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Letter from the Chairman
Dear Shareholder,

U.S. economic growth was mixed during the six-month reporting period. Gross domestic
product (“GDP™)!increased a sharp 5.6% in the first quarter of 2006, its highest reading
since the third quarter of 2003. In the second quarter of 2006, GDP growth was 2.6% and it
further moderated to 2.0% in the third quarter. The economy then strengthened somewhat
in the fourth quarter due, in part, to increased consumer spending. Over this time, GDP
growth was 2.5%.

After increasing the federal funds rate'l to 5.25% in June—its 17th consecutive rate

hike—the Federal Reserve Board (“Fed”)i paused from raising rates at its next five
meetings and again in March 2007 after the reporting period ended. In its statement
accompanying the March 2007 meeting, the Fed stated, “Recent indicators have been
mixed and the adjustment in the housing sector is ongoing. Nevertheless, the economy
seems likely to continue to expand at a moderate pace over coming quarters.” “...the
Committee’s predominant policy concern remains the risk that inflation will fail to
moderate as expected.”

During the reporting period, short- and long-term Treasury yields experienced
periods of volatility. After peaking in late June 2006—with two- and 10-year Treasuries
hitting 5.29% and 5.25%, respectively—rates fell sharply as the Fed paused from its
tightening cycle. Yields then moved higher during much of the reporting period on the back
of strong employment data and expectations that the Fed would not be lowering short-term
interest rates in the near future. However, yields then fell sharply at the end of February, as
economic data weakened and the stock market experienced its largest one day decline in
more than five years. Overall, during the six months ended February 28, 2007, two-year
Treasury yields moved from 4.79% to 4.65%. Over the same period, 10-year Treasury
yields fell from 4.74% to 4.56%.

The yields available from money market instruments fluctuated given the changes in
short-term interest rates over the reporting period.

CitiSM Institutional Liquid Reserves I
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Performance Review

As of February 28, 2007, the seven-day current yield for Class A shares of the CitiSM
Institutional Liquid Reserves was 5.26% and its seven-day effective yield, which reflects
compounding, was 5.40%.1

Current expense reimbursements and/or fee waivers are voluntary, and may be
reduced or terminated at any time. Absent these reimbursements or waivers, the seven-day
current yield would have been 5.07% and the seven-day effective yield would have been
5.21%.

The Fund invests in securities through an underlying mutual fund, Liquid Reserves
Portfolio.

CitiSM Institutional Liquid Reserves Yields as of February 28, 2007 (unaudited)

Seven-Day Seven-Day
Current Yield!  Effective Yield?!

Class A Shares 5.26% 5.40%
SVB Liquid Reserves Shares 4.81% 4.93%
SVB Institutional Liquid Reserves Shares 5.16% 5.29%

The performance shown represents past performance. Past performance is no guarantee of future
results and current performance may be higher or lower than the performance shown above. Yields
will fluctuate. To obtain performance data current to the most recent month-end, please visit our
website at www.leggmason.com/InvestorServices.

Current expense reimbursements and/or fee waivers are voluntary, and may be reduced or terminated
at any time. Absent these reimbursements or waivers, the seven-day current yield for Class A shares
would have been 5.07% and the seven-day effective yield would have been 5.21%. Absent these
reimbursements and/or waivers, the seven-day current yield for the SVB Liquid Reserves shares
would have been 4.72% and the seven-day effective yield would have been 4.84%. Absent these
reimbursements and/or waivers, the seven-day current yield for SVB Institutional Liquid Reserves
shares would have been 5.06% and the seven-day effective yield would have been 5.19%.

An investment in the Fund is neither insured nor guaranteed by the Federal
Deposit Insurance Corporation (“FDIC”) or any other government agency. Although
the Fund seeks to preserve the value of your investment at $1.00 per share, it is
possible to lose money by investing in the Fund.

Special Shareholder Notice

With a goal of moving the mutual funds formerly advised by Citigroup Asset Management
(“CAM”) to a more cohesive and rational operating platform, Legg Mason, Inc.
recommended a number of governance- and investment-related pro-

The seven-day current yield reflects the amount of income generated by the investment during that seven-day period and assumes that the
income is generated each week over a 365-day period. The yield is shown as a percentage of the investment. The seven-day effective yield is
calculated similarly to the seven-day current yield but, when annualized, the income earned by an investment in the Fund is assumed to be
reinvested. The effective yield typically will be slightly higher than the current yield because of the compounding effect of the assumed
reinvestment.

1 CitiSM Institutional Liquid Reserves
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posals to streamline and restructure the funds. The Boards of Directors/Trustees of the
affected funds have carefully considered and approved these proposals and, where required,
have obtained shareholder approval. As such, the following changes became effective as of
the close of business, April 13, 2007:

*  Funds Redomiciled and Single Form of Organization Adopted: The legacy CAM
funds have been redomiciled to a single jurisdiction and a single form of corporate
structure has been introduced. Equity funds have been grouped for organizational
and governance purposes with other funds in the fund complex that are
predominantly equity funds, and fixed-income funds have been grouped with
other funds that are predominantly fixed-income funds. Additionally, the funds
have adopted a single form of organization as a Maryland business trust, with all
funds operating under uniform charter documents.

¢ New Boards Elected: New Boards have been elected for the legacy CAM funds.
The 10 Boards previously overseeing the funds have been realigned and
consolidated into two Boards, with the remaining Boards each overseeing a
distinct asset class or product type: equity or fixed income.

*  Revised Fundamental Investment Policies Instituted: A uniform set of
fundamental investment policies has been instituted for most funds, to the extent
appropriate. Please note, however, that each fund will continue to be managed in
accordance with its prospectus and statement of additional information, as well as
any policies or guidelines that may have been established by the fund’s Board or
investment manager.

Information About Your Fund

As you may be aware, several issues in the mutual fund industry have come under the
scrutiny of federal and state regulators. Affiliates of the Fund’s manager have, in recent
years, received requests for information from various government regulators regarding
market timing, late trading, fees, and other mutual fund issues in connection with various
investigations. The regulators appear to be examining, among other things, the Fund’s
response to market timing and shareholder exchange activity, including compliance with
prospectus disclosure related to these subjects. The Fund is not in a position to predict the
outcome of these requests and investigations.

CitiSM Institutional Liquid Reserves 11
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Important information with regard to recent regulatory developments that may affect
the Fund is contained in the Notes to Financial Statements included in this report.

As always, thank you for your confidence in our stewardship of your assets. We look
forward to helping you meet your financial goals.

Sincerely,

R. Jay Gerken, CFA
Chairman, President and Chief Executive Officer

April 16, 2007

The information provided is not intended to be a forecast of future events, a guarantee of future results or investment advice. Views expressed may
differ from those of the firm as a whole.

RISKS: An investment in a money market fund is neither insured nor guaranteed by the FDIC or any other government agency. Although the Fund
seeks to preserve the value of your investment at one dollar per share, it is possible to lose money by investing in the Fund. Please see the Fund’s
prospectus for more information on these and other risks.

i Gross domestic product is the market value of goods and services produced by labor and property in a given country.

i~ The federal funds rate is the interest rate that banks with excess reserves at a Federal Reserve district bank charge other banks that need
overnight loans.

i The Federal Reserve Board is responsible for the formulation of policies designed to promote economic growth, full employment, stable prices,
and a sustainable pattern of international trade and payments.

\Vi CitiSM Institutional Liquid Reserves
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Portfolio at a Glance (unaudited)

Liquid Reserves Portfolio

Investment Breakdown
As a Percent of Total Investments

Commercial Paper 38.3%

Liquidity Notes

Medium-Term Notes 11.4%

Certificates of Deposit

11.0%
(Yankee) °

Master Notes

Time Deposits

U.S. Government & Agency
Obligations

Promissory Notes

Asset-Backed Securities

Bank Note

0.0% 10.0% 20.0% 30.0% 40.0%

B February 28, 2007

CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report 1
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Fund Expenses (unaudited)

Example

As a shareholder of the Fund, you may incur two types of costs: (1) transaction costs and (2) ongoing costs, including
management fees, distribution and/or service (12b-1) fees and other Fund expenses. This example is intended to help you
understand your ongoing costs (in dollars) of investing in the Fund and to compare these costs with the ongoing costs of
investing in other mutual funds.

This example is based on an investment of $1,000 invested on September 1, 2006 and held for the six months ended
February 28, 2007.

Actual Expenses

The table below titled “Based on Actual Total Return” provides information about actual account values and actual expenses.
You may use the information provided in this table, together with the amount you invested, to estimate the expenses that you
paid over the period. To estimate the expenses you paid on your account, divide your ending account value by $1,000 (for
example, an $8,600 ending account value divided by $1,000 = 8.6), then multiply the result by the number under the heading
entitled “Expenses Paid During the Period”.

Based on Actual Total Return®@

Actual Beginning Ending Annualized Expenses
Total Account Account Expense Paid During
Return® Value Value Ratio® the Period®
Class A 2.64% $ 100000 $ 1,026.40 0.09% $ 045
SVB Liquid Reserves
Shares 241 1,000.00 1,024.10 0.54 2.71
SVB Institutional Liquid
Reserves Shares 2.59 1,000.00 1,025.90 0.19 0.95

@ For the six months ended February 28, 2007.

@ Assumes reinvestment of all distributions, including returns of capital, if any, at net asset value. Total return is not annualized, as it may not be
representative of the total return for the year. Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of
fee waivers and/or expense reimbursements, the total return would have been lower. Past performance is no guarantee of future results.

® The expense ratios do not include the non-recurring restructuring and/or reorganization fees.

“) Expenses (net of fee waivers and/or expense reimbursements) are equal to each class’ annualized expense ratio, multiplied by the average
account value over the period, multiplied by the number of days in the most recent fiscal half-year, then divided by 365.

2 CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report
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Fund Expenses (unaudited) (continued)

Hypothetical Example for Comparison Purposes

The table below titled “Based on Hypothetical Total Return” provides information about hypothetical account values and
hypothetical expenses based on the actual expense ratio and an assumed rate of return of 5.00% per year before expenses,
which is not the Fund’s actual return. The hypothetical account values and expenses may not be used to estimate the actual
ending account balance or expenses you paid for the period. You may use the information provided in this table to compare
the ongoing costs of investing in the Fund and other funds. To do so, compare the 5.00% hypothetical example relating to the
Fund with the 5.00% hypothetical examples that appear in the shareholder reports of the other funds.

Please note that the expenses shown in the table below are meant to highlight your ongoing costs only and do not
reflect any transactional costs. Therefore, the table is useful in comparing ongoing costs only, and will not help you
determine the relative total costs of owning different funds. In addition, if these transaction costs were included, your costs

would have been higher.

