstanding as of
March 31, 2011.

Five-Year Term Loan

On October 14, 2005, Legg Mason entered into an
unsecured term loan agreement for an amount not to
exceed $700,000. Legg Mason used this term loan to
pay a portion of the purchase price, including acquisi-
tion related costs, in the acquisition of CAM. During
fiscal 2008 and 2007, Legg Mason repaid an aggregate
of $150,000 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
$550,000 of remaining outstanding borrowings under
this term loan.

Other Term Loans

A subsidiary of Legg Mason entered into a loan in fiscal
2005 to finance leasehold improvements. The outstand-
ing balance at March 31, 2010 was $2,349, and was paid
in full on October 31, 2010. In fiscal 2006, a subsidiary
of Legg Mason entered into a $12,803 term loan agree-
ment to finance 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,
2011 was $9,363.

As of March 31, 2011, the aggregate maturities of
long-term debt, based on their contractual terms,
are as follows:

2012 $ 987
2013 1,226
2014 1,277
2015 1,251,332
2016 6,075
Thereafter 103,039
Total $1,363,936
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8. INCOME TAXES

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

2011 2010 2009
Domestic $244,079 $207,210 $(3,053,327)
Foreign 121,118 122,446 (134,870)
Total $365,197 $329,656 $(3,188,197)
The components of income tax expense (benefit) are as follows:

2011 2010 2009
Federal $ 75,290 $ 78,224 $(1,075,462)
Foreign 18,788 14,066 32,845
State and local 25,356 26,386 (180,586)
Total income tax provision (benefit) $119,434 $118,676 $(1,223,203)
Current $39,162 $4,729 $(405,726)
Deferred 80,272 113,947 (817,477)
Total income tax provision (benefit) $119,434 $118,676 $(1,223,203)

Legg Mason received approximately $580,000 in tax
refunds during the June 2009 quarter, primarily attrib-
utable to the utilization of $1,600,000 of realized losses
incurred in fiscal 2009 on the sale of securities issued
by SIVs. Federal legislation, enacted in November 2009

to temporarily extend the net operating loss carryback
period from two to five years enabled Legg Mason to
utilize an additional $1,300,000 of net operating loss
deductions and, as a result, an additional $459,000 in
tax refunds 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:
2011 2010® 2009%

Tax provision (benefit) at statutory U.S. federal income tax rate 35.0% 35.0% (35.0)%
State income taxes, net of federal income tax benefit® 4.9 25 (3.3)
Effect of foreign tax rates® (4.6) (3.5) 0.1
Loss on Canadian restructuring — — (2.9)
Changes in U.K. tax rates on deferred tax assets and liabilities (2.5) — —
Non-deductible goodwill impairment — — 25
Other, net 0.1) 2.0 0.2
Effective income tax (benefit) rate 32.7% 36.0% (38.4)%

(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.

During the quarter ended September 30, 2010, the
United Kingdom (“U.K.”) enacted the Finance Act of
2010, which reduced the corporate tax rate from 28%
to 27% for tax periods commencing April 1, 2011 and
after. The impact on prior deferred tax assets and
liabilities at the time of the change in fiscal 2011 was a
one-time tax benefit approximating $8,900. Although
not yet enacted, additional proposed reductions in the
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U.K. corporate tax rate to 26% in fiscal 2012 and 25%

in fiscal 2013 are expected. Each one percentage point
reduction in the U.K. corporate tax rate will result in

a tax benefit of approximately $8,900 at the time of
enactment, based on the amount of deferred tax assets
and liabilities as of March 31, 2011, that have to be
revalued at the new rate.



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 deductible amounts in future years. A summary of Legg Mason’s deferred tax assets and liabilities

are as follows:

2011 2010
DEFERRED TAX ASSETS
Accrued compensation and benefits $129,320 $129,389
Accrued expenses 46,650 55,252
Operating loss carryforwards 375,703 270,672
Capital loss carryforwards 44,475 42,404
Convertible debt obligations 4,609 6,579
Foreign tax credit carryforward 45,119 40,617
Federal benefit of uncertain tax positions 17,451 8,921
Other 6,947 17,691
Deferred tax assets 670,274 571,525
Valuation allowance (94,541) (87,605)
Deferred tax assets after valuation allowance $575,733 $483,920

2011 2010
DEFERRED TAX LIABILITIES
Basis differences, principally for intangible assets and goodwiill $229,879 $246,288
Depreciation and amortization 295,699 169,069
Other 1,780 630
Deferred tax liabilities 527,358 415,987
Net deferred tax asset $ 48,375 $ 67,933

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 2009, 2010 or 2011 due to the net operating
loss position of the Company. As of March 31, 2011,
an additional $4,700 of net operating loss will be rec-
ognized as an increase in Stockholders’ Equity when
ultimately realized.

In connection with the completion and filing of its fis-
cal 2010 federal tax return in December 2010, Legg
Mason recorded a net additional tax benefit of approxi-
mately $36,000 with respect to the Equity Unit extin-
guishment that occurred in fiscal 2010. The tax benefit
increases Additional paid-in capital in a manner con-
sistent with the fiscal 2010 allocation of the extinguish-
ment payment.

Legg Mason has various loss carryforwards that may
provide future tax benefits. Related valuation allow-
ances are established in accordance with accounting
guidance for income taxes, if it is management’s opin-
ion 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, 2011, U.S.
federal deferred tax assets aggregated $683,200, real-
ization of which is expected to require approximately
$4,600,000 of future U.S. earnings, approximately
$129,000 of which must be in the form of foreign
source income. Based on estimates of future taxable
income, using assumptions consistent with those used
in Legg Mason’s goodwill impairment testing, it is
more likely than not that current federal tax benefits
relating to net operating losses are realizable and no
valuation allowance is necessary at this time. With
respect to those resulting from foreign tax credits, it is
more likely than not that tax benefits relating to $4,800
foreign tax credits will not be realized and a valuation
allowance of $3,131 was established in fiscal 2011. As
of March 31, 2011, U.S. state deferred tax assets aggre-
gated $221,700. Due to limitations on net operating
loss and capital loss carryforwards and, taking into
consideration certain state tax planning strategies, a
valuation allowance was established for the state capi-
tal loss and net operating loss benefits in certain juris-
dictions. An additional valuation allowance of

$700 was recorded for fiscal 2011. Due to the uncer-
tainty of future state apportionment factors and future
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effective state tax rates, the value of state net operat-
ing loss benefits ultimately realized may vary. As of
March 31, 2011, U.K. deferred tax assets, net of valua-
tion allowances, are not material. An additional valu-
ation allowance of $3,024 was recorded on foreign
deferred tax assets relating to various jurisdictions,
principally relating to foreign currency translation
adjustments recognized in equity. To the extent the

analysis of the realization of deferred tax assets relies
on deferred tax liabilities, Legg Mason has considered
the timing, nature and jurisdiction of reversals, as well
as, future increases relating to the tax amortization of
goodwill and indefinite-life intangible assets. While tax
planning may enhance Legg Mason'’s tax positions, the
realization of these current tax benefits is not depen-
dent on any significant tax strategies.

