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ITEM 1.  REPORT TO STOCKHOLDERS.

                The Annual Report to Stockholders is filed herewith.
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Letter from the chairman

Dear Shareholder,

Economic growth in the U.S. was mixed during the 12-month reporting period ended October 31, 2008. Looking back, third quarter 2007 U.S.
gross domestic product (�GDP�)i growth was a strong 4.8%. However, continued weakness in the housing market, an ongoing
credit crunch and soaring oil and food prices then took their toll on the economy, as fourth quarter 2007 GDP declined
0.2%. The economy then expanded 0.9% and 2.8% during the first and second quarters of 2008, respectively. This
rebound was due, in part, to rising exports that were buoyed by a weakening U.S. dollar, and solid consumer spending,
which was aided by the government�s tax rebate program. The dollar�s rally and the end of the rebate program,
combined with other strains on the economy, then caused GDP to take a step backward in the third quarter of 2008.
According to the preliminary estimate released by the U.S. Department of Commerce, third quarter 2008 GDP
declined 0.5%.

The latest Bureau of Economic Research release indicates that the U.S. is currently in recession. Evidence supporting this conclusion includes a
slowdown in consumer spending, with four consecutive months of declining retail sales from July through October 2008. According to the
Department of Commerce, October�s 2.8% fall in retail sales is the sharpest decline since it began tracking this data in 1992. In terms of the job
market, the U.S. Department of Labor reported that payroll employment declined in each of the first 10 months of 2008. Year-to-date through
October, roughly 1.2 million jobs have been shed and the unemployment rate now stands at 6.5%, its highest level since 1994.

Ongoing issues related to the housing and subprime mortgage markets and seizing credit markets prompted the Federal Reserve Board (�Fed�)ii to
take aggressive and, in some cases, unprecedented actions. Beginning in September 2007, the Fed reduced the federal
funds rateiii from 5.25% to 4.75%. This marked the first such reduction since June 2003. The Fed then reduced the
federal funds rate on six additional occasions through April 2008, bringing the federal funds rate to 2.00%. The Fed
then shifted gears in the face of mounting inflationary prices and a weakening U.S. dollar. At its
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Letter from the chairman continued

meetings in June, August and September 2008, the Fed held rates steady. Then, on October 8, 2008, in a global coordination effort with six
central banks around the world, interest rates were cut in an attempt to reduce the strains in the global financial markets. At that time, the Fed
lowered the federal funds rate from 2.00% to 1.50%. The Fed again cut rates from 1.50% to 1.00% at its regularly scheduled meeting on
October 29, 2008. In conjunction with its October meeting, the Fed stated: �The pace of economic activity appears to have slowed markedly,
owing importantly to a decline in consumer expenditures. ... Moreover, the intensification of financial market turmoil is likely to exert additional
restraint on spending, partly by further reducing the ability of households and businesses to obtain credit.�

In addition to the interest rate cuts, the Fed took several actions to improve liquidity in the credit markets. In March 2008, the Fed established a
new lending program allowing certain brokerage firms, known as primary dealers, to also borrow from its discount window. Also in March, the
Fed played a major role in facilitating the purchase of Bear Stearns by JPMorgan Chase. In mid-September 2008, it announced an $85 billion
rescue plan for ailing AIG and pumped $70 billion into the financial system as Lehman Brothers� bankruptcy and mounting troubles at other
financial firms roiled the markets.

The U.S. Department of the Treasury has also taken an active role in attempting to stabilize the financial system, as it orchestrated the
government�s takeover of mortgage giants Fannie Mae and Freddie Mac in September. In addition, on October 3, 2008, the Treasury�s $700
billion Troubled Asset Relief Program (�TARP�) was approved by Congress and signed into law by President Bush. As part of TARP, the
Treasury had planned to make a $250 billion capital injection into some of the nation�s largest banks. However, in November 2008 (after the
reporting period ended), Treasury Secretary Paulson said the Treasury no longer intended to use TARP to purchase bad loans and other troubled
financial assets.

