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Warr en Buffe tt called on U.S. Congress to maintain  the
estate tax, saying that plans to repeal the levy would bene-
fi t a handful of the richest American familie s and widen
U.S. incomedisparity. Mr. Buffett, thebillion aire chairman
of Omaha, Neb.-based BerkshireHathaway Inc., told the
Senate FinanceCommittee that advocates of repeal were
“dead wrong” to call  thelevy a “death tax.” It would bemore

appropriate to call it a “death present,” said Mr. Buffett, 77,
who is the third-richest person in the world, accord-
ing to Forbes magazine. “A meaningful estate tax is 
needed to prevent our democracy from becoming a
dynastic plutocracy.” Congressional Democrats are

lik ely to seize on Mr. Buffett’s comments to bolster their
argument that repeal of theestate tax amounts toa windfall

for a few wealthy familie s. Republicans have pushed
to permanently eliminate the tax or reduce the rate
and increase the valueof exempt estates. Mr. Buffett
said that in the past 20 years, tax laws haveallowed
the “super-rich” to get richer. Bloomberg News

‘D Y N A S T I C P L U T O C R AC Y ’
Buffett argues abolishing theU.S. estate tax would benefit afew rich families

B Y D UNCAN M AV IN

The right management team is as
important as strategy for a buying
fund when making a private-equity
deal, says Christian Zabbal, senior
partner at Montreal-based consult-
ancy ghSmart &Co.

Mr. Zabbal cites a private-equity
client of ghSmart that was looking at 
installing a highly successful indi vid-
ual with a great track record in a New 
York-basedcompany it had acquired.

But after “peeling back the onion,” 
ghSmart found that the person the
fund had selected to run its newly 
bought high-growth asset Ñ launch-
ing new products and opening new 
offices Ñ had been most successful
whendoing theexact opposite.

“He was particularly good at
squeezing operations and motivating
people to cut costs,” says Mr. Zabbal. 
“This was thekey to his success across
all his roles. There was no fit.”

Mr. Zabbal, who spent seven years
as a management consultant with
McKinsey &Co., is a senior partner in
ghSmart. The company was founded
12 years agoand counts privateequity
giants such as Blackstone Group,
EdgestoneGroup, and Carlyle Group
among its clients, covering most of
the big funds in North America and
Europe. GhSmart has collectedassess-
ments on more than 10,000 executive-
level indi viduals.

Mr. Zabbal is alsooneof theauthors
of a book due out next summer that 
addresses many of the hiring issues
private-equity firms must overcomeif
they want to turn a takeover into valu-
able returns.

“Strategy is great but if  you don’t 
have the right people,it’s not all  that 
powerful,” Mr. Zabbal said . “The key 
question is not a ‘what’ question. It’s 
a ‘who’ question . Funds used to go
through the management-hiring pro-
cess by ‘gut feel.’ ”

What was once a “very arty” way 
to do things Ñ  “a black art of voodoo
hiring” Ñ has becomemore scientif ic
and analytical as firms have realized
it is the key to the success of their in-
vestments,” Mr. Zabbal said . “If you
back the right team, you tend to make
money.”

Dif ferent funds have dif ferent ap-
proaches to running  their new ac-
quisitions: Some will always back the
management group that is already in
place, while other funds havean inside
unit ready to dispatch as soon as the
deal as done. “There really isn’t talent
and not-talent. It’s really a question
of fit between what the person can do
and the expectation of investors,” Mr.
Zabbal said.

Today’s hiring process is a li ttle
more scientif ic than in  the past, but
it has not totally done away with gut
feelings. “Chemistry” is important,
too, especially if part of the existing
team is staying around.