Based on Hypothetical Total Return®

Hypothetical  Beginning Ending Annualized Expenses
Annualized Account Account Expense Paid During
Total Return Value value Ratio® the Period®
Class A 5.00% $ 1,00000 $ 1,024.35 0.09% $ 0.45
SVB Liquid Reserves
Shares 5.00 1,000.00 1,022.12 0.54 2.71
SVB Institutional Liquid
Reserves Shares 5.00 1,000.00 1,023.85 0.19 0.95
@ For the six months ended February 28, 2007.
@ The expense ratios do not include the non-recurring restructuring and/or reorganization fees.
® Expenses (net of fee waivers and/or expense reimbursements) are equal to each class’ respective annualized expense ratio, multiplied by the

average account value over the period, multiplied by the number of days in the most recent fiscal half-year, then divided by 365.

CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report 3
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Statement of Assets and Liabilities (February 28, 2007) (unaudited)

ASSETS:

Investment in Liquid Reserves Portfolio, at value

Receivable for Fund shares sold
Receivable from manager
Prepaid expenses

Page 12 of 58

$22,781,523,797
312,653
179,474
160,754

Total Assets

22,782,176,678

LIABILITIES:
Distributions payable 14,014,408
Payable for Fund shares repurchased 849,744
Trustees’ fees payable 423,766
Distribution fees payable 422,625
Investment management fee payable 303,516
Accrued expenses 228,383
Total Liabilities 16,242,442

Total Net Assets

NET ASSETS:
Par value (Note 3)
Paid-in capital in excess of par value
Undistributed net investment income
Accumulated net realized loss on investments

$22,765,934,236

$ 227,697
22,769,477,973
32,668
(3,804,102)

Total Net Assets

Shares Outstanding:
Class A

$22,765,934,236

18,001,378,139

SVB Liquid Reserves Shares

221,792,701

SVB Institutional Liquid Reserves Shares

4,546,534,830

Net Asset Value:

Class A $ 1.00
SVB Liquid Reserves Shares $ 1.00
SVB Institutional Liquid Reserves Shares $ 1.00

See Notes to Financial Statements.

4 CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report
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Statement of Operations (For the six months ended February 28, 2007) (unaudited)

INVESTMENT INCOME:

Income from Liquid Reserves Portfolio $542,755,497
Allocated net expenses from Liquid Reserves Portfolio (8,229,124)
Total Investment Income 534,526,373
EXPENSES:
Distribution fees (Notes 2 and 4) 10,428,533
Investment management fee (Note 2) 7,289,042
Restructuring fees (Note 10) 748,244
Trustees’ fees (Notes 2 and 10) 279,156
Legal fees 175,456
Transfer agent fees (Note 4) 119,407
Shareholder reports (Note 4) 88,507
Audit and tax 13,800
Registration fees 1,250
Miscellaneous expenses 1,200
Total Expenses 19,144,595
Less: Fee waivers and/or expense reimbursements (Notes 2 and 10) (14,846,862)
Net Expenses 4,297,733
Net Investment Income 530,228,640
Net Realized Gain on Investments From Liquid Reserves Portfolio 178,719
Increase in Net Assets From Operations $530,407,359

See Notes to Financial Statements.

CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report 5
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Statements of Changes in Net Assets

For the six months ended February 28, 2007 (unaudited)
and the year ended August 31, 2006

2007 2006

OPERATIONS:

Net investment income $ 530,228,640 $ 810,113,233

Net realized gain (loss) 178,719 (3,982,821)

Increase in Net Assets From Operations 530,407,359 806,130,412
DISTRIBUTIONS TO SHAREHOLDERS FROM (NOTES 1 AND 5):

Net investment income (530,228,640) (810,080,565)

Decrease in Net Assets From Distributions to Shareholders (530,228,640) (810,080,565)
FUND SHARE TRANSACTIONS (NOTE 3):

Net proceeds from sale of shares 81,834,331,312 157,383,480,645

Reinvestment of distributions 438,795,625 657,712,947

Cost of shares repurchased (73,408,271,233) (170,133,810,292)

Increase (Decrease) in Net Assets From Fund Share

Transactions 8,864,855,704 (12,092,616,700)

Increase (Decrease) in Net Assets 8,865,034,423 (12,096,566,853)
NET ASSETS:

Beginning of period 13,900,899,813 25,997,466,666

End of period* $22,765,934,236 $ 13,900,899,813
* Includes undistributed net investment income of: $ 32,668 $ 32,668

See Notes to Financial Statements.
6 CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report
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Financial Highlights
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For a share of each class of beneficial interest outstanding throughout each year ended August 31, unless otherwise noted:

Class A Shares 2007 2006 2005 2004 2003 2002
Net Asset Value, Beginning

of Period $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000
Income (Loss) From

Operations:

Net investment income 0.026 0.044 0.025 0.010 0.013 0.022

Net realized gain (loss) 0.000® (0.000)@ 0.000® 0.000® — —
Total Income From Operations 0.026 0.044 0.025 0.010 0.013 0.022
Less Distributions From:

Net investment income (0.026) (0.044) (0.025) (0.010) (0.013) (0.022)

Net realized gains — — (0.000)@  (0.000)®@ — —
Total Distributions (0.026) (0.044) (0.025) (0.010) (0.013) (0.022)
Net Asset Value, End of

Period $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000
Total Return® 2.64% 4.49% 2.50% 1.03% 1.31%  2.26%
Net Assets, End of Period

(millions) $ 17,999 $10,261 $ 22,459 $ 17,849 $22,656 $27,835
Ratios to Average Net

Assets:

Gross expenses® 0.29%®)6)  0.31% 0.38% 0.38% 0.38%  0.43%

Net expenses®(M)®) 0.100)®) 0.13 0.15 0.16 0.18 0.20

Net investment income 5.270) 4.25 2.53 1.03 1.32 2.18

(€))

(@)

®

For the six months ended February 28, 2007 (unaudited).

Amount represents less than $0.001 per share.

Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of fee waivers and/or expense reimbursements,
the total return would have been lower. Past performance is no guarantee of future results. Total returns for periods of less than one year are
not annualized.

Includes the Fund’s share of Liquid Reserves Portfolio’s allocated expenses.
Annualized.

Included in the expense ratios are certain non-recurring restructuring (and reorganization, if applicable) fees that were incurred by the Fund
during the period. Without these fees, the gross and net expense ratios would have been 0.28% and 0.09%, respectively (Note 10).

As a result of a voluntary expense limitation, the ratio of expenses to average net assets, other than interest, brokerage, taxes and
extraordinary expenses, of Class A shares will not exceed 0.20%.

Reflects fee waivers and/or expense reimbursements.

See Notes to Financial Statements.
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Financial Highlights (continued)
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For a share of each class of beneficial interest outstanding throughout each year ended August 31, unless otherwise noted:

SVB Liquid Reserves Shares 20070 2006 2005 2004 2003 2002
Net Asset Value, Beginning of

Period $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000
Income (Loss) From

Operations:

Net investment income 0.024 0.039 0.020 0.006 0.009 0.018

Net realized gain (loss) 0.000® (0.000)@  0.000@  0.000?® — —
Total Income From Operations 0.024 0.039 0.020 0.006 0.009 0.018
Less Distributions From:

Net investment income (0.024) (0.039) (0.020) (0.006) (0.009) (0.018)

Net realized gains — — (0.000)®  (0.000)® —
Total Distributions (0.024) (0.039) (0.020)  (0.006) (0.009)  (0.018)
Net Asset Value, End of Period $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000
Total Return®) 2.41% 4.02% 2.06% 0.63% 0.91% 1.86%
Net Assets, End of Period

(millions) $ 222 $ 162 $ 208 $ 213 $ 286 $ 491
Ratios to Average Net Assets:

Gross expenses® 0.64%®))  0.65% 0.73% 0.73% 0.73% 0.75%

Net expenses®(N(@®) 0.550)®) 0.57 0.58 0.56 0.58 0.60

Net investment income 4.820) 3.91 2.02 0.62 0.94 1.97

For the six months ended February 28, 2007 (unaudited).
Amount represents less than $0.001 per share.

Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of fee waivers and/or expense reimbursements,
the total return would have been lower. Past performance is no guarantee of future results. Total returns for periods of less than one year are
not annualized.

Includes the Fund’s share of Liquid Reserves Portfolio’s allocated expenses.
Annualized.

Included in the expense ratios are certain non-recurring restructuring (and reorganization, if applicable) fees that were incurred by the Fund
during the period. Without these fees, the gross and net expense ratios would have been 0.64% and 0.54%, respectively (Note 10).

As a result of a voluntary expense limitation, the ratio of expenses to average net assets, other than interest, brokerage, taxes and
extraordinary expenses, of SVB Liquid Reserves Shares will not exceed 0.60%.

Reflects fee waivers and/or expense reimbursements.

See Notes to Financial Statements.
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Financial Highlights (continued)

For a share of each class of beneficial interest outstanding throughout each year ended August 31, unless otherwise noted:

SVB Institutional Liquid

Reserves Shares 2007M 2006 2005 2004 2003 2002
Net Asset Value,

Beginning of Period $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000 $ 1.000
Income (Loss) From

Operations:

Net investment income 0.026 0.043 0.024 0.010 0.013 0.022

Net realized gain (loss) 0.000?) (0.000)?  0.000) 0.000?) — —

Total Income From
Operations 0.026 0.043 0.024 0.010 0.013 0.022

Less Distributions From:
Net investment income (0.026) (0.043) (0.024) (0.010) (0.013)  (0.022)

Net realized gains — (0.000)® (0.000)®@

Total Distributions (0.026) (0.043) (0.024) (0.010) (0.013)  (0.022)
Net Asset Value, End of

Period $ 1.000 $ 1.000 $ 1000 $ 1.000 $ 1.000 $ 1.000
Total Return® 2.59% 4.39% 2.43% 1.00% 1.27% 2.22%
Net Assets, End of Period

(millions) $ 4,545 $ 3478 $ 3331 $ 2485 $ 2,180 $ 2,799
Ratios to Average Net

Assets:

Gross expenses® 0.30% ©)®) 0.30% 0.38% 0.38% 0.38%  0.40%

Net expenses®()(®) 0.200)®) 0.22 0.22 0.20 0.22 0.24

Net investment income 5.170G) 4.31 2.45 0.99 1.28 2.11

(€))

@

®
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For the six months ended February 28, 2007 (unaudited).

Amount represents less than $0.001 per share.

Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of fee waivers and/or expense reimbursements,

the total return would have been lower. Past performance is no guarantee of future results. Total returns for periods of less than one year are
not annualized.

Includes the Fund’s share of Liquid Reserves Portfolio’s allocated expenses.
Annualized.

