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WESTERN ASSET HiGH YIELD DEFINED OPPORTUNITY FUND INC.
(NYSE: HYD)
620 Eighth Avenue, 49th Floor, New York, New York 10018
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
November 10, 2014
To the Stockholders:
The Annual Meeting of Stockholders of Western Asset High Yield Defined Opportunity Fund Inc. (the Fund ) will be

held at 620 Eighth Avenue (at 41st Street), 49th Floor, New York, New York, on Monday, December 15, 2014 at
10:30 a.m., New York time, for the following purposes:

1. A proposal to elect two Class III Directors to the Fund s Board of Directors; and

2. The transaction of such other business as may properly come before the meeting or any adjournments or
postponements thereof.
The Board of Directors has fixed the close of business on October 10, 2014 as the record date for the determination of
stockholders entitled to notice of, and to vote at, the meeting and any adjournments or postponements thereof.

By Order of the Board of Directors

Robert I. Frenkel
Secretary

November 10, 2014

IT IS IMPORTANT THAT YOUR SHARES BE REPRESENTED AT THE MEETING IN PERSON OR BY
PROXY; IF YOU DO NOT EXPECT TO ATTEND THE MEETING, PLEASE COMPLETE, DATE, SIGN
AND RETURN THE PROXY CARD (which will be made available to you separately) OR PROVIDE
VOTING INSTRUCTIONS BY TELEPHONE OR VIA THE INTERNET.
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Instructions for Signing Proxy Cards

The following general rules for signing proxy cards may be of assistance to you and avoid the time and expense to the
Fund in validating your vote if you fail to sign your proxy card properly.

1. Individual Accounts: Sign your name exactly as it appears in the registration on the proxy card.

2. Joint Accounts: Either party may sign, but the name of the party signing should conform exactly to a name
shown in the registration.

3. All Other Accounts: The capacity of the individual signing the proxy card should be indicated unless it is
reflected in the form of registration. For example:

Registration Valid Signature
Corporate Accounts
(1) ABC Corp. ABC Corp. (by John Doe, Treasurer)
(2) ABC Corp. John Doe, Treasurer
(3) ABC Corp., c/o John Doe, Treasurer John Doe
(4) ABC Corp. Profit Sharing Plan John Doe, Trustee
Trust Accounts
(1) ABC Trust Jane B. Doe, Trustee
(2) Jane B. Doe, Trustee, u/t/d 12/28/78 Jane B. Doe
Custodial or Estate Accounts
(1) John B. Smith, Cust., f/b/o John B. Smith, Jr. UGMA John B. Smith
(2) John B. Smith John B. Smith, Jr., Executor

Instructions for Telephone/Internet Voting

Various brokerage firms may offer the convenience of providing you with voting instructions via telephone or the
Internet for shares held through such firms. Instructions for Internet and telephonic voting are included with the proxy
card or voting instruction form.
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WESTERN ASSET HIGH YIELD DEFINED OPPORTUNITY FUND INC.
(NYSE: HYD)

620 Eighth Avenue, 49th Floor, New York, New York 10018

PROXY STATEMENT

This proxy statement is furnished in connection with the solicitation by the Board of Directors (the Board ) of Western
Asset High Yield Defined Opportunity Fund Inc. (the Fund ) of proxies to be voted at the Annual Meeting of
Stockholders of the Fund to be held at 620 Eighth Avenue (at 41st Street), 49th Floor, New York, New York, on
Monday, December 15, 2014 at 10:30 a.m., New York time, and at any adjournments or postponements thereof (the
Meeting ), for the purposes set forth in the accompanying Notice of Annual Meeting of Stockholders (the Notice ).

This Proxy Statement and the accompanying materials are being made available to stockholders on or about
November 10, 2014.

The Fund is organized as a Maryland corporation and is a registered investment company.

Legg Mason Partners Fund Advisor, LLC ( LMPFA ), whose principal business address is 620 Eighth Avenue, New
York, NY 10018, is the Fund s investment adviser and administrator. Pursuant to respective sub-advisory agreements
with Western Asset Management Company ( Western Asset ), Western Asset Management Company Limited in
London ( Western Asset Limited ), Western Asset Management Company Ltd. in Japan ( Western Japan ) and Western
Asset Management Company Pte. Ltd. in Singapore ( Western Singapore ), each serves as the Fund s sub-investment
advisors. Western Asset has offices at 385 East Colorado Boulevard, Pasadena, California 91101 and 620 Eighth
Avenue, New York, New York 10018. Western Asset Limited has offices at 10 Exchange Square, Primrose Street,
London EC2A 2EN. Western Japan has offices at 36F Shin-Marunouchi Building, 5-1 Marunouchi 1-Chome
Chiyoda-Ku, Tokyo 100-6536, Japan. Western Singapore has offices at 1 George Street #23-01, Singapore 049145.
LMPFA, Western Asset, Western Asset Limited, Western Japan and Western Singapore are all wholly-owned
subsidiaries of Legg Mason, Inc. ( Legg Mason ).

Even if you plan to attend the Meeting, please sign, date and return a proxy card, or provide voting instructions by
telephone or over the Internet. If you vote by telephone or over the Internet, you will be asked to enter a unique code
that has been assigned to you and which is printed on your proxy card. This code is designed to confirm your identity,
provide access into the voting sites and confirm that your instructions are properly recorded. If you require additional
information, please call toll free at 1-800-359-5559.

All properly executed proxies received prior to the Meeting will be voted at the Meeting in accordance with the
instructions marked thereon or otherwise as provided therein. Unless instructions to the contrary are marked, shares
represented by the proxies will be voted FOR the election of each nominee in Proposal 1. Stockholders who execute
proxies may revoke them at any time before they are voted by filing with the Fund a written notice of revocation, by
delivering a duly executed proxy bearing a later date or by attending the Meeting and voting in person. In accordance
with the Fund s By-Laws, a quorum is constituted by the presence in person or by proxy of the holders of record of a
majority of the outstanding shares of the Fund s common
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stock entitled to vote at the Meeting. For purposes of determining the presence of a quorum for transacting business at
the Meeting, abstentions will be treated as shares that are present but which have not been voted.

The Board has fixed the close of business on October 10, 2014 as the record date (the Record Date ) for the
determination of stockholders of the Fund entitled to notice of and to vote at the Meeting or any adjournment or
postponement thereof. Stockholders of the Fund on that date will be entitled to one vote on each matter for each share
held, and a fractional vote with respect to fractional shares, with no cumulative voting rights. At the Record Date, the
Fund had outstanding 22,783,370 shares of Common Stock, par value $0.001 per share, the only authorized class of
stock.

Annual reports are sent to stockholders of record of the Fund following the Fund s fiscal year end. The Fund
will furnish, without charge, a copy of its annual report and most recent semi-annual report succeeding the
annual report, if any, to a stockholder upon request. Such requests should be directed to the Fund at 620
Eighth Avenue, 49th Floor, New York, New York 10018 or by calling toll free at 888-777-0102. Copies of
annual and semi-annual reports of the Fund are also available on the Fund s website at Imcef.com or on the
EDGAR Database on the Securities and Exchange Commission s Internet site at www.sec.gov.

Please note that only one annual or semi-annual report or Proxy Statement may be delivered to two or more
stockholders of the Fund who share an address, unless the Fund has received instructions to the contrary. To request a
separate copy of an annual or semi-annual report or the Proxy Statement, or for instructions as to how to request a
separate copy of these documents or as to how to request a single copy if multiple copies of these documents are
received, stockholders should contact the Fund at the address and phone number set forth above.

Vote Required and Manner of Voting Proxies

A quorum of stockholders is required to take action at the Meeting. A majority of the shares of the Fund entitled to
vote at the Meeting, represented in person or by proxy, will constitute a quorum of stockholders at the Meeting.

Votes cast by proxy or in person at the Meeting will be tabulated by the inspector of election appointed for the

Meeting. The inspector of election, who is an employee of the proxy solicitor engaged by the Fund, will determine
whether or not a quorum is present at the Meeting. The inspector of election will treat abstentions and broker
non-votes (i.e., shares held by brokers or nominees, typically in street name, as to which proxies have been returned
but (a) instructions have not been received from the beneficial owners or persons entitled to vote and (b) the broker or
nominee does not have discretionary voting power on a particular matter) as present for purposes of determining a
quorum.

If you hold shares directly (not through a broker-dealer, bank or other financial intermediary) and if you return a
signed proxy card that does not specify how you wish to vote on a proposal, your shares will be voted FOR Proposal
1.