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

March 31, 2011 and 2010, respectively.

Expires Beginning

2011 2010 after Fiscal Year
Deferred tax assets
U.S. federal net operating losses $203,971 $119,328 2029
U.S. federal foreign tax credits 45,119 40,617 2015
U.S. state net operating losses®2%) 143,542 121,475 2015
U.S. state capital losses 36,749 34,833 2015
Non-U.S. net operating losses 28,190 29,869 2011
Non-U.S. capital losses® 7,726 7,571 n/a
Total deferred tax assets for carryforwards $465,297 $353,693
Valuation allowances
U.S. federal foreign tax credits $ 3,131 $ —
U.S. state net operating losses 14,206 15,341
U.S. state capital losses 36,749 34,833
Non-U.S. net operating losses 28,190 29,860
Non-U.S. capital losses 7,726 7,571
Valuation allowances for carryforwards 90,002 87,605
Non-U.S. other deferred assets 4,539 —
Total valuation allowances $ 94,541 $ 87,605

(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 2029.

(3) Due to potential for change 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
of approximately $77,653, $51,027 and $43,662 as of
March 31, 2011, 2010, and 2009, respectively. Of these
totals, approximately $53,500, $40,600 and $33,900,

88 LEGG MASON 2011 ANNUAL REPORT

respectively, (net of the federal benefit for state tax
liabilities) are the amounts of unrecognized 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, 2011, 2010 and 2009 is as follows:

2011 2010 2009
Balance, beginning of year $51,027 $43,662 $ 29,287
Additions based on tax positions related to the current year 1,361 2,830 15,756
Additions for tax positions of prior years 34,959 12,664 14,366
Reductions for tax positions of prior years (6,107) (5,846) (4,082)
Decreases related to settlements with taxing authorities (2,667) (515) (11,665)
Expiration of statute of limitations (920) (1,768) —
Balance, end of year $77,653 $51,027 $ 43,662

Although management cannot predict with any degree
of certainty the timing of ultimate resolution of mat-
ters under review by various taxing jurisdictions, it is
reasonably possible that the Company’s gross unrec-
ognized tax benefits balance may change within the
next twelve months by up to $33,500 as a result of the
expiration of statutes of limitation and the completion
of tax authorities’ exams.

The Company accrues interest related to unrecognized
tax benefits in interest expense and recognizes pen-
alties in other operating expense. During the years
ended March 31, 2011, 2010, and 2009, the Company
recognized approximately $3,000, $2,200, and $5,400,
respectively, which was substantially all interest.

At March 31, 2011, 2010, and 2009, Legg Mason had
approximately $9,000, $6,000, and $5,000, respec-
tively, accrued for interest and penalties on tax contin-
gencies in the Consolidated Balance Sheets.

Legg Mason is under examination by the Internal
Revenue Service and other tax authorities in various
states. The following tax years remain open to income
tax examination for each of the more significant juris-
dictions where Legg Mason is subject to income taxes:
after fiscal 2005 for U.S. federal; after fiscal 2005 for
the United Kingdom; after fiscal 2003 for the state of
California; after fiscal 2005 for the state of New York;
and after fiscal 2007 for the states of Connecticut,
Maryland and Massachusetts. The Company does not
anticipate making any significant cash payments with
the settlement of these audits.

In a prior year, Legg Mason initiated plans to repatri-
ate earnings from certain foreign subsidiaries for up to
$225,000, of which $189,000 has yet to be repatriated.
Legg Mason still intends to repatriate these earnings
to create foreign source income in order to utilize for-
eign tax credits that may otherwise expire unutilized.

No further repatriation beyond the original $225,000 of
foreign earnings is contemplated.

Except as noted above, Legg Mason intends to per-
manently 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 undistributed 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.

As of March 31, 2011, the minimum annual aggregate
rentals under operating leases and servicing agree-
ments are as follows:

2012 $ 142,259
2013 123,992
2014 100,072
2015 89,963
2016 83,135
Thereafter 522,145
Total $1,061,566

The minimum rental commitments in the table above
have not been reduced by $148,556 for minimum sub-
lease rentals to be received in the future under non-
cancelable subleases, of which approximately 55% is
due from one counterparty. If a sub-tenant defaults on
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a sublease, Legg Mason may have to incur operating
charges to reflect expected future sublease rentals at
reduced amounts, as a result of the current commer-
cial real estate market.

The above minimum rental commitments includes
$967,688 in real estate leases and equipment leases
and $93,878 in service and maintenance agreements.

As discussed in Note 4, in connection with its restruc-
turing plans, Legg Mason no longer intends to exer-
cise a put/purchase option on land and a building that
was treated as a capital lease. As of March 31, 2011,
the remaining rental commitment for this facility is
included in the table above.

Included in the table above is $13,337 in commitments
related to office space that has been vacated, but for
which subleases are being pursued. A lease liability
was adjusted in fiscal 2011 and 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 2011 and
2010, aggregated $2,587 and $19,331, respectively.

The following table reflects rental expense under all
operating leases and servicing agreements.

2011 2010 2009
Rental expense $137,072  $137,771  $127,949
Less: sublease income 10,848 8,573 15,488
Net rent expense $126,224 $129,198 $112,461

Legg Mason recognizes rent expense ratably over the
lease period based upon the aggregate lease pay-
ments. The lease period is determined as the original
lease term without renewals, unless and until the exer-
cise 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 payments specified in the contract,
including contractual rent increases, and are reduced
by any lease incentives received from the landlord,
including those used for tenant improvements.

As of March 31, 2011 and 2010, Legg Mason had com-
mitments to invest approximately $23,381 and $45,697,
respectively, in limited partnerships that make private
investments. These commitments will be funded as
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required through the end of the respective investment
periods ranging through fiscal 2018.