Included in the expense ratios are certain non-recurring restructuring (and reorganization, if applicable) fees that were incurred by the Fund
during the period. Without these fees, the gross and net expense ratios would have been 0.29% and 0.19%, respectively (Note 10).

As a result of a voluntary expense limitation, the ratio of expenses to average net assets, other than interest, brokerage, taxes and
extraordinary expenses, of SVB Institutional Liquid Reserves Shares will not exceed 0.24%.

Reflects fee waivers and/or expense reimbursements.

Page 19 of 58
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See Notes to Financial Statements.

CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report 9
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Notes to Financial Statements (unaudited)
1. Organization and Significant Accounting Policies

CitiSM Institutional Liquid Reserves (the “Fund”) is a separate diversified series of CitiFunds Institutional Trust (the “Trust”),
a Massachusetts business trust. The Trust is registered under the Investment Company Act of 1940, as amended (the “1940
Act”), as an open-end management investment company. The Fund invests all of its investable assets in Liquid Reserves
Portfolio (the “Portfolio”), a management investment company that has the same investment objective as the Fund.

Effective as of close of business, April 13, 2007, the Fund is a separate diversified series of Legg Mason Partners
Institutional Trust (the “New Trust”). The New Trust, a Maryland business trust, is registered under the 1940 Act, as an open-
end management investment company.

The financial statements of the Portfolio, including the schedule of investments, are contained elsewhere in this report
and should be read in conjunction with the Fund’s financial statements.

The following are significant accounting policies consistently followed by the Fund and are in conformity with U.S.
generally accepted accounting principles (“GAAP”). Estimates and assumptions are required to be made regarding assets,
liabilities and changes in net assets resulting from operations when financial statements are prepared. Changes in the
economic environment, financial markets and any other parameters used in determining these estimates could cause actual
results to differ.

(a) Investment Valuation. The Fund records its investment in the Portfolio at value. The value of such investment
reflects the Fund’s proportionate interest (41.8% at February 28, 2007) in the net assets of the Portfolio. Valuation of
securities held by the Portfolio is discussed in Note 1(a) of the Portfolio’s Notes to Financial Statements, which are included
elsewhere in this report.

(b) Investment Income. The Fund earns income, net of Portfolio expenses, daily based on its investment in the
Portfolio.

(c) Expenses. The Fund bears all costs of its operations other than expenses specifically assumed by the manager.
Expenses incurred by the Trust with respect to any two or more funds in the series are allocated in proportion to the net assets
of each fund, except when allocations of direct expenses to each fund can otherwise be made fairly. Expenses directly
attributable to a fund are charged to that fund. The Fund’s share of the Portfolio’s expenses is charged against and reduces the
amount of the Fund’s investment in the Portfolio.

(d) Method of Allocation. All the net investment income and realized gains and losses of the Portfolio are allocated
pro rata, based on respective ownership interests, among the Fund and other investors in the Portfolio at the time of such
determination.

(e) Class Accounting. Investment income, common expenses and realized gain (loss) on investments are allocated to
the various classes of the Fund on the basis of daily net assets of each class. Fees relating to a specific class are charged
directly to that class.

(f) Distributions to Shareholders. Distributions from net investment income on the shares of the Fund are declared as
of 4:00 p.m. Eastern Time, each business day to shareholders of record, and are paid monthly. Distributions of net realized
gains, if any, are declared at least annually. Distributions are recorded on the ex-dividend date and are determined in
accordance with income tax regulations, which may differ from GAAP.

(9) Federal and Other Taxes. It is the Fund’s policy to comply with the federal income and excise tax requirements of
the Internal Revenue Code of 1986, as amended, applicable

10 CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report

http://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007



Legg Mason Page 22 of 58

Notes to Financial Statements (unaudited) (continued)

to regulated investment companies. Accordingly, the Fund intends to distribute substantially all of its income and net realized
gains on investments, if any, to shareholders each year. Therefore, no federal income tax provision is required in the Fund’s
financial statements.

(h) Reclassification. GAAP requires that certain components of net assets be adjusted to reflect permanent differences
between financial and tax reporting. These reclassifications have no effect on net assets or net asset values per share.

2. Investment Management Agreement and Other Transactions with Affiliates

Legg Mason Partners Fund Advisor, LLC (“LMPFA?”) is the Fund’s and the Portfolio’s investment manager and Western
Asset Management Company (“Western Asset”) is the Fund’s and the Portfolio’s subadviser. LMPFA and Western Asset are
wholly-owned subsidiaries of Legg Mason, Inc. (“Legg Mason”).

Under investment management agreements, the Fund and the Portfolio pay investment management fees, calculated
daily and paid monthly, at an annual rate of the Fund’s and the Portfolio’s average daily net assets in accordance with the
following breakpoint schedule:

Average Daily Net Assets Portfolio Fund Total
First $1 billion 0.100% 0.150% 0.250%
Next $1 billion 0.100 0.125 0.225
Next $3 billion 0.100 0.100 0.200
Next $5 billion 0.100 0.075 0.175
Over $10 billion 0.100 0.050 0.150

LMPFA provides administrative and certain oversight services to the Fund. LMPFA delegates to the subadviser the
day-to-day portfolio management of the Fund. For its services LMPFA pays Western Asset 70% of the net management fee
that it receives from the Fund.

During the six months ended February 28, 2007, the Fund’s Class A, Class SVB Liquid Reserves and Class SVB
Institutional Liquid Reserves shares had voluntary expense limitations in place of 0.20%, 0.60% and 0.24%, of the average
daily net assets of each class, respectively.

During the six months ended February 28, 2007, LMPFA waived a portion of its fee in the amount of $6,636,013. In
addition, during the six months ended February 28, 2007, the Fund was reimbursed for expenses amounting to $179,474.

Citigroup Global Markets Inc. (“CGM”) and Legg Mason Investor Services, LLC (“LMIS”) serve as co-distributors of
the Fund. LMIS is a wholly-owned broker-dealer subsidiary of Legg Mason. During the six months ended February 28, 2007,
LMIS waived a portion of their distribution fee in the amount of $8,031,375.

The Trust pays no compensation directly to any Trustee or any officer who is affiliated with LMPFA, all of whom
receive remuneration for their services to the Fund from Legg Mason or its affiliates.

During a special meeting in June 2006, the Fund’s Board approved a number of initiatives to streamline and restructure
the fund complex. In that connection the Board voted to establish a mandatory retirement age of 75 for current Trustees, and
72 for all future Trustees and to allow current Trustees to elect to retire as of the date which Trustees elected in accordance
with the Joint Proxy Statement commence service as Trustees of the realigned and consolidated Board (the “Effective Date™).

CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report 11
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On July 10, 2006, the Board also voted to amend its retirement plans to provide for the payment of certain benefits (in
lieu of any other retirement payments under the plans) to Trustees who have not elected to retire as of the Effective Date.
Under the amended plan, Trustees electing to receive benefits under the amendments must waive all rights under the plan
prior to amendment. Each fund overseen by the Board (including the Fund) will pay a pro rata share (based upon asset size)
of such benefits. As of February 28, 2007, the Fund’s allocable share of benefits under this amendment are $219,292.

Under the previous Retirement Plan (the “Plan™), all Trustees who were not “Interested Persons” of the Fund, within
the meaning of the 1940 Act, were required to retire from the Board as of the last day of the calendar year in which the
applicable Trustee attained age 75. Trustees were able to retire under the Plan before attaining the mandatory retirement age.
Trustees who had served as Trustee of the Trust or any of the investment companies associated with LMPFA for at least ten
years when they retired were eligible to receive the maximum retirement benefit under the previous Plan, subject to the terms
of the amended Plans. The maximum retirement benefit was an amount equal to five times the amount of retainer and regular
meeting fees payable to a Trustee during the entirety of the calendar year of the applicable Trustee’s retirement (assuming no
change in relevant facts for the balance of the year following the Trustee’s retirement). Amounts owed under the Plan may be
paid in installments or in a lump sum (discounted to present value). Benefits under the Plan are unfunded. Two former
Trustees are currently receiving payments under the Plan.

Certain officers and one Trustee of the Trust are employees of Legg Mason or its affiliates and do not receive
compensation from the Trust.

3. Shares of Beneficial Interest

The Declaration of Trust permits the Trustees to issue an unlimited number of shares of beneficial interest with par value
$0.00001 per share. Transactions in shares of beneficial interest were as follows:

Six Months Ended Year Ended
February 28, 2007 August 31, 2006

Class A

Shares sold 79,752,923,118 153,928,042,239
Shares issued on reinvestment 331,387,627 475,660,310
Shares repurchased (72,347,131,657) (166,598,270,853)
Net Increase (Decrease) 7,737,179,088 (12,194,568,304)

12 CitiSM Institutional Liquid Reserves 2007 Semi-Annual Report
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Six Months Ended Year Ended
February 28, 2007 August 31, 2006

SVB Liquid Reserves Shares

Shares sold 167,197,495 326,838,431
Shares issued on reinvestment 4,319,104 7,748,507
Shares repurchased (111,567,663) (380,550,093)
Net Increase (Decrease) 59,948,936 (45,963,155)
SVB Institutional Liguid Reserves Shares

Shares sold 1,914,210,699 3,128,599,975
Shares issued on reinvestment 103,088,894 174,304,130
Shares repurchased (949,571,913) (3,154,989,346)
Net Increase 1,067,727,680 147,914,759

Because the Fund has maintained a $1.00 net asset value per share from inception, the number of shares sold, shares
issued in reinvestment of dividends declared, and shares repurchased, is equal to the dollar amounts shown in the Statements
of Changes in Net Assets for the corresponding capital share transactions.

4.  Class Specific Expenses

The Fund adopted a Rule 12b-1distribution plan under the 1940 Act, and under that plan, the Fund pays a service fee with
respect to its Class A and Class SVB Institutional Liquid Reserves shares calculated at the annual rate of 0.10% of the
average daily net assets of each respective class. The Fund also pays a distribution fee with respect to its Class SVB Liquid
Reserves shares calculated at the annual rate of 0.45% of the average daily net assets. Distribution fees are accrued daily and
paid monthly.

For the six months ended February 28, 2007, class specific expenses were as follows:

Distribution  Transfer Agent Shareholder
Fees* Fees Reports Expenses
Class A $ 8,031,375 $ 100,560 $ 71,538
Class SVB Liquid Reserves Shares 1,994,135 4,043 7,759
Class SVB Institutional Liquid Reserves Shares 403,023 14,804 9,210
Total $10,428,533 $ 119,407 $ 88,507
* Amounts shown are exclusive of waivers. The service fees waived for the six months ended February 28, 2007 amounted to $8,031,375 for

Class A. Such waivers are voluntary and may be reduced or terminated at any time.
5. Distributions to Shareholders by Class

Six Months Ended Year Ended
February 28, 2007 August 31, 2006

Net Investment Income:

Class A $ 422,893,221 $ 628,024,912
Class SVB Liquid Reserves Shares 4,313,256 7,748,507
Class SVB Institutional Liquid Reserves Shares 103,022,163 174,307,146
Total $ 530,228,640 $ 810,080,565
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6. Capital Loss Carryforward

As of August 31, 2006, the Fund had a net capital loss carryforward of approximately $113,713 all of which expires on
August 31, 2014. This amount will be available to offset like amounts of any future taxable gains.