Broker-dealer firms holding shares of the Fund in street name for the benefit of their customers and clients will
request the instructions of such customers and clients on how to vote their shares on each Proposal before the
Meeting. A signed proxy card or other authorization by a beneficial owner of Fund shares that does not specify how
the beneficial owner s shares should be voted on a proposal will be deemed an instruction to vote such shares in favor
of Proposal 1.
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If you hold shares of the Fund through a service agent that has entered into a service agreement with the Fund, the
service agent may be the record holder of your shares. At the Meeting, a service agent will vote shares for which it
receives instructions from its customers in accordance with those instructions. A signed proxy card or other
authorization by a stockholder that does not specify how the stockholder s shares should be voted on a proposal may be
deemed to authorize a service agent to vote such shares in favor of Proposal 1. Depending on its policies, applicable
law or contractual or other restrictions, a service agent may be permitted to vote shares with respect to which it has not
received specific voting instructions from its customers. In those cases, the service agent may, but may not be required
to, vote such shares in the same proportion as those shares for which the service agent has received voting

instructions. This practice is commonly referred to as echo voting.

If you beneficially own shares that are held in street name through a broker-dealer or that are held of record by a
service agent and if you do not give specific voting instructions for your shares, they may not be voted at all or, as
described above, they may be voted in a manner that you may not intend. Therefore, you are strongly encouraged to
give your broker-dealer or service agent specific instructions as to how you want your shares to be voted.

Required Vote

Directors are elected by a plurality of the votes cast by the holders of shares of the Fund s Common Stock
present in person or represented by proxy at a Meeting at which a quorum is present.

For purposes of the election of Directors, abstentions and broker non-votes will not be considered votes cast,

and do not affect the plurality vote required for the election of Directors.
In the event that a quorum is not present, or if sufficient votes to elect Directors in Proposal No. 1 as set forth in the
Notice and this Proxy Statement are not received by the time scheduled for the Meeting, the persons named as proxies
may move for one or more adjournments of the Meeting to permit further solicitation of proxies with respect to such
proposal. In determining whether to adjourn the Meeting, the following factors may be considered: the nature of the
proposal that is the subject of the Meeting, the percentage of votes actually cast, the nature of any further solicitation
and the information to be provided to stockholders with respect to the reasons for the solicitation. Any such
adjournment will require the affirmative vote of a majority of the shares present at the Meeting. If an adjournment is
proposed, the persons named as proxies will vote the shares that they are entitled to vote in their discretion.

Important Notice Regarding the Availability of Proxy Materials for the Meeting to be Held on December 15,
2014

The proxy statement and related materials are available at www.kingproxy.com/leggmason.
Proposal No. 1:
ELECTION OF DIRECTORS

In accordance with the Fund s Charter, the Board is currently classified into three classes: Class I, Class II and Class
III. The Directors serving in Class III have terms expiring at the Meeting, and they have been nominated by the Board
of Directors for election at the Meeting to serve for a term of three years (until the 2017 Annual Meeting of
Stockholders), or until their successors have been duly elected and qualified or until they resign or are otherwise
removed. The terms of office of the remaining Class I and Class II Directors expire at the year 2015 and 2016 Annual
Meeting of Stockholders, respectively, or thereafter until their successors
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have been duly elected and qualified or until they resign or are otherwise removed. The effect of these staggered terms
is to limit the ability of other entities or persons to acquire control of the Fund by delaying the replacement of a
majority of the Board of Directors.

The persons named in the proxy intend to vote at the Meeting (unless directed not to vote) FOR the election of the
nominees named below. Each of the nominees is currently a member of the Fund s Board of Directors and has
indicated that he or she will serve if elected. However, if any nominee should be unable to serve, the proxy will be
voted for any other person determined by the persons named in the proxy in their discretion.

Certain information concerning the nominees for Directors of the Fund and other Directors of the Fund is set forth in
the following table.

Persons Nominated for Election as Directors

Number
of
Term of Portfolios in
Office and Principal Fund
Position(s) Length Occupations Complex** Other
Name, Address and Held with Time During Past Five Overseen by Directorships
Birth Year Fund Served Years Director Held by Director

Nominees to serve as Class III Directors until 2017 Annual Meeting of Stockholders
NON-INTERESTED DIRECTOR NOMINEES

Eileen A. Kamerick Director and Since 2013 Adjunct Professor, 31 Director of

c/o Chairman of the Fund Member of Washington Associated

Legg Mason &Co., LLC Audit and University in St. Banc-Corp

( Legg Mason & Co. ) Nominating Louis and (financial services

620 Eighth Avenue, 49th Floor Committees University of lowa company) (since

New York, NY 10018 law schools and 2007); Westell

Birth year: 1958 Consultant, Technologies, Inc.
corporate (technology
governance matters company) (since
(since 2014); 2003)

formerly CFO, Press
Ganey Associates
(health care
informatics
company)
(2012-2014);
Managing Director
and CFO, Houlihan
Lokey (international
investment bank and
advisory firm)
(2010 to 2012);
Senior Vice
President, CFO &
CLO, Tecta

11
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America Corp
(commercial roofing
company) (2008 to
2010); Executive
Vice President and
CFO, Bearing Point
Inc. (management
and technology
consulting firm)
(2008); Executive
Vice President, CFO
and CAO Heidrick
& Struggles
(international
executive search and
leadership
consulting firm)
(2004 to 2008)

** The term Fund Complex means two or more registered investment companies that:

(a) Hold themselves out to investors as related companies for purposes of investment and investor services; or

(b) Have a common investment adviser or have an investment adviser that is an affiliated person of the
investment adviser of any of the other registered investment companies.

12



Edgar Filing: Western Asset High Yield Defined Opportunity Fund Inc. - Form DEF 14A

Name, Address and

Birth Year

Dr. Riordan Roett

c/o Chairman of the Fund
Legg Mason & Co.

620 Eighth Avenue, 49th Floor
New York, NY 10018

Birth year: 1938

Term of
Office and
Position(s) Length
Held with Time
Fund Served
Director and Since 2010
Member of
Audit and
Nominating
Committees

Number
of
Portfolios in
Principal Fund

Occupations Complex**
During Past Five Overseen by

Years Director

The Sarita and Don 31

Johnston Professor
of Political Science
and Director of
Western
Hemisphere Studies,
Paul H. Nitze
School of Advanced
International
Studies, The Johns
Hopkins University
(since 1973)

The following table provides information concerning the remaining Directors of the Fund.
Class I Directors serving until the 2015 Annual Meeting of Stockholders
NON-INTERESTED DIRECTORS

Carol L. Colman

¢/o Chairman of the Fund
Legg Mason & Co.

620 Eighth Avenue, 49th Floor
New York, NY 10018

Birth year: 1946

Daniel P. Cronin

¢/o Chairman of the Fund
Legg Mason & Co.

620 Eighth Avenue, 49th Floor
New York, NY 10018

Birth year: 1946

Paolo M. Cucchi

c/o Chairman of the Fund
Legg Mason & Co.

620 Eighth Avenue, 49th Floor
New York, NY 10018

Birth year: 1941

Director and Since 2010
Member of

Audit and

Nominating

Committees

Director and Since 2010
Member of

Audit and

Nominating

Committees

Director and Since 2010
Member of

Audit and

Nominating

Committees

President, Colman 31
Consulting Co.

Retired; formerly, 31
Associate General

Counsel, Pfizer, Inc.

Emeritus Professor 31

of French and
Italian at Drew
University (since
2014); formerly,
Professor of French
and Italian at Drew
University (2009 to
2014); Vice
President and Dean
of College of
Liberal Arts at
Drew University
(1984 to 2009)

Other
Directorships
Held by Director
None

None

None

None

13
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** The term Fund Complex means two or more registered investment companies that:

(a) Hold themselves out to investors as related companies for purposes of investment and investor services; or

(b) Have a common investment adviser or have an investment adviser that is an affiliated person of the
investment adviser of any of the other registered investment companies.
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Number
of
Term of Portfolios in
Office and Principal Fund
Position(s) Length Occupations Complex**

Name, Address and Held with Time During Past Five Overseen by Other Directorships
Birth Year Fund Served Years Director Held by Director
Class II Directors serving until 2016 Annual Meeting of Stockholders
NON-INTERESTED DIRECTORS
Leslie H. Gelb Director and Since 2010 President Emeritus 31 Director of two
c/o Chairman of the Fund Member of and Senior Board registered investment
Legg Mason & Co. Audit and Fellow, The Council companies advised
620 Eighth Avenue, 49th Nominating on Foreign by Aberdeen Asset
Floor Committees Relations (since Management Asia
New York, NY 10018 2003); for- merly, Limited (since 1994)
Birth year: 1937 President, The

Council on Foreign

Relations (prior to

2003); formerly,

Columnist, Deputy

Editorial Page

Editor and Editor,

Op-Ed Page, The

New York Times
William R. Hutchinson Director and Since 2010 President, W.R. 31 Director
c/o Chairman of the Fund Member of Hutchinson & (Non-Executive
Legg Mason & Co. Audit and Associates Inc. Chairman of the
620 Eighth Avenue, 49th Nominating (consulting) Board (since
Floor Committees December 1, 2009)),
New York, NY 10018 Associated
Birth year: 1942 Banc-Corp. (since

1994)

** The term Fund Complex means two or more registered investment companies that:

(a) Hold themselves out to investors as related companies for purposes of investment and investor services; or

(b) Have a common investment adviser or have an investment adviser that is an affiliated person of the
investment adviser of any of the other registered investment companies.
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Name, Address and

Birth Year

INTERESTED DIRECTOR
Kenneth D. Fuller*

Legg Mason & Co.

