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SECURITIES AND EXCHANGE COMMISSION AV 9& D %

WASHINGTON,. D.C. 20549

DIVISION OF
INVESTMENT MANAGEMENT

October 22, 2008
PROCESSED

Roger P. Joseph ' \ 0CT 30 2008
Bingham McCutchen LLP

150 Federal Street THOMSON REUTERS

Boston, MA 02110-1726

Re:  Legg Mason Partners Institutional Trust— Western Asset Institutional Money Market
Fund (File No. 811-06740)

Dear Mr. Joseph:

Your letter of September 18, 2008 requests our assurance that we would not recommend
that the Commission take any enforcement action under Sections 17(a)!, 17(d)° and 12(d)(3)° of
the Investment Company Act of 1940 (the “Act”), and the rules thereunder, if Western Asset
Institutional Money Market Fund (the “Fund”), a separate series of the Legg Mason Partners
Institutional Trust (the “Trust™), and Legg Mason, Inc. enter into the arrangement summarized
below and more fully described in the letter. The Fund’s investment adviser and subadviser are
affiliated persons of Legg Mason, Inc., as defined in Section 2(a)(3) of the Act.

The Trust is an open-end management investment company that is registered with the
Comynission under the Act. The Fund is a money market fund that seeks to maintain a stable net

! Section 17(a)(1) generally makes it unlawful for any affiliated person of a registered investment
company, or an affiliated person of such person, acting as principal, to knowingly sell any
security or other property fo the registered investment company.

2 Section 17(d) generally makes it unlawful for any affiliated person of a registered investment
company, or any affiliated person of such a person, acting as principal, to effect any transaction
in which the registered investment company is a joint or joint and several participant with such

- persoa in contravention of rules and regulations adopted by the Commission.

Section 12(d)(3) generally makes it unlawful for any registered investment company to acquire
any security issued by, or any interest in the business of, any broker-dealer, any person engaged
in the business of underwriting, or an investment adviser of an investment company, or an
investment adviser registered under the Investment Advisers Act of 1940.
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asset value per share of $1.00 and uses the amortized cost method of valuation in valuing its
portfolio securities as permitted by rule 2a-7 under the Act.

You state that as of September 19, 2008, approximately 2.8 percent of the Fund’s total
assets, or $75 million, consisted of notes issued by Orion Financial USA LLC (*“Orion Notes™), a
structured investment vehicle. As a result of downgrades in the credit ratings of the Orion Notes,
they ceased to be an Eligible Securities, as defined in rule 2a-7. You state that the Trust’s Board
of Trustees (the “Board™) has previously determined in the exercise of its business judgment that
it would not be in the best interests of the Fund to dispose of the Orion Notes. :

Money market funds are required by rule 2a-7 to calculate, at such intervals as the board
of directors determines appropriate and reasonable in light of current market conditions, the
extent of any deviation between a fund’s current market-based net asset value per share from a
fund’s amortized cost price per share. This process is referred to in the rule as “shadow pricing.”
You state that in order to prevent any losses realized upon the ultimate disposition of the Orion
Notes, or certain securities received in exchange for or as a replacement of the Orion Notes
(together with the Orion Notes, the “Securities”),’ from adversely affecting the Fund’s market-
based net asset value, the Fund, Legg Mason, Inc. and a subsidiary of Legg Mason, Inc. (2
“Subsidiary,” and together with Legg Mason, Inc., “Legg Mason™) would enter into a capital
support agreement (an “Agreement’”), a form of which was provided to the staff.

You state that the Fund would have a right to receive a cash contribution from Legg
Mason under the Agreement in any of the following circumstances (each, a “Contribution
Event”): (i) any sale of Securities by the Fund for cash in an amount, after deducting any
commissions or similar transaction costs, less than the amortized cost value of the Securities;
(i1) receipt of a final payment on any Securities in an amount less than their amortized cost value;
(iii) issuance of an order by a court having jurisdiction over the matter discharging Orion
Financial USA LLC from liability for the Orion Notes and providing for payments in an amount
less than the amortized cost value of the Orion Notes; or (iv) receipt of new securities that are
Eligible Securities in exchange for or in replacement of any Securities if the amortized cost value
of thé new securities is less than the amortized cost value of the Securities exchanged or
replaced.