7. Regulatory Matters

On May 31, 2005, the U.S. Securities and Exchange Commission (“SEC”) issued an order in connection with the settlement
of an administrative proceeding against Smith Barney Fund Management LLC (“SBFM”) and CGM relating to the
appointment of an affiliated transfer agent for the Smith Barney family of mutual funds (the “Affected Funds”).

The SEC order finds that SBFM and CGM willfully violated Section 206(1) of the Investment Advisers Act of 1940
(“Advisers Act”). Specifically, the order finds that SBFM and CGM knowingly or recklessly failed to disclose to the boards
of the Affected Funds in 1999 when proposing a new transfer agent arrangement with an affiliated transfer agent that: First
Data Investors Services Group (“First Data”), the Affected Funds’ then existing transfer agent, had offered to continue as
transfer agent and do the same work for substantially less money than before; and that Citigroup Asset Management
(*CAM"), the Citigroup business unit that, at the time, included the Affected Funds’ investment manager and other
investment advisory companies, had entered into a side letter with First Data under which CAM agreed to recommend the
appointment of First Data as sub-transfer agent to the affiliated transfer agent in exchange for, among other things, a
guarantee by First Data of specified amounts of asset management and investment banking fees to CAM and CGM. The
order also finds that SBFM and CGM willfully violated Section 206(2) of the Advisers Act by virtue of the omissions
discussed above and other misrepresentations and omissions in the materials provided to the Affected Funds’ boards,
including the failure to make clear that the affiliated transfer agent would earn a high profit for performing limited functions
while First Data continued to perform almost all of the transfer agent functions, and the suggestion that the proposed
arrangement was in the Affected Funds’ best interests and that no viable alternatives existed. SBFM and CGM do not admit
or deny any wrongdoing or liability. The settlement does not establish wrongdoing or liability for purposes of any other
proceeding.

The SEC censured SBFM and CGM and ordered them to cease and desist from violations of Sections 206(1) and 206
(2) of the Advisers Act. The order requires Citigroup to pay $208.1 million, including $109 million in disgorgement of
profits, $19.1 million in interest, and a civil money penalty of $80 million. Approximately $24.4 million has already been
paid to the Affected Funds, primarily through fee waivers. The remaining $183.7 million, including the penalty, has been
paid to the U.S. Treasury and will be distributed pursuant to a plan submitted for approval by the SEC. At this time, there is
no certainty as to how the proceeds of the settlement will be distributed, to whom such distributions will be made, the
methodology by which such distributions will be allocated, and when such distributions will be made.

The order also requires that transfer agency fees received from the Affected Funds since December 1, 2004, less certain
expenses, be placed in escrow and provides that a portion of such fees may be subsequently distributed in accordance with
the terms of the order. On
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April 3, 2006, an aggregate amount of approximately $9 million was distributed to the Affected Funds.

The order required SBFM to recommend a new transfer agent contract to the Affected Funds’ boards within 180 days
of the entry of the order; if a Citigroup affiliate submitted a proposal to serve as transfer agent or sub-transfer agent, SBFM
and CGM would have been required, at their expense, to engage an independent monitor to oversee a competitive bidding
process. On November 21, 2005, and within the specified timeframe, the Affected Funds’ Boards selected a new transfer
agent for the Affected Funds. No Citigroup affiliate submitted a proposal to serve as transfer agent. Under the order, SBFM
also must comply with an amended version of a vendor policy that Citigroup instituted in August 2004.

Although there can be no assurance, the Fund’s manager does not believe that this matter will have a material adverse
effect on the Affected Funds.

This Fund is not one of the Affected Funds and therefore did not implement the transfer agent arrangement
described above and therefore will not receive any portion of the distributions.

On December 1, 2005, Citigroup completed the sale of substantially all of its global asset management business,
including SBFM, to Legg Mason.

8. Legal Matters

Beginning in August 2005, five class action lawsuits alleging violations of federal securities laws and state law were filed
against CGM and SBFM, (collectively, the “Defendants”) based on the May 31, 2005 settlement order issued against the
Defendants by the SEC as described in Note 7. The complaints seek injunctive relief and compensatory and punitive
damages, removal of SBFM as the advisor for the Smith Barney family of funds, rescission of the Funds’ management and
other contracts with SBFM, recovery of all fees paid to SBFM pursuant to such contracts, and an award of attorneys’ fees and
litigation expenses.

On October 5, 2005, a motion to consolidate the five actions and any subsequently-filed, related action was filed. That
motion contemplates that a consolidated amended complaint alleging substantially similar causes of action will be filed in the
future.

As of the date of this report, the Fund’s manager believes that resolution of the pending lawsuit will not have a material
effect on the financial position or results of operations of the Funds or the ability of the Fund’s manager and it affiliates to
continue to render services to the Funds under their respective contracts.

9. Other Matters

On September 16, 2005, the staff of the SEC informed SBFM and Salomon Brothers Asset Management Inc (“SBAM?”) that
the staff is considering recommending that the SEC institute administrative proceedings against SBAM for alleged violations
of Sections 19(a) and 34(b) of the 1940 Act (and related Rule 19a-1). The notification is a result of an industry wide
inspection undertaken by the SEC and is based upon alleged deficiencies in disclosures regarding dividends and distributions
paid to shareholders of certain funds. Section 19(a) and related Rule 19a-1 of the 1940 Act generally require funds that are
making dividend and distribution payments to provide shareholders with a written statement disclosing the source of the
dividends and distributions, and, in particular, the portion of the pay-
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ments made from each of net investment income, undistributed net profits and/or paid-in capital. In connection with the
contemplated proceedings, the staff may seek a cease and desist order and/or monetary damages from SBFM or SBAM.

Although there can be no assurance, the Fund’s manager believes that this matter is not likely to have a material
adverse effect on the Fund.

10. Special Shareholder Meeting and Reorganization

Shareholders of the Fund approved a number of initiatives designed to streamline and restructure the fund complex. These
matters generally are expected to be implemented in 2007. As noted in the proxy materials, Legg Mason will pay for a
portion of the costs related to these initiatives. The portions of the costs that are borne by the Fund will be recognized in the
period during which the expense is incurred. Such expenses relate to obtaining shareholder votes for proposals presented in
the proxy, the election of board members, retirement of board members, as well as printing, mailing, and soliciting proxies.
The portions of these costs borne by the Fund and reflected in the Statement of Operations are deemed extraordinary and,
therefore, not subject to expense limitation agreements, if applicable. See also “Additional Shareholder Information” at the
end of this report.

11. Recent Accounting Pronouncements

During June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation 48 (“FIN 48" or the
“Interpretation”), Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement 109. FIN 48
supplements FASB Statement 109, Accounting for Income Taxes, by defining the confidence level that a tax position must
meet in order to be recognized in the financial statements. FIN 48 prescribes a comprehensive model for how a fund should
recognize, measure, present, and disclose in its financial statements uncertain tax positions that the fund has taken or expects
to take on a tax return. FIN 48 requires that the tax effects of a position be recognized only if it is “more likely than not” to be
sustained based solely on its technical merits. Management must be able to conclude that the tax law, regulations, case law,
and other objective information regarding the technical merits sufficiently support the position’s sustainability with a
likelihood of more than 50 percent. FIN 48 is effective for fiscal periods beginning after December 15, 2006, which for this
Fund will be September 1, 2007. At adoption, the financial statements must be adjusted to reflect only those tax positions that
are more likely than not to be sustained as of the adoption date. Management of the Fund has determined that adopting FIN
48 will not have a material impact on the Fund’s financial statements.

* * %

On September 20, 2006, FASB released Statement of Financial Accounting Standards No. 157 Fair Value Measurements
(“FAS 1577). FAS 157 establishes an authoritative definition of fair value, sets out a framework for measuring fair value, and
requires additional disclosures about fair value measurements. The application of FAS 157 is required for fiscal years
beginning after November 15, 2007 and interim periods within those fiscal years. At this time, management is evaluating the
implications of FAS 157 and its impact on the financial statements has not yet been determined.
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Results of Special Meetings of Shareholders
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On December 11, 2006, a Special Meeting of Shareholders was held to vote at a Trust level on various proposals recently
approved by the Fund’s Board Members. The following tables provide the number of votes cast for, against or withheld, as
well as the number of abstentions and broker non-votes as to the following proposals: (1) Election of Board Members and (2)
Agreement and Plan of Reorganization.

1. Election of Board Members'
Authority

Nominees Votes For Withheld Abstentions
Elliot J. Berv 11,371,577,703.044 110,780,281.850 0.000
A. Benton Cocanougher 11,371,577,703.044 110,780,281.850 0.000
Jane F. Dasher 11,371,577,703.044 110,780,281.850 0.000
Mark T. Finn 11,371,577,703.044 110,780,281.850 0.000
Rainer Greeven 11,371,577,703.044 110,780,281.850 0.000
Stephen Randolph Gross 11,371,577,703.044  110,780,281.850 0.000
Richard E. Hanson, Jr. 11,371,577,703.044 110,780,281.850 0.000
Diana R. Harrington 11,371,577,703.044  110,780,281.850 0.000
Susan M. Heilbron 11,371,577,703.044 110,780,281.850 0.000
Susan B. Kerley 11,371,577,703.044 110,780,281.850 0.000
Alan G. Merten 11,371,577,703.044 110,780,281.850 0.000
R. Richardson Pettit 11,371,577,703.044 110,780,281.850 0.000
R. Jay Gerken, CFA 11,371,577,703.044 110,780,281.850 0.000

T Board Members are elected by the shareholders of all of the series of the Trust, of which the Fund is a series.