100 International Drive
Baltimore, MD 21202

Birth year: 1958

Position(s) Length

Held with
Fund

Chairman,
President
and Chief
Executive
Officer

Term
of
Office
and

Time
Served

Since
2013

Portfolios in

Principal
Occupations

During Past Five Overseen by

Years

Managing Director
of Legg Mason &
Co., LLC ( Legg
Mason & Co. ) (since
2013); Officer and/or
Trustee/Director of
169 funds associated
with Legg Mason
Partners Fund
Advisor, LLC

( LMPFA ) orits
affiliates (since
2013); President and
Chief Executive
Officer of LM Asset
Services, LLC
(formerly, a
registered investment
adviser (since 2013);
President and Chief
Executive Officer of
LMPFA (since
2013); formerly,
Senior Vice
President of LMPFA
(2012 to 2013);
formerly, Director of
Legg Mason & Co.
(2012 to 2013);
formerly, Vice
President of Legg
Mason & Co. (2009
to 2012); formerly,
Vice President Equity
Division of T. Rowe
Price Associates
(1993 to 2009), as
well as Investment
Analyst and Portfolio
Manager for certain
asset allocation
accounts (2004 to

Number
of

Fund
Complex**

Director

157

Other
Directorships

Held by Director

None

16
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* Mr. Fuller is an interested person as defined in the Investment Company Act of 1940, as amended (the 1940 Act ),

because he is an officer of LMPFA and certain of its affiliates.

** The term Fund Complex means two or more registered investment companies that:

(a) Hold themselves out to investors as related companies for purposes of investment and investor services; or

(b) Have a common investment adviser or have an investment adviser that is an affiliated person of the
investment adviser of any of the other registered investment companies.

17



Edgar Filing: Western Asset High Yield Defined Opportunity Fund Inc. - Form DEF 14A

Each of the Directors has served as a director of the Fund as indicated in the table above. The Directors were selected

to join the Board based upon the following as to each Board Member: his or her character and integrity; such person s
service as a board member of other funds in the Legg Mason fund complex; such person s willingness to serve and
willingness and ability to commit the time necessary to perform the duties of a Director; as to each Director other than
Mr. Fuller, his or her status as not being an interested person as defined in the 1940 Act; and, as to Mr. Fuller, his role
with Legg Mason. No factor, by itself, was controlling.

In addition to the information provided in the table included above, each Director possesses the following attributes:
Ms. Colman, experience as a consultant and investment professional; Mr. Cronin, legal and managerial experience;
Mr.Cucchi, experience as a college professor and leadership experience as an academic dean; Mr. Gelb, academic and
world affairs and foreign relations experience and service as a board member of other registered investment
companies; Mr. Hutchinson, experience in accounting and working with auditors, consulting, business and finance
and service as a board member of another financial services company; Ms. Kamerick, experience in business and
finance, including financial reporting, and experience as a board member of a highly regulated financial services
company; Dr. Roett, expertise in Latin and South American societies and economies and academic leadership
experience; and Mr. Fuller, investment management and risk oversight experience as an executive and portfolio
manager and leadership roles within Legg Mason and affiliated entities and another investment advisory firm.
References to the qualifications, attributes and skills of the Directors are pursuant to requirements of the Securities
and Exchange Commission, do not constitute holding out of the Board or any Director as having any special expertise
or experience, and shall not impose any greater responsibility or liability on any such person or on the Board by
reason thereof.

Security Ownership of Management

The following table provides information concerning the dollar range of equity securities owned beneficially by each
Director and nominee for election as Director as of December 31, 2013:

Aggregate Dollar Range() of Equity Securities
Dollar Range) of Equity in all Funds Overseen by Director/Nominee

Name of Director/Nominee Securities in the Fund in Family of Investment Companies®
NON-INTERESTED DIRECTORS
Carol L. Colman
Daniel P. Cronin
Paolo M. Cucchi
Leslie H. Gelb
William R. Hutchinson
Eileen A. Kamerick
Dr. Riordan Roett
INTERESTED DIRECTOR
Kenneth D. Fuller

> > QP
(@R -dles B S @NesMles!

>
tr

(1) The dollar ranges are as follows: A =None; B =$1-$10,000; C =$10,001-$50,000; D =$50,001-$100,000; E

Over $100,000.
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(2) The term, Family of Investment Companies , means any two or more registered investment companies that share
the same investment adviser or principal underwriter or hold themselves out to investors as related companies for
purposes of investment and investor services.

At October 10, 2014, the nominees, Directors and officers of the Fund as a group beneficially owned less than 1% of

the outstanding shares of the Fund s Common Stock.
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No Director or nominee for election as Director who is not an interested person of the Fund as defined in the 1940
Act, nor any immediate family members, to the best of the Fund s knowledge, had any interest in the Fund s investment
adviser, or any person or entity (other than the Fund) directly or indirectly controlling, controlled by, or under

common control with Legg Mason as of December 31, 2013.

Director Compensation

Under the federal securities laws, and in connection with the Meeting, the Fund is required to provide to stockholders
in connection with the Meeting information regarding compensation paid to the Directors by the Fund, as well as by
the various other investment companies advised by LMPFA. The following table provides information concerning the
compensation paid to each Director by the Fund during the fiscal year ended August 31, 2014 and the total
compensation paid to each Director during the calendar year ended December 31, 2013. The Directors listed below are
members of the Fund s Audit and Nominating Committees, as well as committees of the boards of certain other
investment companies advised by LMPFA. Accordingly, the amounts provided in the table include compensation for
service on all such committees. The Fund does not provide any pension or retirement benefits to Directors. In
addition, no remuneration was paid during the fiscal year ended August 31, 2014 by the Fund to Mr. Fuller who is an
interested person as defined in the 1940 Act.

Aggregate
Compensation Total Compensation
from the from the Fund
Fund and
for Fiscal Fund Complex® for
Year Ended Calendar Year Ended

Name of Directors 08/31/14 12/31/13
Directorships®?
Carol L. Colman $ 8,666 $ 223,726
Daniel P. Cronin 8,666 223,724
Paolo M. Cucchi 7,812 211,736
Leslie H. Gelb 7,812 210,734
Willian R. Hutchinson 9,309 244,707
Eileen A. Kamerick 8,184 199,708
Dr. Riordan Roett 7,812 211,734
Jeswald W. Salacuse® 6,777 241,713

(1) Fund Complex means two or more Funds (a registrant or, where the registrant is a series company, a separate
portfolio of the registrant) that hold themselves out to investors as related companies for purposes of investment
and investor services or have a common investment adviser or have an investment adviser that is an affiliated
person of the investment adviser of any of the other Funds.

(2) Each Director currently holds 31 investment company directorships within this Fund Complex.

(3) Mr. Salacuse retired from the Board of Directors, effective June 30, 2014.
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Responsibilities of the Board of Directors

The Board of Directors is responsible under applicable state law for overseeing generally the management and
operations of the Fund. The Directors oversee the Fund s operations by, among other things, meeting at its regularly
scheduled meetings and as otherwise needed with the Fund s management and evaluating the performance of the
Fund s service providers including LMPFA, Western Asset, Western Asset Limited, Western Japan, Western
Singapore, the custodian and the transfer agent. As part of this process, the Directors consult with the Fund s
independent auditors and with their own separate independent counsel.
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The Directors review the Fund s financial statements, performance, net asset value and market price and the
relationship between them, as well as the quality of the services being provided to the Fund. As part of this process,
the Directors review the Fund s fees and expenses in light of the nature, quality and scope of the services being
received while also seeking to ensure that the Fund continues to have access to high quality services in the future.