During the 12-month reporting period ended October 31, 2008, both short- and long-term Treasury yields experienced periods of extreme
volatility. Investors were initially focused on the subprime segment of the mortgage-backed market. These concerns broadened, however, to
include a wide range of financial institutions and markets. As a result, other fixed-income instruments also experienced increased price volatility.
This unrest triggered several �flights to quality,� causing Treasury yields to move lower (and their prices higher), while riskier segments of the
market saw their yields move higher (and their prices lower). This was particularly true toward the end of the reporting period, as the turmoil in
the financial markets and sharply falling stock prices caused investors to flee securities that were perceived to be risky, even high-quality
corporate bonds and high-grade municipal bonds.

II Western Asset Municipal High Income Fund Inc.
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At one point in September, the yield available from the three-month Treasury bill fell to 0.04%, as investors were essentially willing to forgo any
return potential in order to access the relative safety of government-backed securities. During the 12 months ended October 31, 2008, two-year
Treasury yields fell from 3.94% to 1.56%. Over the same time frame, 10-year Treasury yields moved from 4.48% to 4.01%.

The municipal bond market underperformed its taxable bond counterpart over the 12 months ended October 31, 2008. Over that period, the
Barclays Capital Municipal Bond Indexiv and the Barclays Capital U.S. Aggregate Indexv returned -3.30% and 0.30%,
respectively. Even though municipal securities typically hold up fairly well during periods of market volatility, the
aforementioned flight to quality into Treasuries negatively impacted the tax-free bond market.

A special note regarding increased market volatility

In recent months, we have experienced a series of events that have impacted the financial markets and created concerns among both novice and
seasoned investors alike. In particular, we have witnessed the failure and consolidation of several storied financial institutions, periods of
heightened market volatility, and aggressive actions by the U.S. federal government to steady the financial markets and restore investor
confidence. While we hope that the worst is over in terms of the issues surrounding the credit and housing crises, it is likely that the fallout will
continue to impact the financial markets and the U.S. economy during the remainder of the year and into 2009 as well.

Like all asset management firms, Legg Mason has not been immune to these difficult and, in some ways, unprecedented times. However, today�s
challenges have only strengthened our resolve to do everything we can to help you reach your financial goals. Now, as always, we remain
committed to providing you with excellent service and a full spectrum of investment choices. And rest assured, we will continue to work hard to
ensure that our investment managers make every effort to deliver strong long-term results.

We also remain committed to supplementing the support you receive from your financial advisor. One way we accomplish this is through our
enhanced website, www.leggmason.com/cef. Here you can gain immediate access to many special features to help guide you through difficult
times, including:

•  Fund prices and performance,

•  Market insights and commentaries from our portfolio managers, and

•  A host of educational resources.

Western Asset Municipal High Income Fund Inc. III
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Letter from the chairman continued

During periods of market unrest, it is especially important to work closely with your financial advisor and remember that reaching one�s
investment goals unfolds over time and through multiple market cycles. Time and again, history has shown that, over the long run, the markets
have eventually recovered and grown.

Information about your fund

Please read on for a more detailed look at prevailing economic and market conditions during the Fund�s reporting period and to learn how those
conditions have affected Fund performance.

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

December 1, 2008

All index performance reflects no deduction for fees, expenses or taxes. Please note that an investor cannot invest directly in an index.

i Gross domestic product (�GDP�) is the market value of all final goods and services produced within a country in a given period of time.

Edgar Filing: WESTERN ASSET MUNICIPAL HIGH INCOME FUND INC. - Form N-CSR

9



ii The Federal Reserve Board (�Fed�) 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.

iii The federal funds rate is the rate charged by one depository institution on an overnight sale of immediately available funds (balances at the
Federal Reserve) to another depository institution; the rate may vary from depository institution to depository institution and from day to
day.

iv The Barclays Capital (formerly Lehman Brothers) Municipal Bond Index is a market value weighted index of investment grade municipal
bonds with maturities of one year or more.

v The Barclays Capital (formerly Lehman Brothers) U.S. Aggregate Index is a broad-based bond index comprised of government, corporate,
mortgage- and asset-backed issues, rated investment grade or higher, and having at least one year to maturity.