2. Agreement and Plan of Reorganization

Broker

Items Voted On Votes For Votes Against Abstentions Non-Votes

Reorganize as Series of a
Maryland Business Trust

7,194,606,188.767

13,519,014.610 129,738,878.517 4,144,493,903.000

On January 12, 2007, a Special Meeting of Shareholders was held to vote at a Fund level on various proposals recently
approved by the Fund’s Board Members. The following table provides the number of votes cast for, against, as well as the
number of abstentions and broker non-votes as to the following proposal:

Revise Fundamental Investment Policies

ltems Voted On

Votes For

Votes Against

Abstentions

Broker
Non-Votes

Borrowing Money
Underwriting

Lending

Issuing Senior Securities
Real Estate
Commodities

6,252,081,626.630
6,252,367,544.630
6,252,101,997.630
6,253,969,798.990
6,250,802,223.810
6,253,064,265.810

39,455,016.610
39,189,469.610
39,455,016.610
37,587,215.250
39,564,051.430
37,302,009.430

73,189,352.950
73,168,981.950
73,168,981.950
73,168,981.950
74,359,720.950
74,359,720.950

2,877,111,101.000
2,877,111,101.000
2,877,111,101.000
2,877,111,101.000
2,877,111,101.000
2,877,111,101.000
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LIQUID RESERVES PORTFOLIO

Face
Amount Security Value

SHORT-TERM INVESTMENTS — 104.0%
Asset-Backed Securities — 2.8%

$ 500,000,000 Aardvark, Series 2007-1A, Class Al, 5.350% due 2/6/08 (a)(b) $ 500,000,000
500,000,000 Brigantine High Grade Funding Ltd.,
Series 2006-1A, Class A1A, 5.350% due 12/5/07 (a)(b) 500,000,000
500,000,000 Restructured Asset Certificates with Enhanced Returns (RACERS)
Trust, Series 2004-6-MM, 5.340% due 4/22/09 (a)(b) 500,000,000
Total Asset-Backed Securities 1,500,000,000

Bank Note — 0.8%
451,000,000 Bank of America N.A., 5.310% due 4/24/07 451,000,000

Certificates of Deposit (Yankee) — 11.5%

275,000,000
390,000,000
77,500,000

540,000,000
395,000,000

97,537,000
300,000,000

250,000,000
240,000,000
100,000,000
175,000,000
300,000,000
140,000,000
485,000,000
300,000,000

300,000,000
425,000,000
323,500,000
250,000,000
250,000,000

200,000,000
300,000,000
130,000,000

Barclays Bank PLC NY:

5.310% due 5/9/07

5.370% due 1/29/08

5.390% due 2/4/08
Calyon NY:

5.300% due 4/20/07

5.350% due 8/9/07

5.368% due 10/26/07
Canadian Imperial Bank, 5.230% due 8/29/07
Credit Suisse New York:

5.340% due 8/13/07

5.365% due 1/22/08

5.390% due 1/30/08

5.350% due 2/11/08

5.293% due 2/20/08

5.345% due 2/27/08

5.250% due 3/3/08
Depfa Bank PLC NY, 5.285% due 6/26/07 (a)
Deutsche Bank NY:

5.250% due 8/2/07

5.350% due 8/6/07

5.400% due 12/12/07
Dexia Credit Local NY, 5.370% due 10/26/07
Natexis Banque Populaires NY, 5.340% due 4/5/07
Unicredito Italiano SpA NY:

5.330% due 7/31/07

5.290% due 8/16/07

5.395% due 10/29/07

275,000,000
390,000,000
77,500,000

540,000,000
395,000,000

97,570,625
300,000,000

250,000,000
240,000,000
100,000,000
175,000,000
299,992,685
140,000,000
485,000,000
300,000,000

300,000,000
425,000,000
323,500,000
250,090,122
250,000,000

200,000,000
300,000,000
130,064,909

Total Certificates of Deposit (Yankee)

6,243,718,341

185,000,000
302,000,000
125,000,000

Commercial Paper — 39.8%

Anglesea Funding:
5.308% due 3/2/07 (c)
5.303% due 3/8/07 (c)
5.290% due 3/30/07 (b)

184,972,764
301,689,947
124,998,103
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Face
Amount Security Value
Commercial Paper — 39.8% (continued)
$ 93,381,000 5.369% due 4/13/07 (c) $ 92,797,654
89,050,000 5.256% due 6/6/07 (c) 87,821,506
116,600,000 5.343% due 6/26/07 (c) 114,619,986
200,000,000 5.280% due 6/29/07 (b) 199,980,209
158,000,000 5.361% due 8/6/07 (c) 154,380,220
150,000,000 5.361% due 8/7/07 (c) 146,541,750
100,000,000 5.362% due 8/8/07 (c) 97,680,000
100,000,000 5.340% due 11/9/07 (c) 96,389,831
Bank of America Corp.:
250,000,000 5.326% due 4/16/07 (c) 248,335,694
286,150,000 5.250% due 6/5/07 (c) 282,247,677
Bavaria TRR Corp.:
191,023,000 5.302% due 3/8/07 (c) 190,826,512
1,237,000,000 5.311%-5.312% due 3/20/07 (c) 1,233,546,366
296,946,000 5.312% due 3/26/07 (c) 295,855,137
Bear Stearns Co.:
250,000,000 5.393% due 3/1/07 (b) 250,000,000
100,000,000 5.341% due 4/20/07 (c) 99,276,389
217,400,000 5.301% due 6/29/07 (c) 213,704,200
198,586,000 Belmont Funding LLC, 5.320% due 4/19/07 (a)(c) 197,166,938
Berkeley Square Finance LLC:
141,865,000 5.371% due 3/1/07 (c) 141,865,000
198,898,000 5.317% due 3/5/07 (a)(c) 198,781,313
100,000,000 5.320% due 3/5/07 (a)(c) 99,941,111
125,000,000 Carrera Capital Finance LLC, 5.340% due 1/29/08 (a)(b) 125,000,000
125,000,000 Chariot Funding LLC, 5.292% due 3/23/07 (c) 124,597,430
Chesham Finance LLC:
135,700,000 5.315% due 3/1/07 (a)(c) 135,700,000
100,000,000 5.318% due 3/5/07 (a)(c) 99,941,667
550,000,000 5.325%-5.340% due 4/4/07 (a)(c) 547,263,945
200,000,000 5.330% due 4/10/07 (a)(c) 198,831,111
298,500,000 5.331%-5.361% due 4/12/07 (a)(c) 296,671,635
195,000,000 5.330% due 4/19/07 (a)(c) 193,603,908
150,000,000 5.305% due 7/18/07 (a)(b) 149,980,347
150,000,000 5.240% due 8/30/07 (a)(c) 146,178,000
150,000,000 Concord Minutemen Capital Co., 5.302% due 3/14/07 (a)(c) 149,713,458
100,000,000 Davis Square Funding Il Corp., 5.310% due 3/20/07 (c) 99,721,333
100,000,000 East-Fleet Finance LLC, 5.310% due 5/25/07 (a)(b) 99,994,254
Ebbets Funding PLC:
900,000,000 5.341% due 3/1/07 (a)(c) 900,000,000
250,000,000 5.363% due 3/22/07 (a)(c) 249,228,542
185,000,000 5.331% due 5/7/07 (a)(c) 183,188,953
225,000,000 5.334% due 9/14/07 (a)(c) 218,683,687
Ebury Finance Ltd.:
200,000,000 5.392% due 3/19/07 (a)(c) 199,475,000
100,000,000 5.339% due 3/21/07 (a)(c) 99,711,111
132,500,000 5.338% due 4/2/07 (a)(c) 131,879,311
150,000,000 5.340% due 4/3/07 (a)(c) 149,275,375

See Notes to Financial Statements.
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Legg Mason

Schedule of Investments (February 28, 2007) (unaudited) (continued)
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Face
Amount Security Value
Commercial Paper — 39.8% (continued)
$ 200,000,000 5.351% due 4/4/07 (a)(c) 199,015,889
400,000,000 5.341% due 4/9/07 (a)(c) 397,716,333
175,000,000 5.341% due 4/10/07 (a)(c) 173,975,278
100,000,000 5.377% due 4/17/07 (c) 99,316,542
275,000,000 5.377% due 4/20/07 (a)(c) 273,000,521
196,300,000 5.299% due 6/8/07 (a)(c) 193,514,503
125,000,000 5.350% due 7/10/07 (a)(c) 122,630,174
100,000,000 5.330% due 7/30/07 (a)(c) 97,850,767
250,000,000 5.327%-5.371% due 8/1/07 (a)(c) 244,489,875
167,000,000 5.390% due 11/15/07 (a)(c) 160,778,777
General Electric Capital Corp.:
407,000,000 5.335% due 6/19/07 (c) 400,620,275
100,000,000 5.302% due 8/10/07 (c) 97,705,000
300,000,000 5.333% due 11/9/07 (c) 289,184,250
257,672,000 Georgetown Funding Co. LLC, 5.313% due 3/21/07 (c) 256,914,730
60,698,000 Giro Balanced Funding Corp., 5.327% due 3/23/07 (c) 60,505,486
Greyhawk Capital Corp.:
149,000,000 5.378% due 3/22/07 (c) 148,544,991
118,079,000 5.313% due 4/2/07 (c) 117,536,361
154,300,000 5.315% due 4/25/07 (c) 153,063,564
Halkin Finance LLC:
264,000,000 5.392% due 3/1/07 (c) 264,000,000
100,000,000 5.387% due 3/5/07 (c) 99,941,722
150,000,000 5.371% due 8/7/07 (c) 146,535,125
Kaiserplatz Delaware:
248,000,000 5.344% due 3/16/07 (c) 247,455,433
232,472,000 5.347% due 3/21/07 (c) 231,791,374
100,000,000 5.372% due 4/4/07 (c) 99,505,111
200,000,000 Legacy Capital Co., 5.377% due 3/6/07 (a)(c) 199,854,583
Mica Funding LLC:
183,900,000 5.302% due 3/5/07 (a)(c) 183,792,112
720,000,000 5.302% due 3/12/07 (a)(c) 718,838,399
200,000,000 5.304% due 3/15/07 (a)(c) 199,589,333
228,092,000 5.360% due 3/20/07 (a)(c) 227,455,180
750,000,000 Morgan Stanley Dean Witter Co., 5.370% due 3/28/07 (b) 750,000,000
Morrigan TRR Funding LLC:
100,000,000 5.324% due 3/7/07 (a)(c) 99,911,667
386,000,000 5.380% due 3/16/07 (a)(c) 385,145,975
50,000,000 5.358% due 3/21/07 (a)(c) 49,855,000
325,000,000 5.374%-5.383% due 3/23/07 (a)(c) 323,950,111
50,000,000 5.363% due 3/28/07 (a)(c) 49,804,250
117,000,000 5.368% due 7/24/07 (a)(c) 114,568,350
150,000,000 5.322% due 7/27/07 (a)(c) 146,842,667
100,000,000 5.310% due 8/8/07 (a) 99,995,695
215,000,000 5.270%-5.329% due 8/28/07 (a)(c) 209,480,750
343,500,000 5.270% due 8/31/07 (a)(c) 334,647,146
220,000,000 5.389% due 11/5/07 (a)(c) 212,117,767
383,300,000 5.390% due 11/9/07 (a)(c) 369,341,002
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Schedule of Investments (February 28, 2007) (unaudited) (continued)