The Board of Directors has four regularly scheduled meetings each year, and additional meetings may be scheduled as
needed. In addition, the Board has a standing Audit Committee and Corporate Governance and Nominating
Committee (the Nominating Committee ) that meet periodically and whose responsibilities are described below.

During the fiscal year ended August 31, 2014, the Board of Directors held four regular meetings and two special
meetings. Each Director attended at least 75% of the aggregate number of meetings of the Board and the committees
for which he or she was eligible. The Fund does not have a formal policy regarding attendance by Directors at annual
meetings of stockholders. Mr. Fuller attended the Fund s Annual Meeting of Shareholders held on December 16, 2013.

Each of the Audit Committee and the Nominating Committee is composed of all Directors who have been determined

not to be interested persons of the Fund, LMPFA, Western Asset or their affiliates within the meaning of the 1940

Act, and who are independent as defined in the New York Stock Exchange listing standards ( Independent Directors ),
and is chaired by an Independent Director. The Board in its discretion from time to time may establish ad hoc

committees.

The Board of Directors is currently comprised of eight directors, seven of whom are Independent Directors. Kenneth
D. Fuller serves as Chairman of the Board. Mr. Fuller is an interested person of the Fund. The appointment of Mr.
Fuller as Chairman reflects the Board s belief that his experience, familiarity with the Fund s day-to-day operations and
access to individuals with responsibility for the Fund s management and operations provides the Board with insight
into the Fund s business and activities and, with his access to appropriate administrative support, facilitates the
efficient development of meeting agendas that address the Fund s business, legal and other needs and the orderly
conduct of board meetings. Mr. Hutchinson serves as Lead Independent Director. The Chairman develops agendas for
Board meetings in consultation with the Lead Independent Director and presides at all meetings of the Board. The
Lead Independent Director, among other things, chairs executive sessions of the Independent Directors, serves as a
spokesperson for the Independent Directors and serves as a liaison between the Independent Directors and the Fund s
management between Board meetings. The Independent Directors regularly meet outside the presence of management
and are advised by independent legal counsel. The Board also has determined that its leadership structure, as described
above, is appropriate in light of the size and complexity of the Fund, the number of Independent Directors (who
constitute a super-majority of the Board s membership) and the Board s general oversight responsibility. The Board
also believes that its leadership structure not only facilitates the orderly and efficient flow of information to the
Independent Directors from management, including Western Asset, Western Asset Limited, Western Japan and
Western Singapore, the Fund s subadvisers, but also enhances the independent and orderly exercise of its
responsibilities.

Audit Committee

The Fund s Audit Committee is composed entirely of all of the Independent Directors: Mses. Colman and Kamerick
and Messrs. Cronin, Cucchi, Gelb, Hutchinson and Roett. Ms. Kamerick serves as the Chair of the
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Audit Committee and has been determined by the Board to be an audit committee financial expert. The principal
functions of the Audit Committee are: to (a) oversee the scope of the Fund s audit, the Fund s accounting and financial
reporting policies and practices and its internal controls and enhance the quality and objectivity of the audit function;
(b) approve, and recommend to the Independent Board Members (as such term is defined in the Audit Committee
Charter) for their ratification, the selection, appointment, retention or termination of the Fund s independent registered
public accounting firm, as well as approving the compensation thereof; and (c) approve all audit and permissible
non-audit services provided to the Fund and certain other persons by the Fund s independent registered public
accounting firm. This Committee met two times during the fiscal year ended August 31, 2014. The Fund s Board of
Directors most recently reviewed and adopted an Audit Committee Charter at a meeting held on February 11, 2014, a
copy of which is attached as Annex A to the Fund s proxy statement.

Nominating Committee

The Fund s Nominating Committee, the principal function of which is to select and nominate candidates for election as
Directors of the Fund, is composed of all of the Independent Directors: Mses. Colman and Kamerick and Messrs.
Cronin, Cucchi, Gelb, Hutchinson and Roett. Mr. Cronin serves as the Chair of the Nominating Committee. The
Nominating Committee may consider nominees recommended by the stockholder as it deems appropriate.

Stockholders who wish to recommend a nominee should send recommendations to the Fund s Secretary that include all
information relating to such person that is required to be disclosed in solicitations of proxies for the election of
Directors. A recommendation must be accompanied by a written consent of the individual to stand for election if
nominated by the Board of Directors and to serve if elected by the stockholders. The Nominating Committee met once
during the fiscal year ended August 31, 2014. The Fund s Board of Directors most recently reviewed and adopted a
Corporate Governance and Nominating Committee Charter at a meeting held on February 11, 2014, a copy of which

is attached as Annex B to the Fund s proxy statement.

The Nominating Committee identifies potential nominees through its network of contacts, and in its discretion may
also engage a professional search firm. The Nominating Committee meets to discuss and consider such candidates
qualifications and then chooses a candidate by majority vote. The Nominating Committee does not have specific,
minimum qualifications for nominees and has not established specific qualities or skills that it regards as necessary for
one or more of the Fund s Directors to possess (other than any qualities or skills that may be required by applicable
law, regulation or listing standard). However, as set forth in the Nominating Committee Charter, in evaluating a
person as a potential nominee to serve as a Director of the Fund, the Nominee Committee may consider the following
factors, among any others it may deem relevant:

whether or not the person is an interested person as defined in the 1940 Act and whether the person is
otherwise qualified under applicable laws and regulations to serve as a Director of the Fund;

whether or not the person has any relationships that might impair his or her independence, such as any
business, financial or family relationships with Fund management, the investment manager of the Fund, Fund
service providers or their affiliates;

whether or not the person serves on boards of, or is otherwise affiliated with, competing financial service
organizations or their related mutual fund complexes;
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whether or not the person is willing to serve, and willing and able to commit the time necessary for the
performance of the duties of a Director of the Fund;

the contribution which the person can make to the Board and the Fund (or, if the person has previously served
as a Director of the Fund, the contribution which the person made to the Board during his or her previous term
of service), with consideration being given to the person s business and professional experience, education and
such other factors as the Committee may consider relevant;

the character and integrity of the person; and

whether or not the selection and nomination of the person would be consistent with the requirements of the
Fund s retirement policies.
The Nominating Committee does not have a formal diversity policy with regard to the consideration of diversity in
identifying potential director nominees but may consider diversity of professional experience, education and skills
when evaluating potential nominees for Board membership.

Risk Oversight

The Board s role in risk oversight of the Fund reflects its responsibility under applicable state law to oversee generally,
rather than to manage, the operations of the Fund. In line with this oversight responsibility, the Board receives reports
and makes inquiry at its regular meetings and as needed regarding the nature and extent of significant Fund risks
(including investment, compliance and valuation risks) that potentially could have a materially adverse impact on the
business operations, investment performance or reputation of the Fund, but relies upon the Fund s management
(including the Fund s portfolio managers) and Chief Compliance Officer, who reports directly to the Board, and the
Manager to assist it in identifying and understanding the nature and extent of such risks and determining whether, and
to what extent, such risks may be eliminated or mitigated. In addition to reports and other information received from
Fund management and the Manager regarding the Fund s investment program and activities, the Board as part of its
risk oversight efforts meets at its regular meetings and as needed with the Fund s Chief Compliance Officer to discuss,
among other things, risk issues and issues regarding the policies, procedures and controls of the Fund. The Board may
be assisted in performing aspects of its role in risk oversight by the Audit Committee and such other standing or
special committees as may be established from time to time by the Board. For example, the Audit Committee of the
Board regularly meets with the Fund s independent public accounting firm to review, among other things, reports on
the Fund s internal controls for financial reporting.

The Board believes that not all risks that may affect the Fund can be identified, that it may not be practical or
cost-effective to eliminate or mitigate certain risks, that it may be necessary to bear certain risks (such as
investment-related risks) to achieve the Fund s goals, and that the processes, procedures and controls employed to
address certain risks may be limited in their effectiveness. Moreover, reports received by the Directors as to risk
management matters are typically summaries of relevant information and may be inaccurate or incomplete. As a result
of the foregoing and other factors, the Board s risk management oversight is subject to substantial limitations.