In the normal course of business, Legg Mason enters
into contracts that contain a variety of representations
and warranties and which provide general indemnifica-
tions. 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 com-
plaints and has also been named as a defendant in
various legal actions arising primarily from securities
brokerage, asset management and investment bank-
ing activities, including certain class actions, which
primarily allege violations of securities laws and seek
unspecified damages, which could be substantial.
Legg Mason has also received subpoenas and is cur-
rently involved in governmental and self-regulatory
agency inquiries, investigations and proceedings
involving asset management activities. In accordance
with guidance for accounting for contingencies, Legg
Mason has established provisions for estimated
losses from pending complaints, legal actions, inves-
tigations and proceedings when it is probable that a
loss has been incurred and a reasonable estimate of
loss can be made.

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 liabil-
ity 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 resolu-
tion of these matters cannot be currently determined
based on current information, after consultation with
legal counsel, management believes that any accrual
or range of reasonably possible losses as of March

31, 2011 or 2010, is not material. Similarly, although
Citigroup transferred to Legg Mason the entities that
would be primarily liable for most customer complaint,
litigation and regulatory liabilities 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.



The ultimate resolution of other matters cannot be cur-
rently determined, and in the opinion of management,
after consultation with legal counsel, Legg Mason
believes that the resolution of these actions will not
have a material adverse effect on Legg Mason’s finan-
cial condition. Due in part to the preliminary nature

of certain of these matters, Legg Mason is currently
unable to estimate the amount or range of potential
losses from these matters and the results of operations
and cash flows could be materially affected during a
period in which a matter is ultimately resolved. In addi-
tion, 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, con-
tribution or insurance reimbursement.

As of March 31, 2011 and 2010, Legg Mason’s liability
for losses and contingencies was $500 and $21,500,
respectively. During fiscal 2011, 2010 and 2009, Legg
Mason recorded litigation related charges of approxi-
mately $2,500, $21,200, and $600, respectively. The
charge in fiscal 2010 primarily represents a $19,000
accrual for an affiliate investor settlement, which was
settled during fiscal 2011. During fiscal 2011, 2010,
and 2009, the liability was reduced for settlement
payments of approximately $23,500, $1,500, and
$500, 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 partici-
pants based on a percentage of qualified compensation
and the other is a 50% match of employee 401(k) con-
tributions up to 6% of employee compensation with a
maximum of five thousand dollars per year. Profit shar-
ing and matching contributions amounted to $22,739
and $18,199 in fiscal 2011 and 2010, 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, 2011, the authorized numbers of com-
mon, preferred and exchangeable shares were

500,000, 4,000 and an unlimited number, respectively.
At March 31, 2011 and 2010, there were 14,557 and
16,377 shares of common stock, respectively, reserved
for issuance under Legg Mason’s equity plans. As of
March 31, 2010, 1,099 common shares were reserved
for exchangeable shares issued in connection with the
acquisition of Legg Mason Canada Inc. Exchangeable
shares were exchangeable at any time by the holder
on a one-for-one basis into shares of Legg Mason’s
common stock and were included in basic shares out-
standing. In May 2010, all outstanding exchangeable
shares were converted into shares of Legg Mason
common stock.

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 bil-
lion worth of Legg Mason common stock. There is no
expiration date attached to this new authorization.
During fiscal 2011, Legg Mason entered into sepa-
rate accelerated share repurchase agreements (“ASR
Agreements”) with two financial institutions to repur-
chase, in the aggregate, $300,000 of Legg Mason com-
mon stock. Under the ASR Agreements, Legg Mason
received 10,147 shares of its common stock. All shares
purchased under the ASR Agreements were retired
upon receipt. During fiscal 2011, Legg Mason also pur-
chased and retired 4,405 shares of its common stock
in the open market for $145,067. The remaining bal-
ance of the authorized stock buyback is $554,933.

As discussed in Note 7, in May 2008, Legg Mason
issued $1,150,000 of Equity Units, each unit consist-
ing of a 5% interest in one thousand dollar 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 approxi-
mately 18,596 shares through the Equity Unit tender
offer in exchange for 91% of the outstanding Equity
Units. As of March 31, 2011, the maximum amount

of shares that could be issued, and are reserved for
issuance, is approximately 1,830, subject to adjust-
ment. Also discussed in Note 7, in January 2008, Legg
Mason issued $1,250,000 of 2.5% contingent convert-
ible senior notes, which, if certain conditions are met,
could result in the issuance of a maximum of approxi-
mately 14,205 shares of Legg Mason common stock,
subject to adjustment.
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Changes in common stock and shares exchangeable into common stock for the three years ended March 31,

2011, 2010 and 2009 are as follows:

Years Ended March 31,

2011 2010 2009

COMMON STOCK
Beginning balance 161,439 141,853 138,556
Shares issued for:

Stock option exercises and other stock-based compensation 638 72 1,094

Deferred compensation trust 75 133 155

Deferred compensation 1,520 662 922

Exchangeable shares 1,099 123 761
Shares repurchased and retired (14,552) — —
Conversion of non-voting preferred stock — — 365
Equity Units exchange — 18,596 —
Ending balance 150,219 161,439 141,853
SHARES EXCHANGEABLE INTO COMMON STOCK
Beginning balance 1,099 1,222 1,983
Exchanges (1,099) (123) (761)
Ending balance — 1,099 1,222

Dividends declared per share were $0.20, $0.12, and
$0.96 for fiscal 2011, 2010 and 2009, respectively.
Dividends declared but not paid at March 31, 2011, 2010
and 2009 were $8,990, $4,844, and $34,043, respec-
tively, and are included in Other current liabilities.

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 common 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 incentive stock plan was increased by
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6,000 to 35,000. Shares available for issuance as

of March 31, 2011 were 8,304. 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
for the years ended March 31, 2011, 2010, and 2009
was $19,926, $17,281, and $22,224, respectively.
The related income tax benefit for the years ended
March 31, 2011, 2010, and 2009 was $7,718, $6,221,
and $8,710, respectively.



Stock option transactions under Legg Mason’s equity incentive plans during the years ended March 31, 2011,
2010, and 2009, respectively, are summarized below:

Weighted-Average

Number Exercise Price

of Shares Per Share
Options outstanding at March 31, 2008 5,847 $65.81
Granted 1,496 29.54
Exercised (1,131) 24.90
Canceled/forfeited (658) 68.24
Options outstanding at March 31, 2009 5,554 $64.09
Granted 1,457 26.82
Exercised (72) 25.40
Canceled/forfeited (885) 49.24
Options outstanding at March 31, 2010 6,054 $57.75
Granted 729 33.12
Exercised (634) 21.85
Canceled/forfeited (730) 48.94
Options outstanding at March 31, 2011 5,419 $59.82

The total intrinsic value of options exercised during the years ended March 31, 2011, 2010, and 2009 was $6,977,
$229, and $11,102, respectively. At March 31, 2011, the aggregate intrinsic value of options outstanding was $17,010.

