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10 Steps to Successful Credit Union Mergers

D. Hilton’s 30 years of experience in credit union mergers has taught us that no two credit unions
are exactly alike. As such, these ten steps are meant to provide a foundation for executing a
successful merger, but are by no means absolute. As a third party consultant, D. Hilton’s job is to
assist both credit unions in navigating these steps and ensure member value at all stages.

o Cultural Due Diligence

First, both organizations must become acclimated
with each other’s culture and value proposition
through a series of meetings. Participants typically
include key senior managers and Board members.
The sessions typically take place in offsite locations
to protect confidentiality. Discussions should be
high level and focused on culture, member value,
and employee value. D. Hilton acts as facilitator
through the sessions to build relationships and begin
identifying potential deal breakers. The key question
that should be answered in step one is, “Would our
two credit unions be better together than either would
be on its own?”

e Board Decision to Explore Deeper

At the conclusion of step one, the Board at each
credit union should determine their interest in moving
forward towards operational due diligence. This

is a critical juncture as due diligence work is time
consuming and has expense. Each Board should ask
two questions:

Question 1: “Based on what we know today and the
value we think can be created, does the Board wish to
merge with the other credit union?” The Board should
know that this does not mean the deal is set in stone
but is more of a “rubber meets road” milestone.

Question 2: “Are there any absolutes that the other
credit union must honor for the merger to take place?”

The objective here is to get any absolutes on the table
early. Rarely are these absolutes negotiated to a final
offering, but instead are more of an “agreement in
principal” before money and time is spent on formal
due diligence. For example, if the logo of one credit
union must absolutely remain in place, it is better

to know now than later. D. Hilton facilitates these
discussions with each credit union to identify these
deal breakers and acts as independent third party to
assist both organizations in reaching a compromise.

e Letter of Intent

Should both credit unions wish to move forward
towards due diligence, it is important that a
discussion take place about those absolutes to
ensure both parties are in “agreement in principal”.
The letter of intent serves as a formal agreement
between both parties and includes any absolutes that
have been discussed, an agreement of confidentiality,
handling of expenses, and a stated exclusivity period.
D. Hilton assists both organizations with developing
the letter of intent and ensures that the details agreed
upon are clearly articulated. Both Boards will make a
formal motion to proceed with merger due diligence
and execute the letter of intent. Because this letter of
intent does not mean that the merger will happen, it is
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important to keep the Board decision as confidential
as possible. Notification to the employees and
membership is not typically recommended at this
stage to protect both organizations should merger
discussions cease.

o Due Diligence

Both parties will need to conduct various due
diligence across a wide spectrum of areas.
Examples of areas included in due diligence are
human resources, products, contracts, accounting,
technology, etc. D. Hilton has extensive experience
in evaluating the various aspects of a merger and will
work with both credit unions to review and provide
guidance throughout the due diligence process. The
goal is to determine what the merger will cost (one
time and ongoing), what the combined organization
will look like, and what the membership gains through
the merger. Both credit unions will receive a due
diligence report that details all findings, presents a
business plan for the combined organization and
clearly demonstrates the degree of member value
through the merger. Examples of areas D. Hilton
typically reviews include, but are not limited to:

* Goals/objectives of the proposed merger;

* Model for organizational structure and reporting
structure for all front and back office functions
based on discussion by both parties;

*  Board and committee structure for the combined
organization;

* Both credit union’s policies and procedures and
any changes in policies/procedures under the
combined organization;
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Both credit union’s products and service offerings
for discrepancies;

Impact the merger will have on product and
service offerings (including terms);

Product and service offerings for the combined
organization (gains/losses);

Rates and fees of both credit unions and
illustration of the cost additions or savings that
both memberships would receive under the
combined organization;

Executive and staff compensation programs
(base salaries and incentive/bonus programs)
and illustration of the program for the combined
credit union (including timeline for cancellation of
vendors);

Health and welfare benefits providers, program
components, and contracts in place and
illustration of the offerings for the combined credit
union (additions/subtractions);

