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Members of the Boards of Directors:

  
  

We have completed and hereby provide an updated appraisal of the estimated pro forma market value of the common stock that has been 
offered in connection with the mutual-to-stock conversion transaction described below. 
  

This updated appraisal has been prepared in accordance with the written valuation guidelines promulgated by the Office of Thrift 
Supervision (“OTS”). Specifically, this updated appraisal has been prepared in accordance with the “Guidelines for Appraisal Reports for the 
Valuation of Savings and Loan Associations Converting from Mutual to Stock Form of Organization” as set forth by the OTS, and applicable 
regulatory interpretations thereof. Our original appraisal report, dated November 4, 2005, as amended, (the "Original Appraisal"), is incorporated 
herein by reference. As in the preparation of our Original Appraisal, we believe the data and information used herein is reliable; however, we cannot 
guarantee the accuracy and completeness of such information. 
  

Mutual Federal Bancorp, MHC (the “MHC” or “Mutual MHC”) is a federally chartered mutual holding company regulated by the OTS. The 
MHC was formed in November 2001 in conjunction with the mutual holding company reorganization of Mutual Federal Savings and Loan 
Association of Chicago, Chicago, Illinois, (“Mutual Federal” or the “Association”), whereby the Association became a 100% wholly owned stock 
subsidiary of the MHC. No stock was issued publicly in the mutual holding company reorganization. Pursuant to the Plan, a wholly-owned mid-tier 
stock holding company will be formed, to be known as Mutual Federal Bancorp, Inc. (“Mutual Bancorp” or the “Company”) and Mutual Federal will 
become a wholly-owned subsidiary of the Company. The Company will offer for sale up to 30.0% of its common stock (the “Minority Stock 
Issuance”) to the Association’s Eligible Account Holders, Qualified Tax-Exempt Employee Plans, Supplemental Eligible Account Holders and Voting 
Members. Any shares that are not sold in the Subscription Offering may be offered for sale in a Community Offering and subsequently, if 
appropriate, to the public in a Syndicated Community Offering. The remaining 70% of the shares of the Company will be issued to the MHC. 
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Concurrent with the completion of the public stock offering, the Company will retain up to 50% of the net stock proceeds. The MHC will 
own a controlling interest in the Company and the Company will be the sole subsidiary of the MHC. The Company will own 100% of the outstanding 
stock of Mutual Federal. The Company’s initial activity will be ownership of its subsidiary, Mutual Federal, investment of the net cash proceeds 
retained at the holding company level and extending a loan to the ESOP. 
  

This updated appraisal reflects the following noteworthy items: (1) a review of recent developments in Mutual Federal’s financial condition, 
including financial data through November 30, 2005; (2) an updated comparison of Mutual Federal’s financial condition and operating results versus 
the Peer Group companies identified in the Original Appraisal; and, (3) a review of stock market conditions since the date of the Original Appraisal. 
  

The estimated pro forma market value is defined as the price at which the Company's common stock, immediately upon completion of the 
public stock offering, would change hands between a willing buyer and a willing seller, neither being under any compulsion to buy or sell and both 
having reasonable knowledge of relevant facts. 
  

Our valuation is not intended, and must not be construed, as a recommendation of any kind as to the advisability of purchasing shares of 
the common stock. Moreover, because such valuation is necessarily based upon estimates and projections of a number of matters, all of which are 
subject to change from time to time, no assurance can be given that persons who purchase shares of common stock in the conversion will thereafter 
be able to buy or sell such shares at prices related to the foregoing valuation of the pro forma market value thereof. RP Financial is not a seller of 
securities within the meaning of any federal and state securities laws and any report prepared by RP Financial shall not be used as an offer or 
solicitation with respect to the purchase or sale of any securities. RP Financial maintains a policy which prohibits the company, its principals or 
employees from purchasing stock of its client institutions. 
  