Officers

The Fund s executive officers are chosen each year at a regular meeting of the Board of Directors of the Fund, to hold
office until their respective successors are duly elected and qualified. Officers of the Fund receive
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no compensation from the Fund although they may be reimbursed by the Fund for reasonable out-of-pocket travel
expenses for attending Board meetings. In addition to Mr. Fuller, the Fund s Chairman, CEO and President, the

executive officers of the Fund currently are:

Length of
Position(s) Held Time

Name, Address and Age with Fund Served
Richard F. Sennett Principal Since 2011
Legg Mason & Co. Financial Officer
100 International Drive
Baltimore, MD 21202
Birth year: 1970
Ted P. Becker Chief Compliance Since 2010
Legg Mason & Co. Officer
620 Eighth Avenue,
49th Floor
New York, NY 10018
Birth year: 1951
Vanessa A. Williams Identity Theft Since 2011
Legg Mason & Co. Prevention
100 First Stamford Place, Officer

Stamford, CT 06902
Birth year: 1979

Principal Occupation(s)
During Past 5 years

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

Director of Global Compliance at
Legg Mason (since 2006);
Managing Director of
Compliance at Legg Mason,
(since 2005); Chief Compliance
Officer with certain mutual funds
associated with Legg Mason
(since 2006); Managing Director
of Compliance at Legg Mason or
its predecessors (2002-2005).
Prior to 2002, Managing
Director-Internal Audit & Risk
Review at Citigroup Inc.

Identity Theft Prevention Officer
of certain mutual funds
associated with Legg Mason &
Co. or its affiliates (since 2011);
Chief Anti-Money Laundering
Compliance Officer of certain
mutual funds associated with
Legg Mason & Co. or its
affiliates (since 2011); formerly,
Assistant Vice President and
Senior Compliance Officer of
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Legg Mason & Co. or its
predecessor (2008 to 2011);
formerly, Compliance Analyst of
Legg Mason & Co. or its
predecessor (2004 to 2008)
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Position(s) Length of
Held Time

Name, Address and Age with Fund Served
Steven Frank Treasurer Since 2010
Legg Mason & Co.
620 Eighth Avenue
49th Floor
New York, NY 10018
Birth Year: 1967
Robert I. Frenkel Secretary and Since 2010
Legg Mason & Co. Chief Legal
100 First Stamford Place Officer

Stamford, CT 06902
Birth year: 1954

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended (the 1934 Act ) and Section 30(h) of the 1940 Act in

Principal Occupation(s)
During Past 5 years

Vice President of Legg Mason &
Co. (since 2002); Treasurer of
certain funds associated with Legg
Mason or its affiliates (since 2010);
formerly, Controller of certain
funds associated with Legg Mason
or its predecessors (from 2005 to
2010); Formerly, Assistant
Controller of certain mutual funds
associated with Legg Mason
predecessors (from 2001 to 2005)

Managing Director and General
Counsel of Global Mutual Funds
for Legg Mason and its
predecessor (since 1994); Secretary
and Chief Legal Officer of mutual
funds associated with Legg Mason
(since 2003); formerly, Secretary
of CFM (2001-2004)

combination require the Fund s Directors and officers and persons who own more than 10% of the Fund s common
stock, as well as LMPFA and certain of its affiliated persons, to file reports of ownership and changes in ownership

with the Securities and Exchange Commission ( SEC ) and the New York Stock Exchange, Inc. ( NYSE ). Such persons

and entities are required by SEC regulations to furnish the Fund with copies of all such filings. Based solely on its
review of the copies of such forms received by it, or written representations from certain reporting persons, the Fund
believes that, during the fiscal year ended August 31, 2014, all such filing requirements were met with respect to the
Fund, except, due to an administrative oversight, each of the following persons made a late filing of an initial Form 3:
Amy Olmert, Manager of LMPFA (Form 3 was due in April 2011); Peter Nachtwey, Manager of LMPFA (Form 3
was due in April 2011); and Barry Bilson, Director of Western Asset (Form 3 was due in September 2013).

Report of the Audit Committee

Pursuant to a meeting of the Audit Committee on October 15, 2014, the Audit Committee reports that it has: (i)
reviewed and discussed the Fund s audited financial statements with management; (ii) discussed with KPMG LLP

( KPMG ), the independent registered public accounting firm of the Fund, the matters required to be discussed by
Statement on Auditing Standards No. 61, as amended, as adopted by the Public Company Accounting Oversight
Board in Rule 3200T; and (iii) previously received written confirmation from KPMG that it is independent and written
disclosures regarding such independence as required by Independence Standards Board Standard No. 1, and discussed

with KPMG the independent registered public accounting firm s independence.

Pursuant to the Audit Committee Charter adopted by the Fund s Board, the Audit Committee is responsible for
conferring with the Fund s independent registered public accounting firm, reviewing annual financial statements and
recommending the selection of the Fund s independent registered public accounting firm. The Audit Committee
advises the full Board with respect to accounting, auditing and financial matters affecting the
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Fund. The independent registered public accounting firm is responsible for planning and carrying out the proper audits
and reviews of the Fund s financial statements and expressing an opinion as to their conformity with accounting
principles generally accepted in the United States of America.

The members of the Audit Committee are not professionally engaged in the practice of auditing or accounting and are
responsible for oversight. Moreover, the Audit Committee relies on and makes no independent verification of the facts
presented to it or representations made by management or the independent registered public accounting firm.
Accordingly, the Audit Committee s oversight does not provide an independent basis to determine that management
has maintained appropriate accounting and financial reporting principals and policies, or internal controls and
procedures, designed to assure compliance with accounting standards and applicable laws and regulations.
Furthermore, the Audit Committee s considerations and discussions referred to above do not provide assurance that the
audit of the Fund s financial statements has been carried out in accordance with generally accepted accounting
standards or that the financial statements are presented in accordance with generally accepted accounting principles.
Based on the review and discussions referred to in items (i) through (iii) above, the Audit Committee recommended to
the Board of Directors (and the Board has approved) that the audited financial statements be included in the Fund s
annual report for the Fund s fiscal year ended August 31, 2014.

Submitted by the Audit Committee

of the Fund s Board of Directors

Carol L. Colman

Daniel P. Cronin

Paolo M. Cucchi

Leslie H. Gelb

William R. Hutchinson

Eileen A. Kamerick

Riordan Roett

October 15, 2014
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Board Recommendation and Required Vote

Directors are elected by a plurality of the votes cast by the holders of shares of the Fund s common stock present in
person or represented by proxy at a meeting at which a quorum is present. For purposes of the election of Directors,
abstentions and broker non-votes will not be considered votes cast, and do not affect the plurality vote required for
Directors.

The Board of Directors, including the Directors who are not interested persons unanimously recommends that
stockholders of the Fund vote FOR each of the nominees for Director.

Disclosure of Fees Paid to Independent Registered Public Accounting Firm

Audit Fees. The aggregate fees billed in the fiscal years ended August 31, 2013 and August 31, 2014 for professional
services rendered by KPMG for the audit of the Fund s annual financial statements, or services that are normally
provided in connection with the statutory and regulatory filings or engagements were $49,500 in 2013 and $49,500 in
2014.

Audit-Related Fees. The aggregate fees billed by KPMG in connection with assurance and related services related to
the annual audit of the Fund and for review of the Fund s financial statements, other than the Audit Fees described
above, for the fiscal years ended August 31, 2013 and August 31, 2014 were $0 and $0, respectively.

In addition, there were no Audit Related Fees billed in the fiscal years ended August 31, 2013 and August 31, 2014

for assurance and related services by KPMG to LMPFA and any entity controlling, controlled by or under common
control with LMPFA that provides ongoing services to the Fund (LMPFA and such other entities together, the Service
Affiliates ), that were related to the operations and financial reporting of the Fund.

Tax Fees. The aggregate fees billed by KPMG for tax compliance, tax advice and tax planning services, which
include the filing and amendment of federal, state and local income tax returns, timely regulated investment company
qualification review and tax distribution and analysis planning to the Fund for the fiscal years ended August 31, 2013
and August 31, 2014 were $6,600 and $3,800, respectively.

There were no fees billed by KPMG to the Service Affiliates for tax services for the fiscal years ended August 31,
2013 and August 31, 2014 that were required to be approved by the Fund s Audit Committee.

All Other Fees. There were no other fees billed for other non-audit services rendered by KPMG to the Fund for the
fiscal years ended August 31, 2013 and August 31, 2014.

There were no other non-audit services rendered by KPMG to the Service Affiliates in the fiscal years ended
August 31, 2013 and August 31, 2014.

Generally, the Audit Committee must approve (a) all audit and permissible non-audit services to be provided to the
Fund and (b) all permissible non-audit services to be provided to the Service Affiliates that relate directly to the
operations and financial reporting of the Fund. The Audit Committee may implement policies and procedures by
which such services are approved other than by the full Committee but has not yet done so.