The following information summarizes Legg Mason’s stock options outstanding at March 31, 2011:

Weighted-Average Weighted-Average
Option Shares Exercise Price Remaining Life

Exercise Price Range Outstanding Per Share (in years)
$ 12.65-$ 25.00 114 $ 1561 5.4
25.01- 35.00 2,792 30.83 6.0
35.01- 94.00 482 52.40 1.2
94.01- 100.00 583 95.17 3.3
100.01- 134.97 1,448 107.42 3.2

5,419

At March 31, 2011, 2010, and 2009, options were exercisable on 2,860, 2,810, and 2,811 shares, respectively, and
the weighted-average exercise prices were $77.20, $73.57, and $64.64, respectively. Stock options exercisable at
March 31, 2011 have a weighted-average remaining contractual life of 3.3 years. At March 31, 2011, the aggregate
intrinsic value of options exercisable was $4,207.

The following information summarizes Legg Mason’s stock options exercisable at March 31, 2011:

Weighted-Average

Option Shares Exercise Price
Exercise Price Range Exercisable Per Share
$ 12.65-$ 25.00 42 $ 15.69
25.01- 35.00 679 31.16
35.01- 94.00 482 52.40
94.01- 100.00 473 95.16
100.01- 134.97 1,184 108.72
2,860
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The following information summarizes unvested stock
options under Legg Mason’s equity incentive plans for
the year ended March 31, 2011:

Weighted-Average

Number Grant Date
of Shares Fair Value
Shares unvested at
March 31, 2010 3,245 $17.04
Granted 729 14.32
Vested® (992) 18.56
Canceled/forfeited (423) 15.78
Shares unvested at
March 31, 2011 2,559 $15.89

(1) Stock options granted prior to fiscal 2011 vest in July each year; beginning in fiscal
2011, stock options granted vest in May each year.

Unamortized compensation cost related to unvested
options at March 31, 2011 was $28,207 and is expected
to be recognized over a weighted-average period of
1.9 years.

Cash received from exercises of stock options under
Legg Mason’s equity incentive plans was $12,094,
$1,829, and $25,463 for the years ended March 31,
2011, 2010, and 2009, respectively. The tax benefit
expected to be realized for the tax deductions from
these option exercises totaled $2,645, $73, and
$3,889 for the years ended March 31, 2011, 2010,
and 2009, respectively.

The weighted-average fair value of stock options
granted in fiscal 2011, 2010, and 2009, using the Black-
Scholes option-pricing model, was $14.32, $12.09, and
$13.36 per share, respectively.

The following weighted-average assumptions were used
in the model for grants in fiscal 2011, 2010, and 2009:

2011 2010 2009
Expected dividend yield 1.39% 1.45% 0.89%
Risk-free interest rate 2.37% 2.86% 3.46%
Expected volatility 52.64% 55.26% 56.65%
Expected lives (in years) 5.18 5.17 5.28
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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
4,500 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, 2011, 2010, and 2009, approximately 102, 147,
and 188 shares, respectively, have been purchased in
the open market on behalf of participating employees.
In fiscal 2011, 2010, and 2009, Legg Mason recognized
$286, $313, and $418, respectively, in compensation
expense related to the stock purchase plan.

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 end-
ing 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 a senior officer
in fiscal 2009, 20 performance shares were voluntarily
forfeited, resulting in a charge of $550 representing an
acceleration of expense associated with the unvested
portion of the award.



Restricted stock and restricted stock unit transactions during the years ended March 31, 2011, 2010, and 2009,

respectively, are summarized below:

Weighted-Average

Number Grant Date

of Shares Value
Unvested Shares at March 31, 2008 642 $ 98.30
Granted 997 34.69
Vested (257) 100.76
Canceled/forfeited (41) 78.82
Unvested Shares at March 31, 2009 1,341 51.26
Granted 786 22.35
Vested (467) 58.83
Canceled/forfeited (55) 53.37
Unvested Shares at March 31, 2010 1,605 34.80
Granted 1,867 33.02
Vested (617) 38.62
Canceled/forfeited (218) 30.42
Unvested Shares at March 31, 2011 2,637 $ 33.01

The restricted stock and restricted stock unit awards
were non-cash transactions. In fiscal 2011, 2010, and
2009, Legg Mason recognized $35,770, $27,233, and
$32,629, respectively, in compensation expense and
related tax benefits of $13,854, $9,804, and $12,787,
respectively, for restricted stock and restricted stock
unit awards. Unamortized compensation cost related
to unvested restricted stock and restricted stock unit
awards for 2,637 shares not yet recognized at March 31,
2011 was $53,393 and is expected to be recognized
over a weighted-average period of 1.8 years.

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 the old plan are immediately exercisable 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 2011, 2010, and 2009, Legg Mason recognized
expense of $1,425, $1,575, and $1,400, 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 232 shares were
issued under the plan as of March 31, 2011. At March 31,
2011, non-employee directors held 220 stock options,
which are included in the outstanding options presented
in the table above. As of March 31, 2011, non-employee
directors held 62 restricted stock units, which vest on
the grant date and are, therefore, not included in the
unvested shares of restricted stock and restricted stock
units in the table above. There were 9 stock options

exercised and 7 restricted stock units distributed dur-
ing fiscal 2011. There were 17 restricted stock units and
31 shares of common stock granted during fiscal 2011.
There were 59 stock options and no restricted stock
units cancelled or forfeited during fiscal 2011.

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 2011, 2010, and 2009, Legg
Mason recognized $263, $176, and $322, respectively,
in compensation expense related to this plan. During
fiscal 2011, 2010, and 2009, Legg Mason issued 77, 128,
and 125 shares, respectively, under the plan with a
weighted-average fair value per share at the grant date
of $28.38, $22.53, and $39.62, respectively.

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 trusts and the corresponding liability related

to the deferred compensation plans are presented as
components of stockholders’ equity as Employee stock
trust and Deferred compensation employee stock trust,
respectively. Shares held by the trusts at March 31, 2011,
and 2010 were 3,196 and 2,205, respectively.
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As part of the Company'’s restructuring initiative fur-
ther discussed in Note 16, the employment of certain
recipients of stock option and restricted stock awards
will be terminated. The termination benefits extended
to these employees include accelerated vesting of any
portion of their equity incentive awards that would
not have vested by January 1, 2012 under the original
terms of the awards. During fiscal 2011, the portion

of the awards subject to accelerated vesting were
revalued and are being expensed over the new vesting
period, the impact of which is included above. Also in
connection with the restructuring initiative, the depar-
ture of an executive officer in December 2010 resulted
in the accelerated vesting of a portion of certain
equity incentive awards, the impact of which is also
included above.