You represent with respect to the Agreement that:

() The Agreement would obligate Legg Mason upon the occurrence of a
Contribution Event to make a cash contribution to the Fund (up to the maximum
amount specified in the Agreement) in an amount equal to the difference between
the amortized cost value of the Securities and any amount received by the Fund in
connection with the Contribution Event;

(i)  The Agreement would be entered into at no cost to the Fund, and Legg Mason

Your letter states that the Securities would exclude any securities that are Eligible Securities.




would not obtain any shares or other contribution fiom the Fund in exchange for
its contribution;

(iii) The Fund’s subadviser has determined pursuant to rule 2a-7{a)(10)(ii) that if the
Agreement is deemed to be a security within the meaning of section 2(a)(36) of
the Act, it would be an Eligible Security because it is of comparable quality to a
security that is an Eligible Security as described in rule 2a-7(a)(10)(i);

(iv)  The Fund’s subadviser has determined that the Agreement presents minimal credit
risks with respect to the Fund, .

: . (v)  The Fund will sell all the Securities it holds promptly on the business day
: immediately prior to the expiration date specified in the Apreement,

(vi)y The obligations of Legg Mason, Inc. and the Subsidiary under the Agreement
would be joint and several; and

(vii)) The Board has reviewed and approved the Agreement and continues to believe
that it would not be in the best interests of the Fund to dispose of the Orion Notes,
and that it is in the best interests of the Fund and its shareholders for Legg Mason
to provide the Agreement.

You state that the Legg Mason obligations under the Agreement would be supported by a
segregated account established by the Subsidiary. The segregated account would be established
for the benefit of the Fund and consist of cash or cash equivalent securities equal to the
maximum contribution amount under the Agreement. You represent with respect to the
segregated account that:

(i)  The bank at which the segregated account would be maintained would be a
qualified custodian under Section 17 of the Act;

] i) The segregated account would consist of cash or cash equivalents equal to the
i maximum contribution amount under the Agreement and may be reduced only by
the amount of any capital contribution made by Legg Mason to the Fund;

‘ (ii)  The assets of the segregated account would be available to the Fund by means of a
: transfer initiated by the Fund without the requirement of further action or consent
by the Subsidiary; and )

(iii) The Fund will withdraw funds from the segregated account if Legg Mason fails to
make a capital contribution when due under the Agreement.

On the basis of the facts and representations in your ietter, we will not recommend
enforcement action under Sections 17(a), 17(d) and 12(d)(3) of the Act if the Fund and Legg




Mason enter into the arrangement summarized above and more fully described in your letter.’
You should note that any different facts or representations might require a different conclusion.
Moreover, this response expresses the Division’s position on enforcement action only and does
not express any legal conclusions on the issues presented.®

Very truly yours,
Dalia Osman Blass
Senior Counsel

T

3 This letter confirms oral no-action relief provided by the undersigned to Roger P. Joseph on
September 18, 2008.

i § The Division of Investment Management generally permits third parties to rely on no-action or
interpretive letters to the extent that the third party’s facts and circumstances are substantially
similar to those described in the underlying request for a no-action or interpretive letter.
Investment Company Act Release No. 22587 (Mar. 27, 1997) n. 20. In light of the very fact-
specific nature of the Fund’s request, however, the position expressed in this letter applies only
to the entities seeking relief, and no other entity may rely on this position. Other funds facing
similar legal issues should contact the staff of the Division about the availability of no-action

i relief.




BINGHAM

.Direct Phone: '617.951.8247
Direct-Fax:  617.428.6343

-roger joseph@bingham.com
Scpiemiber 18, 2008
Via Email and Federal Express

'Division:of Investrnent Management

Securities and Exchange Commission

100 F Strect, N.E.

Washington, D.C. 205490504

Attention: Robert E. Plaze, Esq., Associate Director

Re: Request for No-Action Assurances
Ladies and Gentlengen:

We are Writing on hehalf of Legg Mason Partners Institutional Trust, a ‘Maryland
“business trust {the “’I‘msl"), and its separate, series Western Asset Institutional Money:
Market Fund (the “Flind”). The Triist seeks assuratice from the:Staff ofthe Division'af
‘Investment Management that it will.not récommend enforcétnent action to'the Securities
and Exchange Comniission under Sccuons 17(3), l7(d) and 12(d)(3) of the Investment
Company Act.of 1940, as amended (the “1940 Act”), and the rules thereunder, if the
.Fund enters into and performs the capital. support arrarigement described below. As
deseribed below, the capital support arrangemetit would be.entéred into for the purpose;of
‘maintaining the net asset. value of the shares of the Fund -at-$1.00 per share;

“The Fund- mregxstered with the Commission-under the;1 940, Act as:an open-cnd
.management investment company, andis a money mirket fuiid. The Futid uses the:
amoitizéd cost method of valuing its poitfolio securilies as pémiitied by Riile2a-7 under

 Bosten ‘thie 1940°Act.
Harstlord
'ﬁqn;_i::::" ! Theé Furid iolds medium térm notes (the “Notes™) of varicts maturities issued by
Los Angeles | ‘Orion Finaiicial USA LLC (the “Issuct”). As of September 19, 2008, approximately-2.8
New Yark percent of the Fund’s total asscts calculated on an amoriized cost basis.consisted of-the
‘Grange Cauniy Notes. The principal, amount of the Notes is'$.75 militon.

San Francisco
~Santd Mantca:
:Sitican Valley,

As'a result of downgrades of the ratings-on.the Notes, the Notes ceased fo.be
Eligible Secunum for purposes of Rule 2a:7, The ‘Board: of' Trustees:of thc Trust (lhc

Tokyo: I
m;“,ggc‘tg'::; "‘Board”} has prcvmusly determined, in'the:exercisc'olits business Judg,mem that it
Washingten ‘would 116t be i the:hest-intérést of the Fiiid to.dispose 6f tHe, Nofes:

‘The Fund’s investment manager.and subadviser are affilistes of Legg Mason.
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“value of such Ehg;b & Nofesas of the date such payment is received: ;5 (1)
‘order by a court Kavingjirisdiction over the foatter dlschargxng the Issuer from: habxhty*
“for the Eligible Notes and providing for payments.on such Eligible Notes in'an, Amount!

:make a Capital Coritributioi

Securities and Exchange Coriimission
September 18, 2008
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arrangement {0 prevent any losses realized ypon the ultimate disposition of the Notes

,(coliecnvely with any-securities received in- ‘exchange for, oras a replacement of; the

Notes that/do:not, qualify as;‘ehgﬁﬁa securities” as defined in, paragraph: {a)(lO)ﬁof-Rule

.2a-7, ‘Ehglbie Notes™) froin-adversely affecting the Fund"s thiarkét-based het assét:value..
“The arrangement, ~which is describeéd in moré detdil:bélow, would be entefed into at no
cost to the Fund. Legg Masonwould.not obtain any § ghares or other consideration from
‘thie Fund for. any contribution:to the Fund it may mike under the arrangeinent..

Arrangement. Subject to obtaining the no-action assurances requested in this

letter, Legg Mason would enter into a capital support agreement (a “Capital Support,

Agreement”)-with the Find: The-Capital Support Agreement woiild be foran aggregate

-amount up to:$20 million:(the “Maximum Cositribution Arhount™). The obligation:of
Legg Mason 10 make contributions: of cap:tal under-the Capital Support Agreement
(“Capxtal Contnbunons”) would terriinate iipan the earliest-off (1) Légg Mason- havmg

‘hade Capital Contributions: equal to theV

mum Confribution Amount; (ii);thé daté.on

-'whxch ‘the Fund'no longer holds: -any Ellg]blc Notes: ¢ or (111) the expiration:date of. the;
;’_Capital Support Agreeiment: (cach a“Termination Fvcmt") “Thie Fund' will. promptly s¢ll
-any Eligible Notes that it holds on thé business: day immediately pridr:to.the-expiration:

date-of the Capital.Support Agreemen.

The Fund would have a right to obtain a Capital Contribution under the Capital
Suppott Agreemmicnt in dny of the following circumnstances (each; a “Contribution Event”):

({)-any sale: of El1g1blc Notes' by the Fund for cash in an‘amaount, after deductmg any
_comimissions.or-similar transaction costs, fess than the. amortized cost.value of the.
/Eligible'Notes (calmﬂaxed in'decordance with:Rule: 2a-7). sold a8 of the ddte: of: séttlemient;.

