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Welcome
Dear Valued Reader,
Welcome to the February 2014 installment of the Venue Market Spotlight. This month we have chosen to give
a financial regulation update for the global capital markets. I am pleased to bring you this edition of the Spotlight,
not only because it incorporates issues raised in many of our past editions - such as Big Data, Emerging Markets
M&A and Corporate Spinoffs – but also because it is a topic of timely relevance for the deal-making community.
Many recent regulatory mandates focus particularly on cross-border transactions. In fact, at the end of January,
the European Union pushed for the US to take a closer look at current and upcoming regulations that might
act as barriers to cross-border trade and investment. With market volatility being one of the biggest concerns
among deal-makers, particularly in the emerging markets, this type of regulation is key in addressing cross-border
investment viability.
In the wake of the 2007-2008 financial crisis, the global capital markets saw a vast restructuring in financial
regulation. In the 4 to 5 years since, this has remained a trend, and such regulatory changes are causing firms
to adapt M&A strategies as a whole, as well as their approach to maintaining compliance. In fact, the global
financial services sector saw an increase in M&A activity in 2013, a trend that is expected to continue in 2014.
Much of the activity was driven by financial institutions trying to comply with regulatory mandates that require
them to hold enough capital against assets that they own, to cope with reporting requirements and to divest
non-compliant units.
At RR Donnelley, we strive to understand and quickly address the challenges our demanding client base faces
on a daily basis. The A to Z financial resources offered by our Financial Services group, is just one testament to
our commitment to the global capital markets, and is unmatched in the industry. We offer not only the highest level
of data security withi®n our Venue® ®
® virtual data rooms, but streamline the disclosure process to help our clients
meet their regulatory compliance obligations with our ActiveDisclosure℠ solution.
As always, I appreciate your interest in the Venue Market Spotlight, and hope you enjoy this month’s edition.
Best regards,

Tom Juhase
President, Financial Services Group
RR Donnelley
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Foreword
The finalization of the Volcker Rule in December 2013, a major component of the
Dodd-Frank Act, has brought on a myriad of questions about the scale of financial
institutions covered by the rule. Volcker does not exist in a vacuum; it comes
coupled with Basel III and other regulations employed by different governments
across the globe as a reaction to the financial crisis. The need to comply with these
laws that are aimed at making sure banks are kept in line would inevitably lead
to M&A given its role in creating right-sized institutions while allowing them to
remain viable. This month’s Spotlight interviews investment bankers worldwide
to find out what their views are on the ramifications of these regulations, specifically
Volcker, for deal-making by banks of all sizes.
The drivers of M&A vary by the size and structure of the institution. Mega banks are seeking to
divest non-core assets to comply not only with capital requirements but also with Volcker’s ban
on proprietary trading. The newly minted regulation also puts a cap on larger bank investment
in private equity and hedge funds.
But more than the big banks, consolidation is expected mostly from mid-tier institutions as they
scramble to gain scale and remain profitable in light of the regulatory squeeze under Volcker.
“It will be the mid-cap institutions that will either consolidate or acquire to reach the critical mass
required to deal with Volcker Rule requirements,” says a Europe-based investment banker.
Foreign banks were not spared as the rule still covers them if their proprietary trading activities
are not conducted solely outside the United States.
Regardless of the different motivations behind these different institutions, one thing becomes
apparent: M&A has not only become an avenue of growth, its traditional role, for these financial
services firms. More importantly, it has become — whether it is the divestitures on the part of large
banks or small- and mid-tier bank consolidation — the pathway toward regulatory compliance in
the post financial crisis world.
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M&A has become the
pathway to regulatory
compliance post
financial crisis.

Survey
What do you think will happen to the volume of financial services
M&A in 2014?
7%

Somewhat
increase

13%

What do you think is the most significant regulation that will drive
divestiture activity in 2014?

	Implementation
of the Volcker
Rule

20%

Significantly
increase

Basel III

Remain the same

Solvency II
47%

Somewhat
decrease
20%

60%
33%

The global financial services sector saw an increase in M&A activity
last year. According to Mergermarket data, there were 1,217 deals in
2013 up from 1,144 in 2012. Most respondents expect deal-making
in the financial services to continue its upward trend. Sixty percent
think that M&A activity is going to somewhat increase while 20%
believe that activity is going to significantly rise with much of the deal
boost driven by regulatory requirements. “The need to abide by and
adopt new regulations has become increasingly challenging for the
financial services sector, prompting companies to consider M&A and
other alternative strategies,” a US-based investment banker says.