Face
Amount Security Value

Commercial Paper — 39.8% (continued)

$ 290,000,000 5.373% due 11/13/07 (a)(c) $ 279,307,015

New Center Asset Trust:

200,000,000 5.302% due 5/3/07 (c) 198,183,500

232,750,000 5.296% due 5/29/07 (c) 229,780,885

100,000,000  Orion Financial LLC, 5.310% due 8/10/07 99,989,059

400,000,000  Ormond Quay Funding LLC, 5.280% due 10/5/07 399,928,509

210,462,000 Perry Global Funding LLC, 5.378% due 3/14/07 (c) 210,064,519
Picaros Funding PLC:

182,000,000 5.327% due 3/23/07 (c) 181,422,757

126,000,000 5.296% due 6/22/07 (c) 123,982,950

103,650,000  Silver Tower U.S. Funding, 5.304% due 8/10/07 (c) 101,270,299

100,000,000 Societe Generale London, 5.395% due 7/27/07 100,055,206
Societe Generale N.A.:

300,000,000 5.300% due 5/4/07 (c) 297,258,667

150,000,000 5.250% due 7/27/07 (c) 146,883,983

100,000,000 5.297% due 8/13/07 (c) 97,664,792
Tasman Funding Inc.:

99,455,000 5.302% due 3/6/07 (c) 99,382,066
185,408,000 5.302% due 3/7/07 (c) 185,244,841
141,250,000 Toyota Motor Car Co., 5.260% due 7/30/07 (c) 138,252,126

Total Commercial Paper 21,691,510,616

Liquidity Notes — 22.7%
Albis Capital Corp.:

104,000,000 5.360% due 3/5/07 (c) 103,938,871
150,000,000 5.381% due 3/13/07 (c) 149,734,500
105,000,000 5.371% due 4/23/07 (c) 104,180,708
120,000,000 5.371% due 5/15/07 (c) 118,675,000
197,455,000 Brahms Funding Corp., 5.339% due 3/16/07 (a)(c) 197,019,776
Fenway Funding LLC:
449,000,000 5.351%-5.361% due 3/1/07 (a)(c) 449,000,000
224,000,000 5.305% due 3/2/07 (a)(c) 223,967,022
101,346,000 5.340% due 3/5/07 (a)(c) 101,286,656
300,000,000 5.303%-5.304% due 3/9/07 (a)(c) 299,648,000
230,577,000 5.314% due 3/12/07 (a)(c) 230,204,298
200,000,000 5.341% due 3/15/07 (a)(c) 199,588,556
100,000,000 5.339% due 3/23/07 (a)(c) 99,676,722
100,000,000 5.328% due 4/23/07 (a)(c) 99,222,667
100,000,000 5.233% due 8/31/07 (a)(c) 97,440,542
185,000,000 5.410% due 10/26/07 (a)(c) 178,613,388
100,000,000 5.409% due 11/9/07 (a)(c) 96,345,555
100,000,000 5.370% due 11/16/07 (a)(c) 96,271,239
Ford Credit Floorplan Motown:

289,210,000 5.385% due 3/26/07 (c) 288,143,538
178,800,000 5.351% due 4/18/07 (c) 177,541,248
267,500,000 Master Owner Trust, Motown Notes,

Series 2002-1A, 5.381% due 3/20/07 (c) 266,750,331

See Notes to Financial Statements.
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Legg Mason

Face
Amount

Schedule of Investments (February 28, 2007) (unaudited) (continued)

Security

Page 39 of 58

Value

$1,187,298,000

820,086,000
350,000,000
388,000,000
365,067,000

306,968,000
400,269,000

200,000,000
100,000,000
253,000,000
560,000,000
100,000,000
376,506,000

100,000,000
200,000,000
200,000,000
137,020,000
203,463,000

232,750,000
300,000,000
200,000,000

200,000,000
154,000,000

410,000,000
381,038,000

200,000,000
200,000,000
100,000,000
225,000,000

Liquidity Notes — 22.7% (continued)

Foxboro Funding Ltd.:
5.313%-5.361% due 3/1/07 (a)(c)
5.312%-5.316% due 3/5/07 (a)(c)
5.322% due 3/21/07 (a)(c)
5.323% due 3/22/07 (a)(c)
KKR Atlantic Funding Trust, 5.310%-5.312% due 3/23/07 (c)
KKR Pacific Funding Trust:
5.312% due 3/6/07 (a)(c)
5.303% due 3/7/07 (a)(c)
Mint Il LLC:
5.381% due 3/21/07 (a)(c)
5.395% due 3/22/07 (a)(c)
5.395%-5.401% due 3/29/07 (a)(c)
5.400% due 4/27/07 (a)(c)
5.380% due 5/25/07 (a)(c)
Monument Gardens Funding LLC, 5.301% due 3/22/07 (a)(c)
North Lake Capital Funding:
5.309% due 3/7/07 (c)
5.324% due 3/23/07 (c)
Park Granada LLC, 5.371% due 3/1/07 (c)
Park Sienna LLC, 5.371% due 3/1/07 (c)
Stratford Receivables Co. LLC, 5.324% due 3/9/07 (a)(c)
Thornburg Mortgage Capital Resource:
5.302% due 3/5/07 (a)(c)
5.312% due 3/20/07 (a)(c)
5.300% due 6/4/07 (a)(b)
Notes:
5.302% due 3/6/07 (a)(c)
5.317% due 3/13/07 (a)(c)
Valcour Bay Capital:
5.310%-5.322% due 3/8/07 (a)(c)
5.332% due 3/15/07 (a)(c)
Windsor Funding Trust:
5.361% due 3/13/07 (a)(c)
5.362% due 3/14/07 (a)(c)
5.349% due 4/10/07 (a)(c)
5.351% due 4/17/07 (a)(c)

$ 1,187,298,000
819,603,638
348,969,445
386,800,435
363,886,821

306,742,464
399,916,763

199,417,778
99,690,833
251,958,451
555,336,133
98,762,778
375,346,361

99,911,666
199,352,222
200,000,000
137,020,000
203,223,818

232,613,453
299,162,418
199,994,861

199,853,333
153,728,446

409,577,083
380,251,157

199,647,333
199,617,945

99,413,333
223,449,000

Total Liquidity Notes

12,407,794,585

950,000,000
1,342,500,000

Master Notes — 4.2%

Merrill Lynch, 5.443% due 3/1/07
Morgan Stanley Master Note, 5.483% due 3/1/07

950,000,000
1,342,500,000

Total Master Notes

2,292,500,000

350,000,000

50,000,000

Medium-Term Notes — 11.8%

Bear Stearns Co., 5.330% due 1/9/08 (b)
Cheyne Finance LLC:
5.320% due 3/26/07 (a)(b)

See Notes to Financial Statements.
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Schedule of Investments (February 28, 2007) (unaudited) (continued)

Face
Amount Security Value

Medium-Term Notes — 11.8% (continued)

$ 100,000,000 5.330% due 6/5/07 (a)(b) $ 99,996,055
100,000,000 5.325% due 9/20/07 (a)(b) 99,991,658
100,000,000 5.323% due 9/25/07 (a)(b) 99,990,141
100,000,000 5.324% due 10/25/07 (a)(b) 99,989,567
150,000,000 5.315% due 11/26/07 (a)(b) 149,977,747

Cullinan Finance Ltd.:
150,000,000 5.310% due 7/25/07 (a)(b) 149,981,417
450,000,000 5.320% due 11/15/07 (a)(b) 449,968,069
100,000,000 5.320% due 11/26/07 (a)(b) 99,989,098
K2 USA LLC:
300,000,000 5.325% due 9/20/07 (a)(b) 299,983,315
225,000,000 5.325% due 9/25/07 (a)(b) 224,987,178
200,000,000 5.320% due 11/20/07 (b) 199,971,915
250,000,000 Medium-Term Notes, 5.325% due 7/25/07 (a)(b) 249,985,000
Premier Asset Collateralized Entity LLC, Medium-Term Notes:
100,000,000 5.333% due 7/6/07 (a)(b) 99,997,390
175,000,000 5.350% due 7/16/07 (a)(b) 174,996,707
100,000,000 5.355% due 7/25/07 (a)(b) 100,000,000
200,000,000 5.300% due 1/15/08 (a)(b) 199,982,418
Pyxis Master Trust:
200,000,000 5.330% due 11/20/09 (a)(b) 200,000,000
200,000,000 5.340% due 12/20/09 (a)(b) 200,000,000
Sigma Finance Inc.:
150,000,000 5.272% due 6/27/07 (c) 147,507,250
100,000,000 5.295% due 7/5/07 (a)(c) 98,218,500
125,000,000 5.305% due 8/1/07 (a)(c) 122,290,625
700,000,000 5.320% due 11/16/07 (a)(b) 699,950,273
175,000,000 Medium-Term Notes, 5.390% due 2/4/08 (a) 174,991,894
Stanfield Victoria Funding LLC:
100,000,000 5.320% due 11/1/07 (a)(b) 99,986,575
Medium-Term Note:
100,000,000 5.310% due 3/20/07 (a)(b) 99,998,438
150,000,000 5.310% due 3/28/07 (a)(b) 149,996,734
90,000,000 5.320% due 6/4/07 (a)(b) 89,994,755
180,000,000 5.320% due 6/29/07 (a)(b) 179,988,164
150,000,000 5.320% due 6/30/07 (a)(b) 149,990,055
250,000,000  Steers Delaware Business Trust, Senior Secured Notes,
Series 2006-2, 5.340% due 5/27/07 (a)(b) 250,000,000
210,000,000 Tango Finance Corp., Medium-Term Notes, 5.330% due 7/25/07 (a)
(b) 209,991,600
White Pine Finance LLC:
100,000,000 5.320% due 10/25/07 (a)(b) 99,986,959
75,000,000 5.355% due 3/19/08 (a)(b) 74,985,000
200,000,000 Medium-Term Notes, 5.320% due 11/13/07 (a)(b) 199,972,065
Total Medium-Term Notes 6,447,635,871

Promissory Notes — 2.8%
Goldman Sachs Group Inc.:
1,100,000,000 5.450% due 5/24/07 (b) 1,100,000,000

See Notes to Financial Statements.
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Schedule of Investments (February 28, 2007) (unaudited) (continued)

Face
Amount Security Value

Promissory Notes — 2.8% (continued)

$ 40,000,000 5.450% due 7/24/07 (b) $ 40,000,000
350,000,000 5.340% due 8/13/07 350,000,000
26,012,000 5.430% due 9/20/07 (b) 26,012,000
Total Promissory Notes 1,516,012,000
Time Deposits — 4.0%
320,000,000 Bank of Tokyo, 5.370% due 3/19/07 320,000,000
Calyon Grand Cayman:
737,222,000 5.340% due 3/1/07 737,222,000
249,398,000 5.350% due 3/1/07 249,398,000
Societe Generale Cayman:
496,819,000 5.330% due 3/1/07 496,819,000
399,349,000 5.500% due 3/1/07 399,349,000
Total Time Deposits 2,202,788,000