13. 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 com-
mon shares, shares exchangeable into common stock
and unvested restricted shares deemed to be partici-
pating 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 poten-
tially issuable common shares will decrease the net
loss per share. Since this would be antidilutive, such
shares are excluded from the calculation.

During fiscal 2011, Legg Mason purchased and retired
14,552 shares of its common stock through ASR agree-
ments and open market purchases, of which, 9,088
shares were excluded from weighted-average shares
outstanding for the year ended March 31, 2011.

In August 2009, Legg Mason issued 18,596 shares
of common stock through the Equity Units tender
offer, such that 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

2011 2010 2009

Weighted-average basic shares outstanding 155,321 153,715 140,669
Potential common shares:

Employee stock options 163 56 —

Shares related to deferred compensation — 455 —

Shares issuable upon payment of contingent consideration — 1,136 —
Weighted-average diluted shares 155,484 155,362 140,669
Net income (loss) $245,763 $210,980 $(1,964,994)

Less: Net income (loss) attributable to noncontrolling interests (8,160) 6,623 2,924
Net income (loss) attributable to Legg Mason, Inc. $253,923 $204,357  $(1,967,918)
Net income (loss) per share attributable to Legg Mason, Inc. common shareholders:

Basic $ 163 $ 133 % (13.99)

Diluted $ 163 $ 132 3 (13.99)

The diluted EPS calculations for the years ended
March 31, 2011 and 2010, exclude any potential com-
mon 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 dilutive 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 antidilutive due to the net loss
for the fiscal year.
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Options to purchase 5,204 shares and 5,130 shares for
the fiscal years ended March 31, 2011 and 2010, respec-
tively, 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. Also at March 31, 2011, 2010, and
2009, warrants issued in connection with the convert-
ible 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, 2011, 2,061 of the 23,000 Equity Units issued
in May 2008, that include purchase warrants providing
for the issuance of between 1,525 and 1,830 shares of
Legg Mason common stock by June 2011, remain out-
standing, as more fully described in Note 7.

14. ACCUMULATED OTHER COMPREHENSIVE INCOME
Accumulated other comprehensive income includes
cumulative foreign currency translation adjust-

ments and net of tax gains and losses on investment

securities. The change in the accumulated translation
adjustments for fiscal 2011 and 2010 primarily resulted
from the impact of changes in the Brazilian real, the
Japanese yen, the British pound, Singapore dollar, and
the Australian dollar in relation to the U.S. dollar on
the net assets of Legg Mason'’s subsidiaries in Brazil,
Japan, the United Kingdom, Singapore, and Australia,
for which the real, the yen, the pound, the Singapore
dollar and the Australian dollar are the functional cur-
rencies, respectively.

A summary of Legg Mason’s accumulated other comprehensive income as of March 31, 2011 and 2010 is as follows:

2011 2010
Foreign currency translation adjustments $93,302 $58,143
Unrealized gains on investment securities, net of tax provision of $39 and $56, respectively 59 84
Total $93,361 $58,227

15. DERIVATIVES AND HEDGING

The disclosures below detail Legg Mason’s derivatives
and hedging excluding the derivatives and hedging

of CIVs. See Note 18, Variable Interest Entities and
Consolidation of Investment Vehicles, for information
related to the derivatives and hedging of CIVs.

Legg Mason continues to use currency forwards

to economically hedge the risk of movements in
exchange rates, primarily between the U.S. dollar,
euro, Great Britain pound, Canadian dollar, Japanese
yen, Singapore dollar, and Brazilian real. In the

Consolidated Balance Sheets, Legg Mason nets the
fair value of certain foreign currency forwards exe-
cuted with the same counterparty where Legg Mason
has both the legal right and intent to settle the con-
tracts on a net basis.

Legg Mason also uses market hedges on certain seed
capital investments by entering into futures contracts
to sell index funds that benchmark the hedged seed
capital investments. Open futures contracts required
cash collateral of $7,099 and $2,185, as of March 31,
2011 and 2010, respectively.

The following table presents the fair value as of March 31, 2011 and 2010 of derivative instruments not designated
as hedging instruments, classified as Other assets and Other liabilities:

2011 2010
Assets Liabilities Assets Liabilities
Currency forward contracts $1,112 $1,633 $671 $255
Futures contracts 57 1,487 26 230
Total $1,169 $3,120 $697 $485

The following table presents gains (losses) recognized on derivative instruments for the years ended March 31,

2011 and 2010:

2011 2010
Income Statement Classification Gains Losses Gains Losses
Currency forward contracts for:
Operating activities Other expense $4,943 $ (6,094) $5,669 $(11,092)
Seed capital investments Other non-operating income (expense) 123 (355) 269 (29)
Futures contracts Other non-operating income (expense) 1,652 (7,146) 26 (1,081)
Total $6,718 $(13,595) $5,964 $(12,192)
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16. RESTRUCTURING

In May 2010, Legg Mason announced a plan to stream-
line its business model to drive increased profitabil-
ity and growth that includes: 1) transitioning certain
shared services to its investment affiliates which are
closer to the actual client relationships; and 2) shar-
ing in affiliate revenue with its Americas distribution
group. This plan involves headcount reductions in
operations, technology, and other administrative areas,
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 the initiative to be substan-
tially complete in fiscal 2012.

This initiative involves transition-related costs primar-
ily comprised of charges for employee termination
benefits and retention incentives during the transition
period, recorded in Transition-related compensation.
The transition-related costs also involve other costs,
including charges for consolidating leased office
space, early contract terminations, asset disposals,
and professional fees, recorded in the appropriate
operating expense classifications. Total transition-
related costs are expected to be in the range of
$115,000 to $135,000. Charges for transition-related
costs were $54,434 for the year ended March 31, 2011,
which primarily represent costs for severance and
retention incentives. Substantially all of the remaining
costs will be accrued in fiscal 2012.

The table below presents a summary of changes in the transition-related liability from March 31, 2010 through
March 31, 2011 and cumulative charges incurred through March 31, 2011, including non-cash charges, such as

asset write-offs:

Balance Balance Other
as of Accrued as of Non-cash Cumulative
March 31, 2010 charges Payments  March 31,2011 Charges® Charges
Severance and retention incentives $— $35,487 $(12,276) $23,211 $ 9,561 $45,048
Other — 6,160 (325) 5,835 3,226 9,386
$— $41,647 $(12,601) $29,046 $12,787 $54,434

(1) Includes stock-based compensation expense, write-offs of capitalized costs, primarily for internally-developed software, that will no longer be utilized as a result of the initiative.