Financial services M&A to
continue its upward trend

A significant portion of participants say that the implementation of
the Volcker Rule is the most significant regulation that would drive
divestiture activity in 2014. “The Volcker Rule will likely lead to
divestments because of its risk-compliance requirements, which will
force institutions to sell their non-compliant subsidiaries,” a Europebased managing director says. Volcker’s imminence is firmly placing
it on the forefront of financial institutions’ regulatory compliance
calendars. The rule becomes effective on July15, 2015 and the
reporting requirements under Volcker for banking entities with
US$50bn or more in global trading assets and liabilities starts very
soon on June 30, 2014. Basel III is more of an ongoing concern.
Even though the rules are now in place in Europe and the US, many
of Basel III’s requirements are gradually being adopted in time for the
regulation’s full implementation on January 1, 2019. Solvency II’s
application date was also postponed by two years to January 1, 2016
due to delays in finalizing the directive’s text.
Respondents expect Basel III (33%) in the case of banks and Solvency
II (20%) in terms of insurance companies, to encourage the divestment
of units or assets that serve as a drag on capital. As an Asia-Pacific
investment banker says: “The more significant capital requirements
under Basel III will lead to M&A activity by companies in the financial
services sector as they divest their non-core assets.” It is the same story
for insurance companies. “Solvency II has a comprehensive scope
and presents challenges, I believe this would be the biggest driver of
divestitures in the insurance sector,” says an Asia-Pacific-based partner in
an investment bank. Divestitures have been driven by foreign banks that
are getting rid of their US-based proprietary trading operations.
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SURVEY (CONTINUED)
Given the significant amount of divestments resulting in a buyer’s
market, who do you expect to be the most active financial buyers
in 2014?
7%

Which region will see the most number of M&A transactions
driven by the need to comply with regulatory capital requirements
mandated by financial regulators?
13%

	Private equity

7%

Europe

	Insurance or
pension funds

North America
	Asia-Pacific

	Asset
management
firms

47%

40%
86%

In terms of financial buyers, an overwhelming majority of respondents
(86%) think that private equity will be the most active in 2014, citing
the amount of dry powder these companies have to deploy and buy
bank divestments. “Private equity firms have the capital to buy divested
assets. They are leading the market with their significant asset buying,”
says a US-based managing director. An equal number of respondents
(7%) think that insurance or pension funds and asset management firms
are going to be the most significant buyers in 2014.

Private equity firms target
operations divested by banks
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A plurality of respondents (47%) believe that Europe will see the
most M&A because of regulatory capital requirements, focused on
smaller players buying bank divested assets. “European banks are
undergoing restructuring as regulations drive activity in the small
and mid-sized business sector,” says a European-based investment
banker. Forty percent of respondents believe that North America
will see the most M&A driven by regulatory capital, while only 13%
think that Asia-Pacific will have the most regulatory-driven deals.
Similar to Europe, capital requirements are driving the smaller
M&A transactions in the US, with the deals often geared toward
improving a company’s operational efficiency, according to a USbased managing director.

Which financial services sub-sector do you expect will see the
most M&A driven by the implementation of the Volcker Rule?
7%

Which aspect of banking will see the most M&A as a result
of the Volcker Rule?
7%

Banking

13%

M&A among
community banks

	Insurance

Spin-off
proprietary
trading
operations

	Private equity
40%

53%

Sales of hedge
and private
equity operations

80%

A significant majority of respondents (80%) expect the banking
sector to experience the most M&A as a result of the Volcker Rule’s
implementation. “Volcker was mainly aimed at bank investments
so these institutions will be the most impacted, which would result in
changing strategies and a rise in the M&A deals,” an Asia-Pacificbased investment banker says. Many institutions had hoped that the
Volcker Rule’s final version would carry more exemptions in terms of
the type of bank activities that it covered. However, the approved
rule ended up containing the same provisions that drove banks to
divest non-compliant units and assets, a trend that is expected to
continue until July 21, 2015 when the rule takes full effect.

Banking sector top pick
to see the most M&A

With banks expected to be the most active dealmakers, respondents
were asked which specific parts of the industry will be most active
in M&A. The majority of respondents (53%) believe that M&A
among community banks will be the most active because of Volcker.
Even though regulators gave these banks a reprieve after Volcker’s
finalization in December 2013 — they can still keep the esoteric
securities they hold including so-called trust preferred securities —
some of these banks have already sold these holdings and suffered
losses. Further weakened, these institutions would need to merge with
the larger banks for scale rather than compliance. “M&A would be
an alternate strategy most appropriate to community banks as it has
become challenging for them to earn sufficient profits,” says an AsiaPacific-based investment banker.
Since the Volcker Rule has a prohibition on proprietary trading,
the larger banks have either aggressively or throughout time been
getting rid of their proprietary trading operations. Forty percent
of respondents think this will drive the most M&A under Volcker.
The rule also puts limits on investment in hedge and private equity
funds, which again have prompted disposals of these units by
banks. Seven percent of respondents believe getting rid of private
equity divisions would be the most common type of M&A under
Volcker. This phenomenon has resulted because regulators have
restricted banks’ illiquid holdings including their limited partnership
interests, which other private equity shops with money to deploy
can potentially purchase.
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SURVEY (CONTINUED)
What is the size of the banking institution where you expect to see
the most M&A as a result of the Volcker Rule?
7%