U.S. Government & Agency Obligations — 3.6%
U.S. Government Agencies — 1.3%
86,000,000 Federal Farm Credit Bank (FFCB), Discount Notes, 5.212% due

1/16/08 (c) 82,204,175
Federal Home Loan Mortgage Corp. (FHLMC), Discount Notes:

221,310,000 5.096%-5.132% due 12/11/07 (c) 212,783,807
112,487,000 5.248%-5.249% due 1/7/08 (c) 107,622,312
100,000,000 5.214% due 2/4/08 (c) 95,315,555

239,019,000 Federal National Mortgage Association (FNMA), Discount Notes,
5.229% due 2/1/08 (c) 227,887,520
Total U.S. Government Agencies 725,813,369

U.S. Government Obligation — 2.3%

1,250,000,000 U.S. Treasury Bills, 5.009%-5.082% due 8/30/07 (c) 1,218,807,851
Total U.S. Government & Agency Obligations 1,944,621,220
TOTAL INVESTMENTS — 104.0% (Cost — $56,697,580,633#) 56,697,580,633
Liabilities in Excess of Other Assets — (4.0)% (2,167,437,090)
TOTAL NET ASSETS — 100.0% $54,530,143,543
@ Security is exempt from registration under Rule 144A of the Securities Act of 1933. This security may be resold in transactions that are exempt

from registration, normally to qualified institutional buyers. This security has been deemed liquid pursuant to guidelines approved by the Board
of Trustees, unless otherwise noted.

®) Variable rate security. Interest rate disclosed is that which is in effect at February 28, 2007.
© Rate shown represents yield-to-maturity.

Aggregate cost for federal income tax purposes is substantially the same.

See Notes to Financial Statements.
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Legg Mason

Liquid Reserves Portfolio

Statement of Assets and Liabilities (February 28, 2007) (unaudited)

ASSETS:

Investments, at amortized cost

Cash

Receivable for securities sold
Interest receivable
Receivable from manager

Page 45 of 58

$ 56,697,580,633
93

146,261,417
116,179,704
486,584

Total Assets

56,960,508,431

LIABILITIES:

Payable for securities purchased
Investment management fee payable
Trustees’ fees payable

Accrued expenses

2,425,035,310
4,234,496
948,232
146,850

Total Liabilities

2,430,364,888

Total Net Assets

REPRESENTED BY:

Paid-in capital

$ 54,530,143,543

$ 54,530,143,543

See Notes to Financial Statements.
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Liquid Reserves Portfolio
Statement of Operations (For the six months ended February 28, 2007) (unaudited)

INVESTMENT INCOME:

Interest (Note 1) $1,214,729,665
EXPENSES:
Investment management fee (Note 2) 22,694,190
Trustees’ fees (Notes 2 and 6) 683,095
Legal fees 177,114
Custody fees 136,870
Audit and tax 21,100
Miscellaneous expenses 24,195
Total Expenses 23,736,564
Less: Fee waivers and/or expense reimbursements (Notes 2 and 6) (5,353,683)
Fees paid indirectly (Note 1) (10,956)
Net Expenses 18,371,925
Net Investment Income 1,196,357,740
Net Realized Gain on Investments 385,241
Increase in Net Assets From Operations $1,196,742,981

See Notes to Financial Statements.
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Legg Mason

Liquid Reserves Portfolio
Statements of Changes in Net Assets

For the six months ended February 28, 2007 (unaudited)
and the year ended August 31, 2006

2007

Page 47 of 58

2006

OPERATIONS:
Net investment income
Net realized gain (loss)

$ 1,196,357,740
385,241

$ 1,647,359,372
(7,271,827)

Increase in Net Assets From Operations

1,196,742,981

1,640,087,545

CAPITAL TRANSACTIONS:
Net proceeds from sale of shares
Cost of shares repurchased

61,252,765,821

(40,149,706,462)

108,485,763,858
(122,684,334,964)

Increase (Decrease) in Net Assets From Capital Transactions

21,103,059,359

(14,198,571,106)

Increase (Decrease) in Net Assets
NET ASSETS:
Beginning of period

22,299,802,340

32,230,341,203

(12,558,483,561)

44,788,824,764

End of period

$ 54,530,143,543

$ 32,230,341,203

See Notes to Financial Statements.
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Liquid Reserves Portfolio

Financial Highlights

For the years ended August 31, unless otherwise noted:

2007 2006 2005 2004 2003 2002
Net Assets, End of Period
(millions) $ 54,530 $ 32,230 $ 44,789 $ 37,587 $ 39,447 $ 45,007
Total Return® 2.64% 4.53% 2.54% 1.09% 1.49% 2.36%
Ratios to Average Net Assets:
Gross expenses 0.10%®)®) 0.12% 0.17% 0.17% 0.17% 0.19%
Net expenses®©)(7) 0.08)*) 0.09 0.10 0.10 0.10 0.10
Net investment income 5.270) 4.33 2.57 1.09 1.39 2.29
& For the six months ended February 28, 2007 (unaudited).
@ Performance figures may reflect fee waivers and/or expense reimbursements. Past performance is no guarantee of future results. In the

absence of fee waivers and/or expense reimbursements, the total return would have been lower. Total returns for periods of less than one year
are not annualized.

®) Annualized.

“) Included in the expense ratios are certain non-recurring restructuring (and reorganization, if applicable) fees that were incurred by the Fund
during the period. Without these fees, the gross and net expense ratios would not have changed (Note 6).

®) As a result of a voluntary expense limitation, the ratio of expenses to average net assets, other than interest, brokerage, taxes and
extraordinary expenses of the Portfolio will not exceed 0.10%.

®) Reflects fee waivers and/or expense reimbursements.

& There was no impact to the expense ratio as a result of fees paid indirectly.

See Notes to Financial Statements.
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Notes to Financial Statements (unaudited) (continued)

1. Organization and Significant Accounting Policies

Liquid Reserves Portfolio (the “Portfolio”) is registered under the U.S. Investment Company Act of 1940, as amended (the
“1940 Act”), as a no-load, diversified, open-end management investment company which was organized as a trust under the
laws of the State of New York. The Declaration of Trust permits the Trustees to issue beneficial interests in the Portfolio. At
February 28, 2007, all investors in the Portfolio were funds advised by the manager of the fund and/or its affiliates.

Effective as of close of business, April 13, 2007, the Portfolio is a no-load diversified series of Master Portfolio Trust
(the “New Trust”). The New Trust, a Maryland business trust, is registered under the 1940 Act, as an open-end management
investment company.

The following are significant accounting policies consistently followed by the Portfolio and are in conformity with
U.S. generally accepted accounting principles (“GAAP”). Estimates and assumptions are required to be made regarding
assets, liabilities and changes in net assets resulting from operations when financial statements are prepared. Changes in the
economic environment, financial markets and any other parameters used in determining these estimates could cause actual
results to differ.

(a) Investment Valuation. Money market instruments are valued at amortized cost, in accordance with Rule 2a-7
under the 1940 Act, which approximates market value. This method involves valuing portfolio securities at their cost and
thereafter assuming a constant amortization to maturity of any discount or premium. The Portfolio’s use of amortized cost is
subject to their compliance with certain conditions as specified under Rule 2a-7 of the 1940 Act.

(b) Interest Income and Expenses. Interest income consists of interest accrued and discount earned (including both
original issue and market discount adjusted for amortization of premium) on the investments of the Portfolio. Expenses of the
Portfolio are accrued daily. The Portfolio bears all costs of its operations other than expenses specifically assumed by the
manager.

(c) Income Taxes. The Portfolio is classified as a partnership for Federal income tax purposes. As such, each investor
in the Portfolio is treated as owner of its proportionate share of the net assets, income, expenses and realized gains and losses
of the Portfolio. Therefore, no Federal income tax provision is required. It is intended that the Portfolio’s assets will be
managed so an investor in the Portfolio can satisfy the requirements of the subchapter M of the Internal Revenue Code.

(d) Fees Paid Indirectly. The Portfolio’s custodian calculates its fees based on the Portfolio’s average daily net assets.
The fee is reduced according to a fee arrangement, which provides for custody fees to be reduced based on a formula
developed to measure the value of cash deposited with the custodian by the Portfolio. This amount is shown as a reduction of
expenses on the Statement of Operations.

(e) Other. Purchases, maturities and sales of money market instruments are accounted for on the date of the
transaction. Realized gains and losses are calculated on the identified cost basis.
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2. Investment Management Agreement and Other Transactions with Affiliates

Legg Mason Partners Fund Advisor, LLC (“LMPFA”) is the Portfolio’s investment manager and Western Asset Management
Company (“Western Asset”) is the Portfolio’s subadviser. LMPFA and Western Asset are wholly-owned subsidiaries of Legg
Mason, Inc. (“Legg Mason”).

Under the investment management agreement, the Portfolio pays investment management fees, calculated daily and
paid monthly, at an annual rate of 0.10% of the Portfolio’s average daily net assets.

LMPFA provides administrative and certain oversight services to the Portfolio. LMPFA delegates to the subadviser the
day-to-day portfolio management of the Portfolio. For its services, LMPFA pays Western Asset 70% of the net management
fee it receives from the Portfolio.

During the six months ended February 28, 2007, the Portfolio had a voluntary expense limitation in place of 0.10% of
the Portfolio’s average daily net assets.

During the six months ended February 28, 2007, LMPFA waived a portion of its fee in the amount of $4,867,099. In
addition, during the six months ended February 28, 2007, the Fund was reimbursed for expenses amounting to $486,584.

The Portfolio pays no compensation directly to any Trustee or any officer who is affiliated with LMPFA, all of whom
receive remuneration for their services to the Portfolio from Legg Mason or its affiliates.

During a special meeting in June 2006 the Portfolio’s Board approved a number of initiatives to streamline and
restructure the fund complex. In that connection the Board voted to establish a mandatory retirement age of 75 for current
Trustees, and 72 for all future Trustees, and to allow current Trustees to elect to retire as of the date which Trustees elected in
accordance with the Joint Proxy Statement commence service as Trustees of the realigned and consolidated Board (the
“Effective Date™).

On July 10, 2006, the Board also voted to amend its retirement plans to provide for the payment of certain benefits (in
lieu of any other retirement payments under the plans) to Trustees who have not elected to retire as of the Effective Date.
Under the amended plan, Trustees electing to receive benefits under the amendments must waive all rights under the plan
prior to amendment. Each fund overseen by the Board (including the Portfolio) will pay a pro rata share (based upon asset
size) of such benefits. As of February 28, 2007, the Portfolio’s allocable share of benefits under this amendment are
$591,789.