(i) receipt of firial 3 payment'on Eligible Notes in anamount less than 1he dnjortized cost.
;issuance of an:

less than the amortx:wd cost value of- swch Eligible Notes:as: of the.date such paymcnt is
received; or (w) receipt of new secunuw that are “Ehglble Secunnes” as dsﬁned in
paxagraph {(8)(10) of Rule 2a-7, in cxchangc for or in replacemeint of Eligible Notes if the
=d cost value'of such new securities is-léss than the amortized cost Value ¢f the

'Ehg:blc Notes on the date of exchange or replacement.

If & Contribuition Event occurs befors the Termination Event; Léfig/Mason woild
on ifl an dmount equal 1o'the lowest of: ((1)the loss'("Loss™)
incurred as a: result of such Gontribufion, Even iie., the EXCeSS: of the amortized cost’
vatiie.of the: Ehgxblc Notes subjeci toa Conlnbunon Event overithe amount recéived by:

‘thé'Fund iri: connection with. su_ch Coritribution Evéil); or (i) the Maximiim Contribution

" The obligationis-of- chg Mason afid its Subsidiary.under the Capital Suppori Agrcemcnt would

“be joint and-severdl. Any.Capital:Contribution whdér the Capitil Suppnrt Agreemént could'be
-made by either Legg Mason or:the; Subsidisry in its sole/discrétion..

126513393
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Asiount reduced by the amount of any Capital Contribution préviously made by Legg
‘Mason to the:Fund,

Stlely for purposés of calculatmg the aiiount.of-any Loss; the-arroitized cost’
value.6f an Eligiblé Nate that is received in an. ‘exchange:or restructuring will be:
mcrcased by the excess, if any, of the amortized cost valuc of the replaced or restructured
Eligible Note as of the time immediately preceding the exchange or restructuring over the.
sum of the amortized cost valie of such new Eligiblé Note and any cash received.

Ifan event would constitute both a Termination Event and-a Contribution Event,
‘then.the Termination:Event would not be deemed to have océuried until Legg Mason
‘made any Capital Contributions required With respect to that Contiibution Event.

'fﬁc ﬁ‘amtal Sixpport Agreement woxil'd‘provide that fhe Fimd" must; 6ﬁ'er Legg
thc Capztal Support. Agrccmem Any such purchasc would bc Tor cash’ and would beiata
pmchasc price equal to the greater of the amortized cost.orithe market price, of such
Ehglblc Notes (in each case; including actrued interest), in accordance with Rule 173-9
urider the 1940 Aci.

Thie:Subsidiary would establish a segregated account:with a. bank:qualified:under
‘Section 17(f)-of the 1940 Act fo serve as a custddian of the Funid's assets. Thé §égregated
-account. would consist of cash-or cash equivalents equal toithe Maximum Contribution
Amount reduced by the .amountiof. ANy, Capxtal Conmbuuon prcmously made by: Legg A
:Masofi: The assets.of the segregated siccount would:be;aviilable 1o the Fund. by means of”
&'transfer initiated by the- Fund Without thé requirement of further action or:cansent by

'thc Subs1d1ary The Fund wﬂl make a withdrawal:-from the. segregated aceount if Legs

‘Mason faJIs to.make a Capital Contribution when due under the.Capital' Support.
Agreement

Discussion. The arrangement dcscn'bed above may involye joint or. affiliated
‘transactiohs prohxblted by Sections’ 17(3) and/or- 17{d) of the 1940 Act, and the rules.

2 We nute thatithe Capifal. Support Agn:cment may be decme_d tobea “secunty" within'the.
umamng of SecuOn 2(&)(36} of itie 1940 As:t. 'Thc_ obhgauu 1S of begg ' ascn*undt:r the Capnal

Support Agwament is of ccmparable quiality to'sécurities that are “Ehgxble Sccunt:es as
déscribed in paragraph (a)(10)(i) of Rule 2a-7. Accordingly; if deemied to beia sechrity; the

Capital Suppori Agrecinent would be an “Eligible Security” fof purpéscs.of Rule 2a-7. The
‘Fund’s subadviser also has detenmincd, parsuant to delegated authotity, thar:the Capital Support

: Agremem presents m:mmal credit fisks'infaccordance: with paragraph. (€)(3)(i) of Rule2a-7 under
‘thé. 1940 Act.