The Audit Committee approved 100% of the Audit Related Fees, Tax Fees and Other Fees, if any, for each of the
fiscal years ended August 31, 2013 and August 31, 2014.
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The Audit Committee shall not approve non-audit services that the Committee believes may impair the independence
of the registered public accounting firm. As of the date of the approval of the Audit Committee Charter, permissible
non-audit services include any professional services (including tax services), that are not prohibited services as
described below, provided to the Fund by the independent registered public accounting firm, other than those provided
to the Fund in connection with an audit or a review of the financial statements of the Fund. Permissible non-audit
services may not include: (i) bookkeeping or other services related to the accounting records or financial statements of
the Fund; (ii) financial information systems design and implementation; (iii) appraisal or valuation services, fairness
opinions or contribution-in-kind reports; (iv) actuarial services; (v) internal audit outsourcing services;

(vi) management functions or human resources; (vii) broker or dealer, investment adviser or investment banking
services; (viii) legal services and expert services unrelated to the audit; and (ix) any other service the Public Company
Accounting Oversight Board determines, by regulation, is impermissible.

Pre-approval by the Audit Committee of any permissible non-audit services is not required so long as: (i) the
aggregate amount of all such permissible non-audit services provided to the Fund, the Manager and any Covered
Service Provider constitutes not more than 5% of the total amount of revenues paid to the independent registered
public accounting firm during the fiscal year in which the permissible non-audit services are provided to (a) the Fund,
(b) LMPFA and (c) any entity partially controlled by or under common control with LMPFA that provides ongoing
services to the Fund during the fiscal year in which the services are provided that would not have to be approved by
the Committee; (ii) the permissible non-audit services were not recognized by the Fund at the time of the engagement
to be non-audit services; and (iii) such services are promptly brought to the attention of the Audit Committee and
approved by the Audit Committee (or its delegate(s)) prior to the completion of the audit.

No aggregate non-audit fees have been billed to the Fund and to the Service Affiliates by KPMG for non-audit
services rendered to the Fund and Service Affiliates for the fiscal years ended August 31, 2013 and August 31, 2014.

A representative of KPMG, if requested by any stockholder, will be present via telephone at the Meeting to respond to
appropriate questions from stockholders and will have an opportunity to make a statement if he or she chooses to do
SO.

5% Beneficial Ownership

At October 10, 2014, to the knowledge of management, the registered stockholders who owned of record or owned
beneficially more than 5% of the Fund s capital stock outstanding is noted below. As of the close of business on
October 10, 2014, Cede & Co., a nominee for participants in the Depository Trust Company, held of record
22,783,362 shares, equal to approximately 99% of the Fund s outstanding shares, including the shares shown below.

Percent Name Address
17.35%M

The plan is administered by the Compensation Committee which will determine the
type, range of potential awards and performance criteria for determining awards.

Both cash incentive awards and stock based incentive awards may be made under the plan. The annual
performance goals will include one or more of the following criteria determined annually in the discretion
of the Committee: minimum annual levels of profitability; corporate and/or business unit EBIT levels,
total shareholder return, return on capital; return on equity; pre-tax earnings; after-tax earnings, earnings
growth, operating income; operating profit; earnings per share and return on investment or working
capital, any one or more of which criteria may be measured with respect to the Company, or any one or
more of its subsidiaries or business units.
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At its February meeting, the Committee approved the Incentive Compensation Plan for 2007 and set
performance goals for the Company s executive officers. The plan is structured to provide similar
incentives to those provided by the 2006 Incentive Compensation Plan, but the cash incentive award that
may be earned under the plan ranges from 10% to 75% of the participant s base salary.

Termination Benefits

As discussed above under Special Conditions to Awards and Restricted Stock Award to Chief Executive
Officer, such restricted stock awards provide for acceleration of vesting of awards under certain
circumstances upon termination of the participants.

Upon retirement of the Participant, all restricted stock awards made under the Company s 2004 incentive
compensation plan vest to the extent such awards have been expensed. As of year end, Messers Frierson,
Polley and Harmon were eligible for retirement in accordance with the terms of the restricted stock
awards. If such persons had retired at year end, the number of shares subject to such awards that would
have vested and the value of such shares would have been: Frierson 7,324 shares ($92,575); Harmon
1,393 shares ($17,608); and Polley 1,326 shares ($16,761).

For purposes of valuing the foregoing awards, the Company used the year-end market value of the
Company s Common Stock of $12.64/share.

No termination benefit was paid to or accrued for any Named Executive Officer in the fiscal year ended
December 30, 2006.

Compensation Committee Report

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis,
set forth above, with management.

Based on our review and the discussions we held with management, we have recommended to the board
of directors that the Compensation Discussion and Analysis be included in the Company s Proxy
Materials.

Respectfully submitted,

Lowry F. Kline, Chairman
John W. Murrey, III
Walter W. Hubbard
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EXECUTIVE COMPENSATION INFORMATION

The following table sets forth information as to all compensation earned or paid during the fiscal year
ended December 30, 2006 to (i) the Company s Chief Executive Officer; (ii) the Company s Chief
Financial Officer; and (iii) the three other most highly compensated executive officers who were serving

as executive officers at the end of such fiscal year (the Named Executive Officers ). For a more complete
discussion of the elements of executive compensation, this information should be read in conjunction

with the other tabular information presented in the balance of this section.

Summary Compensation Table

Non-EquityNonqualified
Incentive Compensation  All
Stock Option Plan Earnings Other
Year Salary ($) Awards ($)Awards (pmpensation ($) ($) Compensation ($) Total

Name and Principal

Position (a) (b) (W (@ HS (38 (h)® H© (1)}
Daniel K. Frierson, 2006 $ 540,000 $ 270,964 $ 10,991 $ $ 94868 $ 48,496 $965,319
Chief Executive
Officer
Gary A. Harmon, 2006 228,334 27,147 4,740 71,363 20,844 352,428

Chief Financial Officer
Kenneth L. Dempsey, 2006 246,667 51,615 4,740 14,748 21,570 339,340

Vice-President,
President Masland
Contract

Craig S. Lapeere, 2006 270,000 3,560 55,000 31,180 22,270 382,010

Vice-President,
President Masland
Residential

David E. Polley, 2006 246,667 25,837 12,540 29,607 21,517 336,168

Vice-President,
President Dixie Home

Includes all amounts deferred at the election of the Named Executive Officer.

Amounts reflect aggregate compensation cost recognized by the Company for outstanding stock

awards to the Named Executive Officers determined in accordance with FAS 123R.

Amounts reflect the aggregate compensation cost recognized by the Company for the year presented

for outstanding option awards to the Named Executive Officers determined in accordance with FAS

123R. No option awards were made to the Named Executive Officers in 2006.

Includes cash incentives earned based on results for 2006, but paid in 2007.

Amounts presented represent above-market earnings on compensation deferred on a basis that is not

tax qualified in the Company s nonqualified deferred compensation plans. For purposes of this table,
above-market earnings is the portion of actual earnings that exceeds 120% of the applicable federal

long-term rate, with compounding as prescribed under relevant sections of the Internal Revenue

Code. The Named Executive Officers did not participate in any defined benefit or actuarial pension

plans for the periods presented.
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6 The following is a summary and quantification of all amounts included in column (i):

All Other Compensation
Registrant Total

Contributions Perquisites
to Defined Insurance and other

Contribution Premiums Other Benefits

Name (a) Year (b)  Plans ($) (¢) ®) @ $) OO $ (@
Daniel K. Frierson 2006 $ 16,200 $ 14,170 $18,126 $ 48,496
Gary A. Harmon 2006 6,850 13,994 20,844
Kenneth L. Dempsey 2006 7,400 14,170 21,570
Craig S. Lapeere 2006 8,100 14,170 22,270

David E. Polley 2006 7,400 14,117 21,517

I The amount presented is the incremental cost to the Company of personal use of Company aircraft by
Mr. Frierson.

2 No Named Executive Officer received any tax reimbursement, discounted securities purchases, or
payment or accrual on termination plans for the period presented.

The following table presents information concerning all grants of plan-based awards to the Named

Executive Officers in 2006. Future payouts under non-equity incentive plan awards earned for 2006 by

the Named Executive Officers are disclosed in column (g) of the Summary Compensation Table and,

therefore, such amounts are not repeated here. All such amounts were paid following year-end, based on

results for 2006, under the Company s 2006 Incentive Compensation Plan.