Under the previous Retirement Plan (the “Plan”), all Trustees who were not “Interested Persons” of the Fund, within
the meaning of the 1940 Act, were required to retire from the Board as of the last day of the calendar year in which the
applicable Trustee attained age 75. Trustees were able to retire under the Plan before attaining the mandatory retirement age.
Trustees who had served as Trustee of the Portfolio or any of the investment companies associated with LMPFA for at least
ten years when they retired were eligible to receive the maximum retirement benefit under the previous Plan, subject to the
terms of the amended Plans. The maximum retirement benefit was an amount equal to five times the amount of retainer and
regular meeting fees payable to a Trustee during the entirety of the calendar year of the Trustee’s retirement (assuming no
change in relevant facts for the balance of the year following the Trustee’s retirement). Amounts owed under the Plan may be
paid in
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installments or in a lump sum (discounted to present value). Benefits under the Plan are unfunded. Two former Trustees are
currently receiving payments under the Plan.

Certain officers and one Trustee of the Portfolio are employees of Legg Mason or its affiliates and do not receive
compensation from the Portfolio.

3. Regulatory Matters

On May 31, 2005, the U.S. Securities and Exchange Commission (“SEC”) issued an order in connection with the settlement
of an administrative proceeding against Smith Barney Fund Management LLC (“SBFM™) and Citigroup Global Markets
(“CGM™) relating to the appointment of an affiliated transfer agent for the Smith Barney family of mutual funds (the
“Affected Funds”).

The SEC order finds that SBFM and CGM willfully violated Section 206(1) of the Investment Advisers Act of 1940
(“Advisers Act”). Specifically, the order finds that SBFM and CGM knowingly or recklessly failed to disclose to the boards
of the Affected Funds in 1999 when proposing a new transfer agent arrangement with an affiliated transfer agent that: First
Data Investors Services Group (“First Data™), the Affected Funds’ then-existing transfer agent, had offered to continue as
transfer agent and do the same work for substantially less money than before; and that Citigroup Asset Management
(“CAM™), the Citigroup business unit that, at the time, included the Affected Funds’ investment manager and other
investment advisory companies, had entered into a side letter with First Data under which CAM agreed to recommend the
appointment of First Data as sub-transfer agent to the affiliated transfer agent in exchange for, among other things, a
guarantee by First Data of specified amounts of asset management and investment banking fees to CAM and CGM. The
order also finds that SBFM and CGM willfully violated Section 206(2) of the Advisers Act by virtue of the omissions
discussed above and other misrepresentations and omissions in the materials provided to the Affected Funds’ boards,
including the failure to make clear that the affiliated transfer agent would earn a high profit for performing limited functions
while First Data continued to perform almost all of the transfer agent functions, and the suggestion that the proposed
arrangement was in the Affected Funds’ best interests and that no viable alternatives existed. SBFM and CGM do not admit
or deny any wrongdoing or liability. The settlement does not establish wrongdoing or liability for purposes of any other
proceeding.

The SEC censured SBFM and CGM and ordered them to cease and desist from violations of Sections 206(1) and 206
(2) of the Advisers Act. The order requires Citigroup to pay $208.1 million, including $109 million in disgorgement of
profits, $19.1 million in interest, and a civil money penalty of $80 million. Approximately $24.4 million has already been
paid to the Affected Funds, primarily through fee waivers. The remaining $183.7 million, including the penalty, has been
paid to the U.S. Treasury and will be distributed pursuant to a plan submitted for the approval of the SEC. At this time, there
is no certainty as to how the above-described proceeds of the settlement will be distributed, to whom such distributions will
be made, the methodology by which such distributions will be allocated, and when such distributions will be made.

The order also required that transfer agency fees received from the Affected Funds since December 1, 2004, less
certain expenses be placed in escrow and provided that a portion of
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such fees might be subsequently distributed in accordance with the terms of the order. On April 3, 2006, an aggregate amount
of approximately $9 million was distributed to the Affected Funds.

The order required SBFM to recommend a new transfer agent contract to the Affected Funds’ boards within 180 days
of the entry of the order; if a Citigroup affiliate submitted a proposal to serve as transfer agent or sub-transfer agent, SBFM
and CGM would have been required, at their expense, to engage an independent monitor to oversee a competitive bidding
process. On November 21, 2005, and within the specified timeframe, the Affected Funds’ Boards selected a new transfer
agent for the Affected Funds. No Citigroup affiliate submitted a proposal to serve as transfer agent. Under the order, SBFM
also must comply with an amended version of a vendor policy that Citigroup instituted in August 2004.

Although there can be no assurance, the Portfolio’s manager does not believe that this matter will have a material
adverse effect on the Portfolio.

This Portfolio is not one of the Affected Funds and therefore did not implement the transfer agent arrangement
described above and therefore has not received and will not receive any portion of the distributions.

On December 1, 2005, Citigroup completed the sale of substantially all of its global asset management business,
including SBFM, to Legg Mason.

4, Legal Matters

Beginning in August 2005, five class action lawsuits alleging violations of federal securities laws and state law were filed
against CGM and SBFM, (collectively, the “Defendants”) based on the May 31, 2005 settlement order issued against the
Defendants by the SEC as described in Note 3. The complaints seek injunctive relief and compensatory and punitive
damages, removal of SBFM as the advisor for the Smith Barney family of funds, rescission of the Funds” management and
other contracts with SBFM, recovery of all fees paid to SBFM pursuant to such contracts, and an award of attorneys’ fees and
litigation expenses.

On October 5, 2005, a motion to consolidate the five actions and any subsequently-filed, related action was filed. That
motion contemplates that a consolidated amended complaint alleging substantially similar causes of action will be filed in the
future.

As of the date of this report, the Portfolio’s manager believes that resolution of the pending lawsuit will not have a
material effect on the financial position or results of operations of the Funds or the ability of the Portfolio’s manager and it
affiliates to continue to render services to the Funds under their respective contracts.

5. Other Matters

On September 16, 2005, the staff of the SEC informed SBFM and Salomon Brothers Asset Management Inc (“SBAM?”) that
the staff is considering recommending that the SEC institute administrative proceedings against SBFM and SBAM for
alleged violations of Section 19(a) and 34(b) of the 1940 Act (and related Rule 19a-1). The notification is a result of an
industry wide inspection by the SEC and is based upon alleged deficiencies in disclosures regarding dividends and
distributions paid to shareholders of certain funds. Section 19(a) and related Rule 19a-1 of the 1940 Act generally require
funds that are making dividend and distribution payments to provide shareholders with a written statement disclosing the
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source of the dividends and distributions, and, in particular, the portion of the payments made from each of net investment
income, undistributed net profits and/ or paid-in capital. In connection with the contemplated proceedings, the staff may seek
a cease and desist order and/or monetary damages from SBFM or SBAM.

Although there can be no assurance, the Portfolio’s manager believes that this matter is not likely to have a material
adverse effect on the Portfolio.

6. Special Investor Meeting and Reorganization

Investors of the Portfolio approved a number of initiatives designed to streamline and restructure the fund complex. These
matters generally are expected to be implemented in 2007. Legg Mason will pay for a portion of the costs related to these
initiatives. The portions of the costs that are borne by the Portfolio will be recognized in the period during which the expense
is incurred. Such expenses include obtaining investor votes for proposals relating to the initiatives noted above, the election
of board members, and the retirement of board members. The portions of these costs borne by the Portfolio and reflected in
the Statement of Operations are deemed extraordinary and, therefore, are not subject to the expense limitation agreements, if
applicable.

7. Recent Accounting Pronouncements

During June 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation 48 (“FIN 48" or the
“Interpretation”), Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement 109. FIN 48
supplements FASB Statement 109, Accounting for Income Taxes, by defining the confidence level that a tax position must
meet in order to be recognized in the financial statements. FIN 48 prescribes a comprehensive model for how a fund should
recognize, measure, present, and disclose in its financial statements uncertain tax positions that the fund has taken or expects
to take on a tax return. FIN 48 requires that the tax effects of a position be recognized only if it is “more likely than not” to be
sustained based solely on its technical merits. Management must be able to conclude that the tax law, regulations, case law,
and other objective information regarding the technical merits sufficiently support the position’s sustainability with a
likelihood of more than 50 percent. FIN 48 is effective for fiscal periods beginning after December 15, 2006, which for this
Portfolio will be September 1, 2007. At adoption, the financial statements must be adjusted to reflect only those tax positions
that are more likely than not to be sustained as of the adoption date. Management of the Fund is currently evaluating the
impact that FIN 48 will have on the financial statements.

On September 20, 2006, the FASB released Statement of Financial Accounting Standards No. 157 Fair Value
Measurements (“FAS 157”). FAS 157 establishes an authoritative definition of fair value, sets out a framework for measuring
fair value, and requires additional disclosures about fair value measurements. The application of FAS 157 is required for
fiscal years beginning after November 15, 2007 and interim periods within those fiscal years. At this time, management is
evaluating the implications of FAS 157 and its impact on the financial statements has not yet been determined.

Liquid Reserves Portfolio 2007 Semi-Annual Report 33

http://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007



Legg Mason Page 54 of 58

(This page intentionally left blank.)

http://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007



Legg Mason Page 55 of 58

(This page intentionally left blank.)

http://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007



Legg Mason Page 56 of 58

(This page intentionally left blank.)

http://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007



Legg Mason

http://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007

Citisv

Page 57 of 58

Institutional Liquid Reserves

TRUSTEES

Elliott J. Berv

A. Benton Cocanougher

Jane F. Dasher

Mark T. Finn

Rainer Greeven

R. Jay Gerken, CFA
Chairman

Stephen Randolph Gross

Richard E. Hanson, Jr.

Diana R. Harrington

Susan B. Kerley

Susan M. Heilbron

Alan G. Merten

R. Richardson Pettit

INVESTMENT MANAGER

(OF LIQUID RESERVES

PORTFOLIO)

Legg Mason Partners Fund Advisor, LLC

SUBADVISER
Western Asset Management Company

DISTRIBUTORS
Citigroup Global Markets Inc.
Legg Mason Investor Services, LLC

CUSTODIAN
State Street Bank and Trust Company

TRANSFER AGENTS

Boston Financial Data Services, Inc.
2 Heritage Drive

North Quincy, MA 02171

PFPC Inc.
4400 Computer Drive
Westborough, MA 01581

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
KPMG LLP

345 Park Avenue

New York, NY 10154



Legg Mason Page 58 of 58

://prospectus-express.newriver.com/pnet/get template.asp?clientid=legg&userid=&fund... 7/6/2007