Discussion of Relevant Considerations

  
1. Financial Results 

  
Table 1 presents summary balance sheet and income statement details for the year ended September 30, 2005 and updated financial 

information through the year ended November 30, 2005. Consistent with recent historical trends, the Association’s assets remained relatively stable, 
decreasing by $430,000, or 0.7%, from September 30, 2005 to November 30, 2005. Loans increased slightly during the quarter, due to the combination 
of loan origination levels and repayments and prepayments. Loans comprised 54.6% of assets, at November 30, 2005, versus 52.2% as of September 
30, 2005. The asset shrinkage and loan growth was funded by the decline in cash, cash equivalents and investment securities, as such asset 
categories decreased from $30.578 million, or 46.8% of assets, at September 30, 2005 to $28.260 million, or 43.5% of assets, at November 30, 2005, a 
decrease of $2,318,000. Investment securities declined by $1.6 million. 
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Table 1

Mutual Federal Savings and Loan Association of Chicago
Recent Financial Data
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At September 30, 2005  

  
At November 30, 2005  

    Amount   Assets   Amount   Assets  
    ($000)   (%)   ($000)   (%)  
Balance Sheet Data                  
Total assets   $ 65,324    100.0% $ 64,894    100.0%

Cash, cash equivalents     4,812    7.4    4,108    6.3 
Investment securities     25,766    39.4    24,157    37.2 
Loans receivable, net     34,127    52.2    35,402    54.6 
Deposits     45,373    69.5    44,423    68.5 
Total equity     18,224    27.9    18,233    28.1 

    12 Months Ended   12 Months Ended  
    September 30, 2005   November 30, 2005  
    Amount   Avg. Assets   Amount   Avg. Assets  
    ($000)   (%)   ($000)   (%)  
Summary Income Statement                  
Interest income   $ 3,190    4.85% $ 3,217    4.95%
Interest expense     (742)   (1.13)   (769)   (1.18)

Net interest income   $ 2,448    3.72% $ 2,448    3.77 
Provisions for loan losses     (0)   (0.00)   (0)   (0.00)

Net interest income after provisions   $ 2,448    3.72% $ 2,448    3.77 
Non-interest operating income   $ 37    0.06% $ 38    0.06%
Non-interest operating expense     (1,717)   (2.61)   (1,765)   (2.72)

Net operating income

 
 

$ 768    1.17% $ 721    1.11%

Net gain (loss) on sale of invest/loans

   
$ 1,451    2.20% $ 483    0.74%

Income before taxes   $ 2,219    3.37% $ 1,204    1.85%
Income taxes     (837)   (1.27)   (424)   (0.65)

Net income

 
 

$ 1,382    2.10% $ 780    1.20%

Less: Net non-op inc.     ($1,451)   (2.20%)  ($483)   (0.74%)
Tax impact@39%     566    0.86%   188    0.29 
Adjusted Net Income   $ 497    0.76% $ 485    0.75%

Sources: Mutual Federal’s prospectus, audited and unaudited financial statements, and RP Financial calculations. 



  
Updated credit quality measures indicated an improvement in the Company’s credit quality during the quarter, as non-performing 

assets (“NPAs”), consisting solely of non-accruing loans, equaled 0.29% and 0.10% of assets at September 30, 2005 and November 30, 2005, 
respectively. At November 30, 2005, the Association held $63,000 of non-accruing loans. Allowances for loan losses (“ALLLs”) equaled $150,000, or 
0.44% and 0.42% of loans at September 30, 2005 and November 30, 2005, respectively. 
  

The decline in assets was matched by a decline in deposits during the two months ended November 30, 2005, and deposits funded 
a lower portion of total assets at November 30, 2005. Deposits totaled $44.4 million, or 68.5% of assets, at November 30, 2005, as compared to $45.4 
million, or 69.5% of assets, at September 30, 2005. The Association did not have any borrowed funds as of either date examined. As the result of the 
net income recorded during the quarter, and a decline in the equity adjustment for accumulated other comprehensive income, the Association’s 
equity increased slightly from $18,224,000 at September 30, 2005 to $18,233,000 at November 30, 2005. As the result of this increase in equity and the 
asset decrease, the Association’s equity-to-assets ratio increased from 27.9% at September 30, 2005 to 28.1% at November 30, 2005. 
  

Mutual Federal’s operating results for the 12 months ended September 30, 2005 and November 30, 2005 are also set forth in Table 
1. The Association’s reported earnings decreased from $1,382,000, or 2.10% of average assets, for the 12 months ended September 30, 2005 to 
$780,000, or 1.20% of average assets, for the 12 months ended November 30, 2005. The decrease in the Company’s updated reported earnings was 
the result of lower operating income and lower non-operating income (gains on the sale of Freddie Mac stock), along with higher operating 
expenses. Net income adjusted for non-operating items (core net income), declined for the most recent twelve month period by 2.4%, equaling 
$485,000 for the twelve months ended November 30, 2005. This resulted in a decline in core return on average assets to 0.75%, versus 0.76% 
recorded for the year ended September 30, 2005, as shown in the Original Appraisal. 
  