Grants of Plan-Based Awards

Estimated Future Payouts under Equity
Incentive Plan Awards()

Grant Date
Fair Value of
Stock and
Name (a) Grant Date (b)  Threshold (f)  Target (2)®  Maximum (h) Option Awards®
Daniel K. Frierson 6/6/06 N/A 125,000 N/A  $ 1,556,250
Gary A. Harmon N/A N/A
Kenneth L. Dempsey N/A N/A
Craig S. Lapeere N/A N/A

David E. Polley N/A N/A

I All awards of restricted stock made to the Named Executive Officers under the 2006 Incentive
Compensation Plan were granted in 2007, in accordance with the terms of the plan. Such awards are

as follows:
Long-Term
Incentive
Name Award Shares Career Shares
Daniel K. Frierson* 13,348 7,628
Gary A. Harmon 5,740 3,280
Kenneth L. Dempsey 6,140 3,509
Craig S. Lapeere 8,677 4,119
David E. Polley 6,140 3,509

20

37



Edgar Filing: Western Asset High Yield Defined Opportunity Fund Inc. - Form DEF 14A

Pursuant to Mr. Frierson s election, 20,355 of the total of his awards were taken as shares of Class B
Common Stock.

The amount set forth in the table reflects the grant date fair value of the award determined in
accordance with FAS 123R

A Restricted Stock award of Class B Common Stock and Common Stock was granted on June 6,
2006 to the Company s Chief Executive Officer. Pursuant to the terms of the Award and at the
election of the Chief Executive Officer, the award consists of 119,873 shares of Class B Common
Stock and 5,127 shares of Common Stock. Vesting of the award is subject to both a market condition
the price of the Company s Common Stock must equal or exceed $18.225 over any 20 consecutive
trading days prior to June 6, 2011 and a continued service condition ~Mr. Frierson must be
continuously employed by the Company or an affiliated company as an Executive Officer until at
least June 5, 2011, or, thereafter as a director or executive officer of the Company or an Affiliated
Company. Shares subject to this award vest in substantially equal annual installments beginning
June 6, 2008 (or the first date thereafter that the market condition is met) and ending June 2013. If
the market condition is not met by June 6, 2011 all shares granted under the award will be forfeited.
The estimated future payout set forth in the table above assumes that the market condition, and the
continued service condition are timely met. No other named executive officer received an equity
award in 2006. See Compensation Discussion and Analysis, Restricted Stock Award to Chief
Executive Officer, above, for a more detailed discussion of the award.
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The following table sets forth information concerning outstanding equity awards for each of the Named
Executive Officers at fiscal year-end.

Name (a)
Daniel K.
Frierson

Gary A.
Harmon

Kenneth
L.
Dempsey

Craig S.
Lapeere

David E.
Polley

Outstanding Equity Awards at Fiscal Year-End

Option Awards

Number of Securities
Underlying Unexercised

Options (#)

(b))
14,367
64,287

5,000
50,000

31,290
60,000

7,500
15,000
1,690

5,510
15,000

13,917
7,500
15,000
5,510

9,130
20,000

1,250
5,713
1,287
10,000

15,000
20,000

30,000
15,000

8,350
20,000

Exercisable Unexercisable

(©@)

5,000

2,500

2,500

1,250

Equity
Incentive
Plan
Awards:
Number of
Securities
Underlying
Unexercised
Unearned
Options

(@)

Option

) Exercise

Price
$) (e
$ 7.660
6.960
4.780
11.850

15.980
13.510

$ 4.780
11.850
15.980

15.980
13.510

$ 6.960
4.780
11.850
15.980

15.980
13.510

$ 6.960
15.980
15.980
15.520

17.330
13.510

$ 4.200
11.850

15.980
13.510

Option
Expiration
Date (f)

5/02/07
5/02/12
8/12/12
8/05/09

12/06/10
12/20/15

8/12/12
8/05/09
12/06/10

12/06/10
12/20/15

5/02/12
8/12/12
8/05/09
12/06/10

12/06/10
12/20/15

5/02/12
12/06/10
12/06/10

5/06/11

9/07/15
12/20/15

11/20/12
8/05/09

12/06/10
12/20/15

Stock Awards

Equity

Incentive
Plan
Awards:
Market
Number Equity of

of Incentive Payout
Shares  Market Plan Value or
or Units Value of ATETOER Unearned

of Stock Shares or Number of Shares,

That Units of Thiesred Units or
Have Stock Shares, Other Rights
Not Held that Uhfts ar that have
Vested Have Not Other Rights not
#) Vested ($) that have vested

not vested
(€30 (h) # H® ®MH®
125,000 $ 1,580,000 15,980 $ 201,987

3,040 38,426
5,780 73,059
2,893 36,568

1. 125,000 shares of restricted stock were awarded to the Chief Executive Officer on June 6, 2006, under the
Company s 2006 Incentive Stock Plan. Such award consisted of 119,873 shares of Class B Common Stock and
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5,127 shares of Common Stock.

Awards of restricted stock for Messrs. Frierson, Harmon, Dempsey and Polley were made under an Incentive
Compensation Plan in effect for 2004. Such awards were based on results for 2004, and granted in February 2005.
The market value of the restricted stock set forth in the table has been calculated by multiplying the closing price of
the Company s Common Stock at year-end ($12.64/share) by the number of shares of restricted stock subject to the
award.
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The following table sets forth information as to all option exercises and stock vested for the Named
Executive Officers for the fiscal year ended December 30, 2006. No Named Executive Officer exercised

any options during 2006

Option Exercises and Stock Vested

Stock Awards
Value Realized
Number of Shares on Vesting ($)
Acquired on
Name (a) Vesting (#) (b) (©W®
Daniel K. Frierson 7,990 $ 107,945
Gary A. Harmon 1,520 20,535
Kenneth L. Dempsey 2,890 39,044
Craig S. Lapeere
David E. Polley 1,447 19,549

I The value realized is calculated as the closing price on the vesting date ($13.51/share) times the

number of vested shares.

The following table sets forth information concerning the Company s Non-Qualified Defined Contribution
Plan for each of the Named Executive Officers for the fiscal year ended December 30, 2006. The
Company does not maintain any other non-tax qualified deferred compensation plans.

Nonqualified Deferred Compensation

Aggregate

1 Aggregate
Executive Registrant Earnings Balance at
Contribution  Contribution Last FYE
inLast FY (§) inLastFY ($) inLastFY ($) $)
Name (a) (b)(l)(Z) (c)(l)(z) (d)(l)(Z)(3) (e)
Daniel K. Frierson $ 16,200 $ 10950 $ 145,524 $ 951,839
Gary A. Harmon 137,000 1,600 123,902 1,024,053
Kenneth L. Dempsey 2,150 23,474 162,041
Craig S. Lapeere 27,000 2,850 45,393 280,360

David E. Polley 123,333 2,150 64,226 683,689

I Participants in the non-qualified plan may make deferrals into that plan (up to 90% of total
compensation), and also may receive contributions from the Company equal to a percentage (up to
3%) of their compensation, and may receive contributions from the Company equal to a percentage
of their compensation, based primarily on the Company s return on equity.

2 All amounts deferred by the executive are included in the Salary Column of the Summary
Compensation Table appearing above. All amounts contributed by the Company are included in the
All Other Compensation column of the table. Earnings on the Company s Non-Qualified Deferred
Compensation Plan are included in the Nonqualified Compensation Earnings column of the table, but
only to the extent that such earnings represent above market earnings. See Note 5 to the Summary
Compensation Table for a description of such earnings.

3. Monies deferred are invested at the direction of participants among a selection of investment vehicles
offered by the Plan. Earnings presented represent actual earnings on such investments.

4 There were no withdrawals or distributions by or to the Named Executive Officers in the fiscal year
ended 2006.
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Set forth below is a table presenting compensation information with respect to all non-employee directors
of the Company. Compensation information for the Company s Chief Executive Officer, Daniel K.
Frierson, is reported in the Summary Compensation Table appearing elsewhere in this Proxy Statement.

DIRECTOR COMPENSATION

Fees earned

or paid in
cash ($) Stock  Option  All Other
Awards Awards Compensation
Name (a) (b)® ® ©2 @@ $) (@ Total ($)
J. Don Brock $ 22,000 $12,000 $ 3,395 $ $37,395
Paul K. Frierson 24,000 12,000 900 22,971 59,871
Walter W. Hubbard 26,000 12,000 38,000
Lowry F. Kline 27,750 12,000 39,750

John W. Murrey, III 29,250 12,000 3,395 44,645

Directors who are employees of the Company do not receive any additional compensation for their
services as members of the Board of Directors. Non-employee directors receive an annual retainer of
$12,000 in cash and $12,000 in value of Performance Units under the Directors Stock Plan. In
addition to the annual retainer, directors who are not employees of the Company received $1,500 for
each Board meeting attended and $1,000 for each committee meeting attended ($1,500 for the
Committee Chairman). Fees for attending telephonic meetings are one-half those for in-person
meetings, such that each non-employee director receives $750 per telephonic board meeting and
$500 per committee meeting ($750 for Chairman of the Committee). Additionally, directors receive
reimbursement of the expenses they incur in attending all board and committee meetings.