The estimates for remaining transition-related costs are as follows:

Minimum Maximum
Severance and retention incentives $32,000 $46,000
Other costs 29,000 35,000
Total $61,000 $81,000

While management expects the total estimated costs
to be within the range disclosed, the nature of the
costs may differ from those presented above.

17. BUSINESS SEGMENT INFORMATION

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

Legg Mason operates through two operating segments
(divisions), Americas and International, which are pri-
marily 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.



In December 2010, Legg Mason announced a realign-
ment of its executive management team which,
among other things, will eliminate the previous sepa-
ration of the Americas and International divisions
into one Global Asset Management business during
fiscal 2012. Although the executive management

realignment was announced in fiscal 2011, as of
March 31, 2011, no changes had been made to the
internal reporting practices and Legg Mason contin-
ued to operate in one reportable business segment,
Asset Management, with two divisions, Americas
and International.

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

2011 2010 2009
OPERATING REVENUES
United States $1,919,680 $1,866,909 $2,290,474
United Kingdom 512,313 478,510 747,257
Other International 352,324 289,460 319,636
Total $2,784,317 $2,634,879 $3,357,367
INTANGIBLE ASSETS, NET AND GOODWILL
United States $3,565,019 $3,590,283 $3,606,678
United Kingdom 1,136,386 1,139,065 1,052,007
Other International 487,022 488,170 450,863
Total $5,188,427 $5,217,518 $5,109,548

18. VARIABLE INTEREST ENTITIES AND
CONSOLIDATION OF INVESTMENT VEHICLES
Legg Mason is the investment manager for CDOs/CLOs

that are considered VIEs under new accounting guid-
ance, since investors in these structures lack unilateral
decision making authority. These investment vehicles
were created for the sole purpose of issuing collateral-
ized instruments that offer investors the opportunity
for returns that vary with the risk level of their invest-
ment. Legg Mason’s management fee structure for
these investment vehicles typically includes a senior
management fee, and may also include subordinated
and incentive management fees. Legg Mason holds
no equity interest in any of these investment vehicles
and did not sell or transfer any assets to any of these
investment vehicles. In accordance with the methodol-
ogy described in Note 1 above, Legg Mason concluded
that its collateral management agreements represent a
variable interest in only two of these investment vehi-
cles, which are CLOs, primarily due to the level of sub-
ordinated fees. After considering the factors described
in Note 1 above, Legg Mason concluded that it is the
primary beneficiary of one of the two CLOs, which
resulted in its consolidation into Legg Mason’s finan-
cial statements as of April 1, 2010. The collateral assets

of this VIE are primarily comprised of investments in
corporate loans and, to a lesser extent, bonds. The
assets of the CLO cannot be used by Legg Mason

and gains and losses related to these assets have no
impact on Net Income Attributable to Legg Mason, Inc.
The liabilities of this VIE are primarily comprised of
debt and the CLO’s debt holders have recourse only to
the assets of the CLO and have no recourse to the gen-
eral credit or assets of Legg Mason.

In addition, Legg Mason was the primary beneficiary of
one sponsored investment fund VIE and held a control-
ling financial interest in two sponsored investment fund
VREs, all of which were consolidated as of March 31,
2011. As of March 31, 2010, Legg Mason consolidated
the sponsored investment fund VIE and one of the
sponsored investment fund VREs. Legg Mason’s invest-
ment in the CIVs as of March 31, 2011 and March 31,
2010 was $53,708 and $61,864, respectively, which rep-
resents its maximum risk of loss, excluding uncollected
advisory fees. The assets of these CIVs are primarily
comprised of investment securities. Investors and
creditors of these CIVs have no recourse to the general
credit or assets of Legg Mason beyond its investment
in these funds.
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The following tables reflect the impact of CIVs on the Consolidated Balance Sheets as of March 31, 2011 and
March 31, 2010 and the Consolidated Statements of Income for the fiscal year ended March 31, 2011 and 2010,

respectively:

Consolidating Balance Sheets

March 31, 2011

Balance Before

Consolidation As
of ClIVs ClIVs Eliminations Reported
Current assets $2,378,226 $122,963 $(54,633) $2,446,556
Non-current assets 5,946,737 314,463 — 6,261,200
Total assets $8,324,963 $437,426 $(54,633) $8,707,756
Current liabilities $ 914,803 $ 55,094 $ (925) $ 968,972
Long-term debt of CIVs — 278,320 — 278,320
Other non-current liabilities 1,649,815 3,553 — 1,653,368
Total liabilities 2,564,618 336,967 (925) 2,900,660
Redeemable non-controlling interests 976 — 35,736 36,712
Total stockholders’ equity 5,759,369 100,459 (89,444) 5,770,384
Total liabilities and equity $8,324,963 $437,426 $(54,633) $8,707,756
March 31, 2010
Balance Before
Consolidation As
of CIVs ClVs Eliminations Reported
Current assets $2,541,880 $ 79,692 $(62,426) $2,559,146
Non-current assets 6,049,794 13,692 — 6,063,486
Total assets $8,591,674 $ 93,384 $(62,426) $8,622,632
Current liabilities $1,053,893 $ 961 $ (578) $1,054,276
Long-term debt of CIVs — — — —
Other non-current liabilities 1,697,055 — — 1,697,055
Total liabilities 2,750,948 961 (578) 2,751,331
Redeemable non-controlling interests 667 — 28,910 29,577
Total stockholders’ equity 5,840,059 92,423 (90,758) 5,841,724
Total liabilities and equity $8,591,674 $ 93,384 $(62,426) $8,622,632
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Consolidating Statements of Income