IV Western Asset Municipal High Income Fund Inc.
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Fund overview

Q. What is the Fund�s investment strategy?

A. The Fund seeks high current income exempt from federal income taxes. The Fund invests primarily in intermediate-
and long-term municipal debt securities issued by state and local governments. However, the Fund may invest in
municipal obligations of any maturity. The Fund may invest in non-publicly traded municipal securities, zero-coupon
municipal obligations, and non-appropriation or other municipal lease obligations.

At Western Asset Management Company (�Western Asset�), the Fund�s subadviser, we utilize a fixed-income team approach, with decisions
derived from interaction among various investment management sector specialists. The sector teams are comprised of Western Asset�s senior
portfolio managers, research analysts and an in-house economist. Under this team approach, management of client fixed-income portfolios will
reflect a consensus of interdisciplinary views within the Western Asset organization.

Q. What were the overall market conditions during the Fund�s reporting period?

A. During the fiscal year, the U.S. bond market experienced periods of increased volatility. Changing perceptions
regarding the economy, inflation and future Federal Reserve Board (�Fed�)i monetary policy caused bond prices to
fluctuate. Two- and 10-year Treasury yields began the reporting period at 3.94% and 4.48%, respectively. Treasury
yields moved lower�and their prices moved higher�toward the end of 2007 and during the first quarter of 2008, as
concerns regarding the subprime mortgage market and a severe credit crunch caused a �flight to quality.� During this
period, investors were drawn to the relative safety of Treasuries, while increased risk aversion caused other segments
of the bond market to falter.

Treasury yields then moved higher in April, May and early June 2008, as the economy performed better than expected and inflation moved
higher. Over this period, riskier fixed-income asset classes, such as high-yield bonds and emerging market debt rallied. However, the credit
crunch resumed in mid-June, resulting in another flight to quality. Investors� risk aversion then intensified in September and October 2008 given
the severe disruptions in the global financial markets. During this time, virtually every asset class, with the exception of short-term Treasuries,
performed poorly. At the end of the fiscal year, two- and 10-year Treasury yields were 1.56% and 4.01%, respectively.

The Fed attempted to stimulate economic growth by cutting the federal funds rateii from 5.25% to 2.00% from September 2007
through April 2008. It then held rates steady until October 2008, citing inflationary pressures triggered by soaring oil
prices. However, with the global economy moving toward a

Western Asset Municipal High Income Fund Inc. 2008 Annual Report 1
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Fund overview continued

recession, oil prices falling sharply, and the financial markets in disarray, the Fed lowered interest rates twice in October 2008. The first cut
occurred on October 8th, as the Fed and several other central banks around the world lowered rates in a coordinated effort.
At that time, the Fed reduced the federal funds rate from 2.00% to 1.50%. Three weeks later, at its regularly scheduled
meeting on October 29th, the Fed lowered rates from 1.50% to 1.00%. The Fed also left the door open to further
actions, saying: �The Committee will monitor economic and financial developments carefully and will act as needed to
promote sustainable economic growth and price stability.�

Tax-free bonds were not immune to the volatility in the financial markets during the reporting period. In addition to increased risk aversion, the
municipal market was pressured by issues related to monoline bond insurers and a lack of liquidity. In addition, there were fears that an
economic recession would negatively impact municipalities, as they would generate less tax revenues.

Q. How did we respond to these changing market conditions?

A. During the 12-month reporting period, two major themes played out as we had expected. First, the municipal yield
curveiii steepened dramatically from a very flat to a more normal or, at various times, steep slope. Second, credit
quality spreads significantly widened and deleveraging in the municipal market created an environment where
demand for higher-quality tax-free securities increased. As a result of these developments, we extended the Fund�s
durationiv and added some attractively valued lower-quality securities to the portfolio.