“You need to see what the existing
management group is lik e and how
they work best toavoid the ‘transplant
reject’; somebody whocould be terrif ic
but for whatever stylistic reason could
crash and burn,” Mr. Zabbal said. “The
mistakes are very expensive.”
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B Y CARRIE T AIT

Private-equity houses have spent the
past few years steamrolling  so-called
strategic buyers Ñ companies that
operate in  the same industry as the
target company Ñ because they were
sloshing around in cheap money. But 
this summer’s credit woes may put an
end to that trend and favour a forgot-
ten player in  the takeover game: stra-
tegic buyers.

“Privateequity was at the top of the
heap for a long, long time. Becauseof
the way they were using leverage, they 
could generate returns that no one
elsecould manage,” said TerenceDob-
bin, a partner and mergers and acqui-
sition specialist at Ogilvy Renault LLP. 
“It was very hard to compete with pri-
vateequity on an acquisition.”

But this summer’s liquidi ty pinch,
prompted by defaults in  the Uni ted
States’ subprime mortgage market,
has made it moredifficult to whip up
deals that could promise the lucrative
returns private equity players have
been spoiled by. “This has restored
the balance between private-equity
investors and industry investors,” Mr.
Dobbin  said . Suddenly, the returns 
strategic buyers can generate through
cost-savings Ñ known as “synergies”
in deal-speak Ñ may be able to out-
pace the returns private-equity shops
can create via leverage. “Thefinancial
engineers are giving way to the real
engineers,” Mr. Dobbin said.

Peter Slan, head of Scotia Capital’s 
Canadian private equity group, does
not think changes in theliquidi ty mar-
ket will have a dramatic effect here. 
“The Canadian market is very dif-
ferent than theU.S. market,” he said.

“In the more conventional Canadian
private-equity transaction, which is
typically a mid-market transaction,
the leveragelevels havenot movedall
that much. The covenants have not
becomeall  that moreonerous.”

The reason there hasn’t been a
notable shif t in  the Canadian mar-
ket is simple: Even in  the thick of ac-
tion last spring Ñ  the peak of theU.S.
market Ñ Canadian deals came with
moremodest leveragelevels and still
included somecovenants.

“We never got as aggressiveas the
U.S. marketplace got,” Mr. Slan said .

“Ratcheting up the loan size, ratchet-
ing down thecovenants Ñ  that never 
happened to anywhere near the
same extent in Canada” as it did  the
UnitedStates.

Further,Mr. Slan argues there are
plenty of private-equity fi rms that 
have always been conservative and
havea bias toward building business-
es and working  with management 
teams rather than favouring fancy
financial engineering. For thesebuy-
ers,nothing has changed.

And  while debt markets have
rocked the private equity landscape,

don’t count thoseplayers out just yet.
“History shows that particularly

in  the world of buyouts, some of the
best deals are done in  times of un-
certain ty,” Don Gogel, chief execu-
tive of Clayton,Dubilier & Rice, said
in a speech at the Canadian Private
Equity and Hedge Funds Summi t
hostedby Insight Information yester-
day. “The broader point is that more
creativity will be applied to putting
together fi nancing from non-trad-
itional capital providers.”
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P R I V A T E E Q U I T Y G R O U P

McMillan Binch MendelsohnÕsPrivate Equity Group is recognized
domestically and internationally for i ts enterprising, multi-disciplinary
approach to getting deals done efÞciently and effect ively for buy-out
funds, hedge funds, funds of funds, venture capital funds, distressed
debt funds and real estate funds. Whether structuring and forming a
fund, providing regulatory on fund operations, designing sophisticated
transact ion structures or negotiating complex acquisition agreements,
our signiÞcant experience and insights enable value maximization and
investment protect ion.

McMillan Binch Mendelsohn LLP, a leading Canadian business law Þrm,
is commit ted to advancing our clientsÕinterests through exemplary
client service combined with thoughtful and pragmatic advice. The Þrm
is a dynamic, values dri ven organization with a sophisticated and
dynamic approach to providing Canadian, cross-border and international
clients with prac tical and creative solutions.

For more information please contact Michael Whitcombe,
Partner 416 -865 -7126.

We make the deal,
Work.