Mid-cap
institutions
Small-cap
institutions

33%

	Large-cap
institutions
60%

The majority of respondents believe that mid-cap institutions will
see the most M&A in 2014. Mid-tier banks are consolidating and
merging in order to get to the critical mass needed to cope with the
demands of making sure they are Volcker-compliant. As a US-based
investment banker says, mid-cap institutions will use M&A “to reduce
their financial and operational costs.” Respondents (33%) also believe
that small-cap institutions will engage in M&A to be financially viable.
“Small cap institutions will not be able to remain sustainable and will
make easy targets,” a US-based managing director says. A small
percentage (7%) believes that large-cap institutions are more likely to
engage in M&A by spinning-off prohibited businesses under Volcker.
In line with the survey’s findings, Mergermarket data also shows
that there have been more mid-market transactions in the overall
financial services sector. Even though the number of transactions
increased, their total value decreased to US$232.5bn in 2013
from US$282.8bn in 2012.
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Mid-cap institutions seek critical
mass to reduce operational costs

Notable 2013 deals in the room
Venue® data room: A special report
IPO

November 14, 2013

Vista Equity acquires
ACTIVE Network
September 30, 2013

Issuer Counsel: Paul, Weiss, Rifkind
Wharton & Garrison LLP

Target : ACTIVE Network

Private Equity Seller: Apollo

Counsel to Seller(s): DLA Piper

Underwriter(s): Goldman Sachs &
Co.; Morgan Stanley; Citigroup;
Credit Suisse; Wells Fargo Securities

Private Equity Buyer(s): Vista Equity Partners

Underwriter Counsel: Latham &
Watkins LLP
Industry: Books: Publishing, or Publishing
and Printing

Athlon Energy Inc. IPO
July 22, 2013

Issuers Counsel: Latham & Watkins LLP
Private Equity Seller: Apollo Global Securities
Underwriter Counsel: Baker Botts L.L.P.
Underwriter: Citigroup; Goldman Sachs
& Co.; BofA Merrill Lynch; UBS Investment
Bank; Wells Fargo Securities; Barclays;
Credit Suisse; RBC Capital Markets;
Scotiabank / Howard Weil; Tudor, Pickering,
Holt & Co.; CIBC; Credit Agricole CIB;
FBR; Lebenthal Capital Markets; Mitsubishi;
UFJ Securities; Simmons & Company
International; Stephens Inc.
Industry: Crude Petroleum and Natural Gas

AMR Corporation merges with
US Airways Group Inc.
February 14, 2013

Financial Advisor for Target (US Airways):
Barclays, Millstein & Co.
Counsel for Target: Cadwalader, Wickersham
& Taft LLP; Dechert LLP; Latham & Watkins LLP;
OʼMelveny & Myers LLP; Shearman & Sterling
LLP (Barclays)
Financial Advisor for Buyer (AMR Corp):
Mesirow Financial Holdings Inc; Moelis &
Company LLC; Rothschild
Counsel for Buyer: Jones Day; K&L Gates; Paul
Hastings LLP; Skadden Arps Slate Meagher &
Flom LLP; Weil Gotshal & Manges LLP

Financial Advisor to Seller(s): Citi

Financial Advisor to Buyer(s): Bank of
America Merrill Lynch
Counsel to Buyer(s): Kirkland & Ellis LLP
Industry: Computer software, Internet /
e-commerce, Portals, Application software
products, Software development

Bain Capital LLC acquires Blackhawk
Specialty Tools from Rock Hill
July 12, 2013

Target: Blackhawk Specialty Tools
Private Equity Seller(s): Rock Hill Capital
Group, LLC
Financial Advisor to Seller(s): Simmons &
Company International
Counsel to Seller(s): Winston & Strawn LLP
Private Equity Buyer(s): Bain Capital LLC
Counsel to Buyer(s): Latham & Watkins LLP,
Ropes & Gray LLP
Industry: Industrial products and
services;Industrial equipment and machinery