The value presented is the dollar amount recognized in the Company s financial statements for all
outstanding Stock Awards. The grant date fair value of performance units determined pursuant to
FAS 123R awarded to each non-employee director under the Directors Stock Plan in 2006 was
$12,000.

The value presented is the dollar amount recognized in the Company s financial statements for all
outstanding Option Awards.

Mr. Paul K. Frierson is a 50% shareholder in a Company which receives commissions from the
Company for the sale of yarn. The amount presented in the table represents Mr. Frierson s share of
such commissions.
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At fiscal year end, each non-employee director held the following outstanding equity awards:

Stock Options®

Number of Ol_mo?
Securities Option Expiration
Underlying Exercise Date
Performance Options Price
Name (a) Units (b)) (c) (d) (e)
J. Don Brock 15,584 2,500 $ 12.18  02/19/14

3,000 15.98 12/06/14
4,000 13.51 12/20/15

Paul K. Frierson 1,426 4,000 13.51 12/20/15
Walter W. Hubbard 1,274 8,000 13.51  12/20/15
Lowry F. Kline 2,574 10,000 12.63  05/06/14

3,000 15.98 12/06/14
4,000 13.51 12/20/15

John W. Murrey, 111 15,584 2,500 12.18  02/19/14

3,000 15.98 12/06/14
4,000 13.51 12/20/15

M The performance units represent an equal number of shares of the Company s common stock. At
year-end, the aggregate value of such stock was $460,627, determined by multiplying the number of
performance units by the year-end per share market value of the Company s Common Stock
($12.64/share).

@ All such options are presently exercisable.
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EMPLOYMENT AGREEMENTS

David E. Polley is employed as the Company s Vice President-Marketing pursuant to the terms of an
employment agreement which commenced November 20, 2002 and extends through November 19, 2008.
Pursuant to the agreement, Mr. Polley was granted 20,000 shares of restricted Common Stock, which
fully vested on November 19, 2005. Pursuant to the agreement, the Company also awarded Mr. Polley an
incentive stock option, which fully vested on November 19, 2005, to purchase 30,000 shares of Common
Stock at $4.20 per share, which was the market price at the time of grant. The agreement may be
terminated by Mr. Polley upon 60 days prior written notice or by the Company at any time for cause.

Mr. Polley has agreed not to compete with the Company for a period of two years following any
termination of his employment under the agreement.

SHAREHOLDER PROPOSALS
FOR INCLUSION IN NEXT YEAR S PROXY STATEMENT

In the event any shareholder wishes to present a proposal at the 2008 Annual Meeting of Shareholders,
such proposal must be received by the Company on or before November 19, 2007, to be considered for
inclusion in the Company s proxy materials. All shareholder proposals should be addressed to the
Company at its principal executive offices, Attention: Corporate Secretary, and must comply with the
rules and regulations of the Securities and Exchange Commission.

OTHER SHAREHOLDER PROPOSALS
FOR PRESENTATION AT NEXT YEAR S ANNUAL MEETING

For any proposal that is not submitted for inclusion in next year s proxy statement, but is instead sought to
be presented directly at the 2008 Annual Meeting, SEC rules permit management to vote proxies in its
discretion if we: (1) receive notice of the proposal before the close of business on January 25, 2008, and
advise shareowners in the 2008 proxy statement about the nature of the matter and how management
intends to vote on such matter; or (2) did not receive notice of the proposal prior to the close of business
on January 25, 2008. Notices of intention to present proposals at the 2008 Annual Meeting should be
addressed to the Company at its principal executive offices, Attention: Corporate Secretary.

COMMUNICATIONS WITH THE BOARD OF DIRECTORS

Shareholders who wish to communicate with members of the Board, including the independent directors
individually or as a group, may send correspondence to them in care of the Secretary at P.O. Box 25107
Chattanooga, TN 37422-5107.

INDEPENDENT AUDITORS

The firm of Ernst & Young LLP served as independent auditors for the Company for fiscal 2006. The
Company intends to select independent auditors for its current fiscal year following the receipt of the
recommendation of the Audit Committee. A representative of Ernst & Young LLP is expected to be
present at the Annual Meeting and will have the opportunity to make a statement if he so desires and to
respond to appropriate questions from shareholders.
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AUDIT FEES DISCUSSION

The following table sets forth the fees paid to Ernst & Young, LLP for services provided during fiscal
years 2005 and 2006:

2005 2006
Audit Fees $718,000  $ 768,000

(M Represents fees for professional services provided in connection with the audit of the Company s
annual financial statements, audit of management s assessment of internal controls over financial
reporting, audit of the effectiveness of internal controls over financial reporting, review of the
Company s quarterly financial statements, review of other SEC filings and technical accounting
issues.

The Audit Committee approved the engagement of Ernst & Young LLP to serve as the Company s

independent auditors for the year ending December 30, 2006. It is the policy of the Audit Committee to

pre-approve all services provided by its independent auditors. In addition, the Audit Committee has
granted the Chairman of the Audit Committee the power to pre-approve any services that the Committee,
as a whole, could approve. None of the of the fiscal 2005 or fiscal 2006 fees were approved by the Audit

Committee pursuant to the de minimis exception of Rule 2-01(c)(7)(1)(C).

ADDITIONAL INFORMATION

The entire cost of soliciting proxies will be borne by the Company. In addition to solicitation of proxies
by mail, proxies may be solicited by the Company s directors, officers, and other employees by personal
interview, telephone, and telegram. The persons making such solicitations will receive no additional
compensation for such services. The Company also requests that brokerage houses and other custodians,
nominees, and fiduciaries forward solicitation materials to the beneficial owners of the shares of
Common Stock held of record by such persons and will pay such brokers and other fiduciaries all of their
reasonable out-of-pocket expenses incurred in connection therewith.

OTHER MATTERS

As of the date of this Proxy Material, the Board does not intend to present, and has not been informed
that any other person intends to present, any matter for action at the Annual Meeting other than those
specifically referred to herein. If other matters should properly come before the Annual Meeting, it is
intended that the holders of the proxies will vote in accordance with their best judgment.

The Dixie Group, Inc.
Daniel K. Frierson

Chairman of the Board
Dated: March 9, 2007
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PROXY
THE DIXIE GROUP, INC.
This Proxy is Solicited on Behalf of the Board of Directors
Annual Meeting of Shareholders
May 2, 2007

The undersigned hereby appoints Daniel K. Frierson, John W. Murrey, III, and J. Don Brock, and each of
them, proxies, with full power of substitution, to act and to vote the shares of common stock which the
undersigned is entitled to vote at the Annual Meeting of Shareholders to be held at the Marriott Grand
Hotel, Point Clear, Alabama, at 8:00 A.M., Central Time, on May 2, 2007, and any adjournment or
adjournments thereof, as follows:

PLEASE SIGN, DATE AND RETURN THIS PROXY IN THE
ACCOMPANYING PREPAID SELF-ADDRESSED ENVELOPE. THANK
YOU.

(See reverse side)

This proxy, when properly executed, will be voted in the manner directed herein by the

undersigned. If no direction is made, this proxy will be voted in favor of Proposal 1 for the election
of all of the Board of Directors nominees. The Board is not aware of any other matter to be brought
before the Annual Meeting for a vote of shareholders. If, however, other matters are properly
presented, the proxies will be voted in accordance with the best judgment of the Proxy Holders.

1. Election of

Directors: “ FOR all nominees ~ WITHHOLD AUTHORITY
(Except as indicated to vote for all nominees listed
in the space provided  below
below)

J. Don Brock; Daniel K. Frierson; Paul K. Frierson; Walter W. Hubbard;
John W. Murrey, III; Lowry F. Kline.
(Instruction: To withhold authority to vote for any individual,

write that nominee s name in the space provided below.)

2. Acting upon any other business which may be properly brought before said meeting or any
adjournment or adjournments thereof.

The undersigned hereby acknowledges receipt of the Notice of Annual Meeting of Shareholders and the

Proxy Materials and Annual Report to Shareholders furnished therewith.

SIGNATURE(S): DATE: , 2007
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NOTE: Signature should agree with name on stock certificate as printed thereon. When signing in a
representative capacity, please give your full title.
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