Performance review

For the 12 months ended October 31, 2008, Western Asset Municipal High Income Fund Inc. returned -9.02% based on its net asset value
(�NAV�)v and -10.89% based on its New York Stock Exchange (�NYSE�) market price per share. The Fund�s unmanaged
benchmark, the Barclays Capital Municipal Bond Indexvi, returned -3.30% over the same time frame. The Lipper
High Yield Municipal Debt Closed-End Funds Category Averagevii returned -21.19% for the same period. Please note
that Lipper performance returns are based on each fund�s NAV.

Certain investors may be subject to the federal alternative minimum tax, and state and local taxes will apply. Capital gains, if any, are fully
taxable. Please consult your personal tax or legal adviser.

During the 12-month period, the Fund made distributions to shareholders totaling $0.42 per share. The performance table on the next page shows
the Fund�s 12-month total return based on its NAV and market price as of October 31, 2008. Past performance is no guarantee of future
results.
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PERFORMANCE SNAPSHOT as of October 31, 2008 (unaudited)

PRICE PER SHARE
12-MONTH

TOTAL RETURN*
$7.08 (NAV) -9.02 %
$6.53 (Market Price) -10.89 %

All figures represent past performance and are not a guarantee of future results.

*Total returns are based on changes in NAV or market price, respectively. Total returns assume the reinvestment of all distributions
in additional shares in accordance with the Fund�s Dividend Reinvestment Plan.

Q. What were the leading contributors to performance?

A. An overweight to higher-quality issues contributed to the Fund�s relative performance as these positions
outperformed lower-rated securities during the reporting period. An overall shorter duration versus the benchmark
also helped performance as longer duration securities underperformed their shorter duration counterparts. An
overweight to the Pre-refundedviii sector of the municipal market was a positive contributor as these securities
benefited from the flight to quality that occurred throughout the fixed-income market. An underweight to the Housing
sector was also a relative contributor as this sector performed poorly due to negative developments in the residential
housing market. A lack of exposure to the Tobacco sector benefited relative performance as this was one of the worst
performing areas in the municipal bond market.

Q. What were the leading detractors from performance?

A. An overweight to the Health Care1 sector detracted from relative performance as spreads within this sector widened
significantly during the fiscal year. The Fund�s exposure to the Industrial Development Revenue/Pollution Control
Revenue sector was a detractor from performance as these securities, which are essentially backed by corporations,
experienced significant spread widening during the reporting period. While the Fund�s duration was shorter than that of
its benchmark, it held certain longer duration positions in the portfolio when the reporting period began. We also
added some longer duration securities to the portfolio in the spring of 2008. These holdings detracted from results due,
in part, to continued deleveraging which caused longer maturity municipal securities to lag their shorter maturity
counterparts.

1 Health Care consists of the following industries: Hospitals/Nursing Facilities, Pharmacy Services, Medical Wholesale Drug Distributors,
Drug Delivery Systems, Medical Products/Instruments, Medical & Laboratory Testing, Healthcare Cost Containment and Scientific
Instruments.
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Fund overview continued

Looking for additional information?

The Fund is traded under the symbol �MHF� and its closing market price is available in most newspapers under the NYSE listings. The daily NAV
is available on-line under the symbol �XMHFX� on most financial websites. Barron�s and The Wall Street Journal�s Monday edition both carry
closed-end fund tables that provide additional information. In addition, the Fund issues a quarterly press release that can be found on most major
financial websites, as well as www.leggmason.com/cef.

In a continuing effort to provide information concerning the Fund, shareholders may call 1-888-777-0102 (toll free), Monday through Friday
from 8:00 a.m. to 6:00 p.m. Eastern Time, for the Fund�s current NAV, market price and other information.

Thank you for your investment in Western Asset Municipal High Income Fund Inc. As always, we appreciate that you have chosen us to manage
your assets and we remain focused on achieving the Fund�s investment goals.

Sincerely,

Western Asset Management Company

November 18, 2008

4 Western Asset Municipal High Income Fund Inc. 2008 Annual Report
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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: The Fund may use derivatives, such as options and futures, which can be illiquid, may disproportionately increase losses, and have a
potentially large impact on Fund performance. High-yield bonds involve greater credit and liquidity risks than investment grade bonds. As
interest rates rise, bond prices fall, reducing the value of the Fund�s share price. Certain investors may be subject to the federal alternative
minimum tax, and state and local taxes will apply. Capital gains, if any, are fully taxable.