Fiscal Year Ended
March 31, 2011

Balance Before

Consolidation As
of CIVs ClVs Eliminations Reported
Total operating revenues $ 2,788,450 $ — $ (4,133) $2,784,317
Total operating expenses 2,396,938 4,704 (4,133) 2,397,509
Operating income (loss) 391,512 (4,704) — 386,808
Total other non-operating income (expense) (17,931) 1,704 (5,384) (21,611)
Income (loss) before income tax provision 373,581 (3,000) (5,384) 365,197
Income tax provision 119,434 — — 119,434
Net income (loss) 254,147 (3,000) (5,384) 245,763
Less: Net income (loss) attributable to noncontrolling interests 224 — (8,384) (8,160)
Net income (loss) attributable to Legg Mason, Inc. $ 253,923 $ (3,000) $ 3,000 $ 253,923
Fiscal Year Ended
March 31, 2010
Balance Before
Consolidation As
of CIVs ClVvs Eliminations Reported
Total operating revenues $ 2,637,658 $ — $ (2,779) $ 2,634,879
Total operating expenses 2,314,376 2,263 (2,943) 2,313,696
Operating income (loss) 323,282 (2,263) 164 321,183
Total other non-operating income (expense) (47) 17,329 (8,809) 8,473
Income (loss) before income tax provision 323,235 15,066 (8,645) 329,656
Income tax provision 118,676 — — 118,676
Net income (loss) 204,559 15,066 (8,645) 210,980
Less: Net income (loss) attributable to noncontrolling interests 202 — 6,421 6,623
Net income (loss) attributable to Legg Mason, Inc. $ 204,357 $15,066 $(15,066) $ 204,357
Fiscal Year Ended
March 31, 2009
Balance Before
Consolidation As
of CIVs ClVs Eliminations Reported
Total operating revenues $ 3,358,599 $ — $ (1,232) $ 3,357,367
Total operating expenses 4,025,842 1,938 (1,233) 4,026,547
Operating income (loss) (667,243) (1,938) 1 (669,180)
Total other non-operating income (expense) (2,523,722) 7,796 (3,091) (2,519,017)
Income (loss) before income tax provision (3,190,965) 5,858 (3,090) (3,188,197)
Income tax benefit (1,223,203) — — (1,223,203)
Net income (loss) (1,967,762) 5,858 (3,090) (1,964,994)
Less: Net income attributable to noncontrolling interests 156 — 2,768 2,924
Net income (loss) attributable to Legg Mason, Inc. $(1,967,918) $ 5,858 $ (5,858) $(1,967,918)

Other non-operating income (expense) includes interest income, interest expense and net gains (losses) on
investments and long-term debt determined on an accrual basis.
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The consolidation of CIVs has no impact on Net Income Attributable to Legg Mason, Inc. The fair value of the
financial assets and (liabilities) of CIVs were determined using the following categories of inputs (as defined in
Note 1) as of March 31, 2011 and March 31, 2010:

Quoted prices Significant Significant
in active other observable unobservable
markets inputs inputs Value as of
(Level 1) (Level 2) (Level 3) March 31, 2011
Assets:
Trading investments:
Hedge funds $ — $ 14,087 $ 34,272 $ 48,359
Government and corporate securities — 22,139 — 22,139
Repurchase agreements — 12,331 — 12,331
Total trading investment securities — 48,557 34,272 82,829
Investments:
CLO loans — 275,948 — 275,948
CLO bonds — 18,813 — 18,813
Private equity funds — — 17,879 17,879
Total investments — 294,761 17,879 312,640
Derivative assets 125 45 — 170
$ 125 $343,363 $ 52,151 $ 395,639
Liabilities:
CLO debt $ — $ — $(278,320) $(278,320)
Reverse repurchase agreements — (18,310) — (18,310)
Derivative liabilities (128) (14,169) — (14,297)
$(128) $(32,479) $(278,320) $(310,927)
Quoted prices Significant Significant
in active other observable unobservable
markets inputs inputs Value as of
(Level 1) (Level 2) (Level 3) March 31, 2010
Assets:
Trading investment securities:
Hedge funds $ — $ 24,813 $ 12,374 $ 37,187
Investments:
Private equity funds — — 13,692 13,692
$ — $ 24,813 $ 26,066 $ 50,879
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The table below presents a summary of changes in assets and (liabilities) of CIVs measured at fair value using
significant unobservable inputs (Level 3) for the periods from March 31, 2010 to March 31, 2011 and March 31,
2009 to March 31, 2010:

Purchases, Net Realized and
sales, transfer unrealized
Value as of issuances and into/out of gains/ Value as of
March 31, 2010 settlements, net Level 3® (losses), net March 31, 2011
Assets:
Hedge funds $12,374 $ 8,340 $ 5862 $ 7,696 $ 34,272
Private equity funds 13,692 4,906 — (719) 17,879
$26,066 $13,246 $ 5,862 $ 6,977 $ 52,151
Liabilities:
CLO debt $ — $ — $(249,668) $(28,652) $(278,320)
Total realized and unrealized
gains (losses), net $(21,675)
Purchases, Net Realized and
sales, transfer unrealized
Value as of issuances and into/out of gains/ Value as of
March 31, 2009 settlements, net Level 3® (losses), net March 31, 2010
Assets:
Hedge funds $ 4,250 $(3,670) $ 10,414 $ 1,380 $ 12,374
Private equity funds 4,976 8,716 — — 13,692
$ 9,226 $ 5,046 $ 10,414 $ 1,380 $ 26,066

(1) Transfers into Level 3 for the fiscal years ended March 31, 2011 and 2010 primarily represent assets and liabilities recorded upon the initial consolidation of investment vehicles.

Realized and unrealized gains and losses recorded for Level 3 assets and liabilities of CIVs are included in Other
non-operating income (expense) of CIVs on the Consolidated Statements of Income. Total unrealized gains
(losses) for Level 3 investments and liabilities of CIVs relating only to those assets and liabilities still held at the
reporting date were $(21,668) and $1,377 for the fiscal year ended March 31, 2011 and 2010, respectively.

There were no significant transfers between Levels 1 and 2 during the year ended March 31, 2011.

The NAV values used as a practical expedient by CIVs have been provided by the investees and have been
derived from the fair values of the underlying investments as of the reporting date. The following table summa-
rizes, as of March 31, 2011, the nature of these investments and any related liquidation restrictions or other fac-
tors which may impact the ultimate value realized.

Fair Value
Determined Unfunded Remaining
Category of Investment Investment Strategy Using NAV ~ Commitments Term
Hedge funds Global, fixed income, macro, long/short equity, $45,978W n/a n/a
systematic, emerging market, U.S. and Europe hedge

Fund-of-hedge funds Fixed income-emerging market, and Europe hedge 2,3810 n/a n/a
Private equity funds Long/short equity 17,8796 $11,830 8 years
Total $66,238 $11,830

n/a—not applicable

(1) 30% quarterly redemption; 1% annual redemption; and 69% subject to three to five year lock-up or side pocket provisions.
(2) Monthly redemption.

(3) Liquidations are expected during the remaining term.