«A/72657339.3;
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thercunder. Légg Mason is-an “affiliatéd person of an.affiliated person” under Section
2(a)(3).of the 1940 Act because of its affiliation with the Fund’s investment manager and
‘subadviser. The;undertakings by:the Fund for the; Capxtal Support Agreement could be
viéwed as cohsideration by the Furid for the Capital Support-Agréemient. Thus, the

:overall arrangernent could be deemed to‘involve a sale of security or other property or
zaltcmatlvely as g joint arrangement.

As described above; hiowever, if Legg Mason were to purchase the Eligible Notes:
from the Fund, the Capital Support:Agreement would obligate Legg Mason to pay the
Fund an-amount-equal to the greater of the amomzed cost-or'market'value of the Eligible
Notes. Such a tranisaction would fall within Rule 17a-9 and would comply with the
Rule’s lcxms

It:is important tonote that the Furid-would benefit from the receipt of the Capital
“Suppott Agrecimiént. Updn-éntry ito the Capitals Support Agreemenit, the Fang's et

-assct value will be.caleulated takmg into. account the Capital Support; Agreement Also;,
the Fund will not pay (o obtain‘the Capitat Support: Agrecmcm

Legg Mason’s operations iniclude subsidiaries:that'aci as broker-dealets-and
‘investment adwsers registered with thc Commxsswn. Asa r&suk, the Capnai Support
Agreement itself may be subject:to'Section lZ(d)(3) of the:1940, Act, which miakes.it
‘unlawful for a régistered investment companiy to purchase or otherwise agqiire:any

:gecurity issued by or any other interest in the business of any person-who acts as-4 broker,

dealer, or reglstered investment adviser, I'hc Fund-couid not rely upon ¢ the excmphon
provnded wider Rule 12d3-1 because the exemption does not- extend to.affiliated persons
«of the Fund’s investmeiit adwser

The-Board has reviewed-and; ‘approved the Capital Support Agreement; .and.
‘believes that it:isin'the bestimeréssofithe Fand'arid its'shareholdérs for Legg Mason 16’
;provide the Capital Support’ Agreement. Tlie:Board continues to believe’that it Wauld not

‘be.in the:interest of the Fund to- dispose of the Notes:

Summary. As-described above, Legg Mason'is a sécond-tier affiliate of the Fund
because of its affiliation with the Fund's investment manager and subadviser. Given'this
‘affiliation and because:in certain circumistances the Fund would receive Capltal
‘Contributions-fromLegg. Mason; the'drrangement contemplated:by, the’Capital Support:
Agreement may'involve joini or affiliated trarisactions proh:bxted by. Scctiofis(1 7(a)
-and/or 17(d) of the- 1940 Act, and the: rulcs tht:n:undcr In addition,the Capltal Support
Agreement-itseif may not:be, penmtted by,Secnon 12(d}(3) Thc Board arid Li:gg Mason
:beligve'it- will beiin the best’ intefestor: theFund and:its'sharekiolders if the Fund &iters
:infb and:performs the arrangcmem described Herein, On belalf'6f the Fund and Legg:
Mason, we: hercby :requestithat the Staﬂ' of the; Dmswn give' its assSurance: that it:will not

# Weé beligve no relief is réquired, nor is any sought hereby, with réspect to.such a transaction..

AT2657339.%,
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recommeénd that the Commission take enforcement action against the Fund or Legg

Mason if the Fund'and Legg Mason; :enier. into the-arrangement as-described herein.

LI N

TheFund needs to act quickly in this matter; and; ;accordingly-we would

tapprecxate hearing’ from you at your-earliest convenience: . Please call meat (61 7) 951-
'8247, or my partiier Lea Anne  Copenhefer at (617) 951-8515, if you have driy questions

or if we can otherwise assist in resolving this matter.

Sincerely yours,
Roger P. Joseph
wc:  Dalis Osman Bliss, Bsq:-
- Lea. Anne Copenhefér, Esq.
SND
N
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