Cole Credit Property Trust II
and Spirit Realty Capital Merge
January 22, 2013

Financial Advisor for Seller: Barclays
Counsel for Seller: Latham & Watkins
LLP
Financial Advisor for Buyer: Gleacher
& Company; Morgan Stanley; UBS
Investment Bank
Counsel to Buyer : Goodwin Procter
LLP; Ropes & Gray LLP
Industry: Real Estate

Industry: Transportation, Airlines

For more information:
Please contact your
RR Donnelley Sales Rep.
Call 1.888.773.8379

Or visit www.venue.rrd.com
Venue demo (audio enabled):
http://www.rrdonnelley.com/venue/
Resources/ProductDemo.asp

Corporate Headquarters
111 South Wacker Drive
Chicago, IL 60606-4301
U.S.A.
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AOL acquires Adap.tv
August 7, 2013

Target: Adap.tv
Private Equity Seller(s): Redpoint Ventures;
Bessemer Venture Partners; Gemini Israel
Funds Ltd.; Spark Capital
Financial Advisor to Seller: Morgan Stanley
Counsel to Seller(s): Fenwick & West LLP

Financial Advisor to Buyer(s): Allen &
Company LLC
Counsel to Buyer(s): Gibson Dunn &
Crutcher LLP; White & Case LLP
Industry: Computer software, Internet /
ecommerce, Media, Advertising, Software
development

Softbank acquires Sprint Nextel Corp
July 11, 2013
Financial Advisor to Seller: Bank of America Merrill
Lynch; Citi; Rothschild; UBS Investment Bank
Counsel to Seller: Bingham McCutchen LLP; Cravath;
Swaine & Moore LLP; Lawler, Metzger, Keeney and
Logan; Paul Weiss Rifkind Wharton & Garrison LLP,
Polsinelli Shughart PC, Shearman & Sterling LLP,
Skadden Arps Slate Meagher & Flom LLP, Willkie Farr
& Gallagher LLP
Financial Advisor to Buyer: Credit Suisse; Deutsche
Bank AG; Goldman Sachs; JP Morgan; Mizuho Financial
Group Inc.; Raine Group LLC
Counsel to Buyer: Baker & McKenzie; Dow Lohnes PLLC;
Foulston Siefkin LLP; Mori Hamada & Matsumoto; Morrison
& Foerster LLP; Potter Anderson & Corroon LLP
Industry: Telecommunications: Carriers; Fixed line
telecoms Mobile/satellite telecoms carriers

Gap Inc. acquires Intermix, Inc.
from Goode Partners
January 3, 2013

Target: Intermix Inc.
Private Equity Seller(s): Goode Partners
Financial Advisor for Seller(s): The Sage
Group LLC
Counsel for Seller(s): Latham & Watkins LLP;
Jones Day; and Stikeman Elliott LLP
Counsel for Buyer(s): Orrick Herrington &
Sutcliffe LLP
Industry: Consumer: Other, Consumer:
Retail, Internet / e-commerce, Apparel,
Clothes and e-retailing

Deals. Done. Simple.

888.773.8379
www.rrdonnelley.com
www.venue.rrd.com

Copyright © 2014 R. R. Donnelley & Sons Company.
All rights reserved.

About RR Donnelley
RR Donnelley is a global provider of integrated communications. The company
works collaboratively with more than 60,000 customers worldwide to develop
custom communications solutions that help to drive top-line growth, reduce costs,
enhance ROI and ensure compliance. Drawing on a range of proprietary and
commercially available digital and conventional technologies deployed across
four continents, the company employs a suite of leading Internet based capabilities
and other resources to provide premedia, printing, logistics and business process
outsourcing services to clients in virtually every private and public sector.

About Venue
®

Venue® is a secure online workspace with a powerful feature-set and an intuitive design that
allow you to easily organize, manage, share and track all of your sensitive information.
Venue® data rooms provide complete control, ensuring that you can manage who has
access to your data room, which documents they see, and how they can interact with
those documents.

Rr Donnelley At A Glance
$10.48 billion

2013 net sales

55,000+

Employees

500+

Global locations

Nearly 125

Manufacturing
locations

750+

Issued and pending
patents

Nearly $1.2
billion

Capital investments
over the past five
years

Venue® data rooms are backed by RR Donnelley, a $10.2 billion corporation with more than
500 locations and over 55,000 employees worldwide. RR Donnelley’s total revenues are
larger than all other virtual data room providers combined. We bring extensive experience
to providing integrated communications services.
For more information regarding Venue,® RR Donnelley, or this report, please contact us directly.

Daniel Perez | Marketing Manager, Venue Data Room
RR Donnelley | Financial Services Group | financial.rrd.com
255 Greenwich St. | New York, NY 10007 | Phone: 888.773.8379
Fax: 212.341.7475 |venuecommunications@rrdvenue.com
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