There are no current plans to sell any of these investments.
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The following table presents the fair value and unpaid principal balance of CLO loans, bonds and debt carried at

fair value under the fair value option as of March 31, 2011:

CLO loans and bonds

Unpaid principal balance $299,044
Unpaid principal balance in excess of fair value (4,283)
Fair value $294,761
Unpaid principal balance of loans that are more than 90 days past due

and also in nonaccrual status $ 4,963
Unpaid principal balance in excess of fair value for loans that are more

than 90 days past due and also in nonaccrual status (2,837)
Fair value of loans more than 90 days past due and in nonaccrual status $ 2,126

Debt

Principal amounts outstanding $300,959
Excess unpaid principal over fair value (22,639)
Fair value $278,320

During the year ended March 31, 2011, total net losses
of $14,686 were recognized in Other non-operating
income (expense) of CIVs in the Consolidated
Statements of Income related to assets and liabilities
for which the fair value option was elected. For CLO
loans and CLO debt measured at fair value, substan-
tially all of the estimated gains and losses included

in earnings for the year ended March 31, 2011 were
attributable to instrument specific credit risk as rel-
evant interest rates were fairly static while the credit
spreads for these instruments widened during the
current period, particularly credit spreads for the CLO
debt with lower seniority in the capital structure.

104 LEGG MASON 2011 ANNUAL REPORT

The CLO debt bears interest at variable rates based on
LIBOR plus a pre-defined spread, which ranges from 25
basis points to 400 basis points. All outstanding debt
matures on July 15, 2018.

As of March 31, 2011, total derivative assets and liabilities
of CIVs of $170 and $14,297, respectively, are primarily
recorded in Other liabilities of CIVs. Gains and (losses)
of $15,364 and $(18,022), respectively, for the fiscal year
ended March 31, 2011 related to derivative assets and
liabilities of CIVs are included in Other non-operating
income (expense) of CIVs. There is no risk to Legg Mason
in relation to the derivative assets and liabilities of the
ClIVs in excess of its investment in the funds, if any.



As of March 31, 2011 and March 31, 2010, 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 carry-
ing value, the related VIE assets and liabilities and maximum risk of loss were as follows:

As of March 31, 2011

Equity Interests

VIE Assets VIE Liabilities on the Maximum
Not Not Consolidated Risk
Consolidated Consolidated Balance Sheet of Loss®
CDOs/CLOs® $ 382,692 $ 354,692 $ — $ 196
Public-Private Investment Program® 692,488 2,002 290 290
Other sponsored investment funds 20,241,752 16,771 83,480 121,899
Total $21,316,932 $ 373,465 $ 83,770 $122,385
As of March 31, 2010
Equity Interests
VIE Assets VIE Liabilities on the Maximum
Not Not Consolidated Risk
Consolidated Consolidated Balance Sheet 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

(1) Legg Mason manages certain CDOs/CLOs in which it is no longer considered to have a variable interest under new accounting guidance effective April 1, 2010. The aggregate cumula-
tive assets and liabilities of these CDOs/CLOs were $2,817,357 and $2,577,457, respectively, as of March 31, 2010.

(2) Includes equity investments the Company has made or is required to make and any earned but uncollected management fees.

(3) The Company continues to manage funds under the Public-Private Investment Program. As a result of restructuring its investment during the three months ended June 30, 2010, the
Company remains a sponsor but no longer has a variable interest in certain of the Public-Private Investment Program funds.

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

19. LIQUIDITY FUND SUPPORT

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

As of March 31, 2010, all previously existing support
arrangements had expired or were terminated in accor-
dance with their terms. For the year ended March 31,
2010, Legg Mason recognized pre-tax gains of $23,171

($16,565 net of income taxes), which represents the
reversal of unrealized, non-cash losses recorded in fis-
cal 2009 related to four CSAs to support investments in
non-asset backed securities. This amount also includes
pre-tax gains on foreign exchange forward contracts
of $1,484 and an interest payment of $1,056 received
related to SIV securities that were sold in fiscal 2009.

During fiscal 2009, Legg Mason purchased for
$2,923,666 in cash, including $24,256 of accrued
interest, $2,972,772 in principal amount of non-bank
sponsored SIV securities from six liquidity funds that
were previously supported under CSAs and LOCs. The
Company subsequently sold the purchased securities,
along with $354,934 of securities previously supported
by a TRS and $76,237 of Canadian conduit securities
held on its balance sheet, to third parties for $654,726,
excluding transaction costs. Legg Mason also paid
$181,183 to reimburse two funds for a portion 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 exposure
to securities issued by SIVs, the Company incurred a
realized loss of $2,261,365 ($1,362,146 net of taxes and
operating expense adjustments) in fiscal 2009. Also,
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during fiscal 2009, Legg Mason recognized unrealized
losses of $21,871 ($14,433 net of taxes and operating
expense adjustments) related to non-bank sponsored
SIV securities purchased from a liquidity fund in fiscal
2008 and unrealized losses related to the four CSAs to
support investments in non-asset backed securities,
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which expired or were terminated in accordance with
their terms during fiscal 2010.

All gains and losses, including interest payments and
those related to foreign exchange forward contracts, are
included in Fund support in Other non-operating income
(expense) on the Consolidated Statements of Income.



Quarterly Financial Data

(Dollars in thousands, except per share amounts)
(Unaudited)

Quarter Ended

Fiscal 2011® Mar. 31 Dec. 31 Sept. 30 Jun. 30
Operating Revenues $713,430 $721,928 $674,794 $674,165
Operating Expenses 614,290 624,936 586,895 571,388
Operating Income 99,140 96,992 87,899 102,777
Other Non-Operating Income (Expense) 3,486 (9,836) 15,409 (30,670)
Income before Income Tax Provision 102,626 87,156 103,308 72,107
Income tax provision 31,858 33,792 26,720 27,064

Net Income 70,768 53,364 76,588 45,043

Less: Net income (loss) attributable to

noncontrolling interests 1,731 (8,256) 1,253 (2,888)

Net Income attributable to Legg Mason, Inc. $ 69,037 $ 61,620 $ 75,335 $ 47,931

Net Income per Share attributable to
Legg Mason, Inc. common shareholders:

Basic $ 045 $ 041 $ 050 $ 030

Diluted 0.45 0.41 0.50 0.30

Cash dividend per share 0.06 0.06 0.04 0.04
Stock price range:

High 37.29 37.72 31.04 34.83

Low 32.21 29.68 24.94 27.36
Assets Under Management:

End of period $677,646 $671,799 $673,467 $645,362

Average 673,495 672,399 658,585 668,268

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

As of May 20, 2011, the closing price of Legg Mason’s common stock was $33.55.

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 $ 028 $ 030 $ 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.
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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, 2006). The SNL Asset Manager Index consists of 32 asset management firms.
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www.snl.com

SNL Asset Manager Index

100.00 75.79 45,59 1352 24.48 31.00
100.00 112.13 100.70 53.53 98.79 115.62
100.00 111.83 106.15 65.72 98.43 113.83

Source: SNL Financial LC, Charlottesville, VA