Retirement program vendors, program
components and contractual review and outline of
the offerings of a combined credit union (including
timeline for cancellation of vendors);

Potential expense savings of a merger, one time
related expenses, and growth scenarios based on
a merger;

Combined financials and estimations of future
performance and benefit to the member;

Major third-party contracts, costs of contract
termination, and expense savings from
consolidation.
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e Negotiation/Agreement to Merge

At this point, both parties need to be clear on what
each is promising. Examples of commitments that
may be discussed include employee commitments,
volunteer commitments, and operations
commitments. D. Hilton will work with both Boards
to negotiate all final issues. Once completed, these
agreements will be formalized in a modified letter of
intent titled “Agreement to Merge” that D. Hilton will
provide. Both Boards will make a motion to move
forward with the merger (application process) and
execute the agreement.

e Merger Announcement

A communication plan needs to be initiated that
involves notifying the members and community. The
employee announcement and a member mailing

will need to take place. D. Hilton recommends

the first notification be a simple letter from both
CEOs or Board Chairs detailing what is happening
and promises of more information to come. D.

Hilton recommends a second mailer in advance

of the member vote that discusses benefits of the
merger and instructs the member to look for a vote
packet in the near future. D. Hilton will develop a
communication strategy for both credit unions, create
multiple communications pieces for all stakeholders
(members, employees, volunteers, community), and
act as both credit unions’ communications partner
in ensuring the member value message is delivered.
Depending on the size and complexity of the merger,
announcements may need to take place before due
diligence begins.
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0 Merger Application

A formal merger application will be developed by D.
Hilton for state and/or federal regulators. Included in
this application are official merger forms, a merger
plan, financials, member vote materials, etc. The
application is submitted by the continuing credit union
and requests permission from regulators to proceed
with a membership vote. Application review and initial
approval to proceed with a member vote is roughly 60
days. D. Hilton handles all application development,
provides guidance on all form submissions and
assists in any regulator clarifications or document
changes needed.

e Special Meeting & Member Vote Process

No merger is complete without a majority affirmative
vote by the membership (majority of those who

vote must vote yes). The merging credit union must
provide members the opportunity to vote on the
merger, typically by holding a special meeting of the
membership and/or conducting a mail ballot process.
D. Hilton recommends a mail ballot be conducted to
ensure all members (especially out of state members)
have the opportunity to voice their opinion. D. Hilton
creates all ballot materials and handles the vote
process to ensure the credit union complies with
regulations regarding ballot timeliness, and does the
vote tabulation/certification. The entire process takes
about eight weeks to complete.
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e Final Regulatory Approval @ Integration

Upon a successful vote, D. Hilton will provide Upon final approval from the regulator, both
guidance to both credit unions for submission of credit unions can begin the integration process.
the final vote results along with a request to merge. This can take anywhere from six months to two
Regulators will approve the request and provide a final years, depending on the complexity of operations,
closing date for the merger, at which time the charter technology, and staffing. D. Hilton will provide

of the merging credit union will become inactive. This guidance to senior management throughout the
represents the completion of the merger on paper, but integration process to ensure a smooth transition.

not in actuality.

Conclusion

Mergers require significant time and resources, but the right fit can provide both institutions with success and
great opportunities for growth. Utilizing a third party like D. Hilton gives both credit unions an independent advisor
who can navigate the sometimes difficult process of bringing together two organizations with unique cultures,
executives, and perspectives. If you have questions or wish to discuss our services further, do not hesitate to call
us at (800) 367-0433 or visit our website at www.dhilton.com.
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Founded in 1985, D. Hilton Associates, Inc. is one of the most recognized financial
institution consulting firms in the country. D. Hilton has provided financial institution
consulting services to over 5,000 institutions nationwide, with assets ranging from $50
million to more than $15 billion. Our major practice areas are Executive Recruiting,
Compensation Services, Retention and Retirement, and Strategic Services.
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