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SAN FRANCISCO - Smith Barney has once
again refused to spin off an dite corps of its
financia adviserswho beseeched thefirm to put
them into a separate division - but thistime, the
New Y ork-based wirehouseis paying aprice.
Some of the veteran Smith Barney financid
advisers- denied the greater autonomy they seek
from their broker-dedler - have recently |eft,
taking hillions of dollarsin client assetswith
them.

They may aso have planted aseed with like-
minded financid advisers, encouraging themto
look toward their own independence.

The departing advisers said they have been
asking Smith Barney since 1993to forma
digtinct unit thet would creste a Chinesewal
thick enough that they can tdl dlients
definitively thet there are no conflicts of interest
with the broker-dedler.

Michad J. Francis, president of Francis
Investment Counsdl LLC in Hartland, Wis.,,
who had $2 hillion under management when he
left Smith Barney in April, said thet thistime, he
wasnt willing to take no for an answer from
Smith Barney.

No choice

"| fet that | didn't have achoice but to leave
Smith Barney," hesaid.

Themoreintense scrutiny being paid to both
plan sponsors and to investment firmslike hisis
forcing Mr. Francisto proactively seek better
waysto render squesky-clean advice.

"Smith Barney is getting remuneration from
mutua fund companiesthat I'm recommending
totheplans" hesad. "Therein liesthe
problem.”

Mr. Francis said it became a problem for him
that his broker-dedler had the gppearance of
conflicts of interest as defined by the Employee
Retirement Income Security Act & atimewhen
New York Attorney Generd Eliot L. Spitzer
and are-energized Securitiesand Exchange
Commission were "witch hunting.”

James Stoker, principa with Waterstreet

Investment Consultants LLC in Audtin, Texas, said he
|eft Smith Barney on Sept. 17 with more than $1
billion of retirement assets because hisassociation with
the broker-deder was making his businessunravel.

"Welost acouple of long-term clientswho cited these
conflicts of interest with Smith Barney," he said.

Kim Atwater, apokeswoman for Smith Barney, said
her company doesn't comment on employeeswho
have departed.

In an earlier InvesmentNews interview, Paul Hatch,
New Y ork-based director of managed accounts at
Smith Barney and head of its Consulting Group in
Wilmington, Del., downplayed advisers fiduciary
concerns, saying that they had been raising them for
sometime.

Former Smith Barney employees and industry
consultants said that the departures by some of the
firm'smost loyd, profitable and high-profile financid
advisersis getting attention a the highest corporate
levels.

According to one former Consulting Group executive,
there are as many as 100 of these dite advisersto
retirement plans who combined have as much as $100
billion under management.

According to insders, the request for a pinoff was
taken to Sdlie Krawcheck, who until Nov. 1 was
Smith Barney's chief executive, and shewouldn't
follow through onit.

Mr. Stoker said that even she didn't have the power to
shift tens of hillions of dollars out from under branch
managers whose compensation is so closdy linked to
st leves.

Ms. Atwater declined to comment on thisissue.

One Smith Barney concern, consultants said, isthat
retirement advisers who may be contemplating
departure work under the same group astheregular
stockbrokers and fraternize with them regularly as
members of the Association of Professona
Investment Consultants, a\Washington-based
independent association that comprises Smith Barney
advisers,

"Rumor hasit that |lots of [other Smith Barney
financid adviserg arelooking  leaving," Mr. Francis
sad.

According to Stephen C. Winks, principa with
SrConsultant.comin Richmond, VVa.,, one reason for
that isthat Mr. Stoker was seen as akey role model
who captivated APIC audiences by speaking about
advancing toward best-practices perfection.

"[Smith Barney brokers] beginto ask, 'Can | beas
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good professiondly - dwaystrying to do the

Michael J. Francis: “I felt that | didn’t
have a choice but to leave Smith Barney.”

right thing as much as Jm Stoker - and stay
with thefirm?" Mr. Winkssaid.

Indeed, Bevin Crodian, former director of
fiduciary services at the Consulting Group,
sad that hisformer employer and dl the other
New Y ork-based wirehouses are being put in
the untenable position of trying to show that
the gppearance of conflict isnt red. "Now
they'rein the position wherethey'retrying to
prove anegative - that there's not a payoff
here" hesaid.

Indeed, Mr. Stoker said that Smith Barney
would have atough time disproving the
conflicts his clients perceive. For example, he
said, he couldn't dways provide customers
with the best separate-accounts manager,
because the firm chose not to research
managersif they lacked the capacity to make it
economical.

Mr. Stoker gave another examplerelating to
dternativeinvesments.

"To find agood hedge-fund-of-funds manager,
you need research on dl thelayers” he said.
"You can't comply with that so [wirehouse]
brokershaveto avoid it."

Theirony isthat neither Mr. Francisnor Mr.
Stoker has hard fedings toward Smith Barney.
Mr. Francis said that he might even be willing
to return to thefirm were it to creaste an am's-
length spinoff group.

Hesaid heinitidly lost abig chunk of his$2
billion in assetsto plan sponsorswho felt safer
staying with Smith Barney despite potentia
conflicts. But Mr. Francis said heis now back
up to $1.5 hillion under management, and heis
closing fagt on his high-water mark.

"People are very receptive to thewhole
independenceissug," he said.