All index performance reflects no deduction for fees, expenses or taxes. Please note that an investor cannot invest directly in an index.

i The Federal Reserve Board (�Fed�) 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.

ii The federal funds rate is the rate charged by one depository institution on an overnight sale of immediately available funds (balances at the
Federal Reserve) to another depository institution; the rate may vary from depository institution to depository institution and from day to
day.

iii The yield curve is the graphical depiction of the relationship between the yield on bonds of the same credit quality but different maturities.
iv Duration is the measure of the price sensitivity of a fixed-income security to an interest rate change of 100 basis points. Calculation is

based on the weighted average of the present values for all cash flows.
v Net asset value (�NAV�) is calculated by subtracting total liabilities and outstanding preferred stock (if any) from the closing value of all

securities held by the Fund (plus all other assets) and dividing the result (total net assets) by the total number of the common shares
outstanding. The NAV fluctuates with changes in the market prices of securities in which the Fund has invested. However, the price at
which an investor may buy or sell shares of the Fund is at the Fund�s market price as determined by supply of and demand for the Fund�s
shares.

vi The Barclays Capital (formerly Lehman Brothers) Municipal Bond Index is a market value weighted index of investment grade municipal
bonds with maturities of one year or more.

vii Lipper, Inc., a wholly-owned subsidiary of Reuters, provides independent insight on global collective investments. Returns are based on
the 12-month period ended October 31, 2008, including the reinvestment of all distributions, including returns of capital, if any, calculated
among the 14 funds in the Fund�s Lipper category.

viii A pre-refunded bond is a bond in which the original security has been replaced by an escrow, usually consisting of treasuries or agencies,
which has been structured to pay principal and interest and any call premium, either to a call date (in the case of a pre-refunded bond), or
to maturity (in the case of an escrowed to maturity bond).

Western Asset Municipal High Income Fund Inc. 2008 Annual Report 5
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Fund at a glance (unaudited)

INVESTMENT BREAKDOWN (%) As a percent of total investments � October 31, 2008
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Schedule of investments

October 31, 2008

WESTERN ASSET MUNICIPAL HIGH INCOME FUND INC.

FACE
AMOUNT SECURITY VALUE

MUNICIPAL BONDS � 96.2%
Alaska � 0.6%

$ 1,055,000 Alaska Industrial Development & Export Authority Revenue,
Williams Lynxs Alaska Cargoport, 8.125% due 5/1/31(a) $       911,699
Arizona � 1.6%

1,720,000 Phoenix, AZ, IDA, MFH Revenue, Ventana Palms Apartments
Project, 8.000% due 10/1/34* 1,853,266

1,000,000 Salt Verde, AZ Financial Corp., Gas Revenue, 5.000% due
12/1/37 613,230
Total Arizona 2,466,496
Arkansas � 1.1%
Arkansas State Development Financing Authority:

1,000,000 Hospital Revenue, Washington Regional Medical Center, 7.375%
due 2/1/29(b) 1,061,200

600,000 Industrial Facilities Revenue, Potlatch Corp. Projects, 7.750% due
8/1/25(a) 528,138
Total Arkansas 1,589,338
California � 6.1%

1,500,000 Barona, CA, Band of Mission Indians, GO, 8.250% due
12/1/20(c) 1,443,885

2,000,000 California Health Facilities Financing Authority Revenue,
Refunding, Cedars-Sinai Medical Center, 5.000% due 11/15/27 1,757,380
Golden State Tobacco Securitization Corp., California Tobacco
Settlement Revenue:

2,000,000 Asset Backed, 7.800% due 6/1/42(b) 2,330,960
1,000,000 Enhanced Asset Backed, 5.625% due 6/1/38(b) 1,075,040

600,000 Redding, CA, Redevelopment Agency, Tax Allocation, Shastec
Redevelopment Project, 5.000% due 9/1/29 500,598

1,865,000 Vallejo, CA, COP, Touro University, 7.375% due 6/1/
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