The Association’s net interest income to average assets ratio increased by 5 basis points to 3.77% for the twelve months ended 
November 30, 2005, with the increase due to a decline in average assets of the Association over the time period, as the dollar amount of net interest 
income remained identical for the two time periods shown. Within the net interest margin, both interest income and interest expense increased, as the 
Association experienced the effects of the general increase in market interest rates in recent periods and the benefits of the slightly higher loan 
portfolio. For the two months ended November 30, 2005, the yield/cost spread was 3.26%, versus 3.30% for the year earlier quarter. 
  

The dollar amount of operating expenses was higher during the most recent 12 month period, a result of the continued growth of the 
Association in terms of business activities, which require additional general operating expenses, including personnel and compensation expenses. 
Mutual Federal’s asset shrinkage increased the impact of the growth in operating expenses, as the Association’s operating expenses increased from 
2.61% of average assets for year ended September 30, 2005 to 2.72% of average assets for the 12 months ended November  
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30, 2005. Overall, Mutual Federal’s higher net interest income ratio and higher operating expense ratio provided for a slightly lower updated expense 
coverage ratio (net interest income divided by operating expenses) of 1.39x for the year ended November 30, 2005, versus a comparable ratio of 1.43x 
for the 12 months ended September 30, 2005. Notwithstanding the decline in the Association’s expense ratio, an expense coverage ratio well above 
1.0x indicates that the Association is operating at relatively favorable level of core income, without the benefit of non-interest income. 
  

Non-interest operating income remained a minor part of the income statement as reflected in the Association’s updated earnings, 
with such income amounting to $38,000 or 0.06% of average assets for the 12 months ended November 30, 2005 compared to $37,000 or 0.06% of 
average assets for the 12 months ended September 30, 2005. Overall, when factoring non-interest operating income into core earnings, the 
Association’s updated efficiency ratio of 71.0% (operating expenses as a percent of net interest income and non-interest operating income) was also 
slightly less favorable than the 69.1% efficiency ratio recorded for the 12 months ended September 30, 2005. Due to adequate asset quality and 
reserve levels, no loan loss provisions were established during the most recent 12 month periods examined in Table 1. As of November 30, 2005, the 
Association maintained valuation allowances of $150,000, equal to 0.42% of net loans receivable and 238% of non-accruing loans. 
  

The Association recorded net income of $483,000 on the sale of Freddie Mac stock for the most recent 12 month period, a decline 
from the level recorded for the 12 months ended September 30, 2005, as no sales of Freddie Mac were conducted in the most recent two month 
period. 
  

2. Peer Group Financial Comparisons 
  

Tables 2 and 3 present the financial characteristics and operating results for Mutual Federal, the Peer Group and all publicly-traded 
thrifts. The Association’s and the Peer Group’s ratios are based on financial results through November 30, 2005 and September 30, 2005, 
respectively. The Peer Group remained identical to that as contained in the Original Appraisal, consisting of publicly-traded mutual holding 
companies that have been converted for more than one year. From that more limited group, the Peer Group members selected were deemed most 
comparable, particularly in terms of asset size and market capitalization. 
  

In general, the updated balance sheet ratios for the Peer Group reflected little change from the Original Appraisal, while there were 
also only moderate changes in the Association’s updated ratios. Reflecting only minor changes in the balance sheet, the Association’s updated 
interest-earning asset composition continued to reflect a lower concentration of loans and a higher concentration of cash and investments in 
comparison to the Peer Group’s updated ratios. Overall, the Association continued to maintain a higher level of interest-earning assets than the Peer 
Group, as updated interest-earning assets-to-assets ratios equaled 98.1% and 94.7% for the Association and the Peer Group, respectively. 
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Consistent with the Original Appraisal, the Association’s updated deposits-to-assets ratio was slightly lower in comparison to the 

Peer Group’s ratios, and Mutual Federal maintained no borrowings, versus a moderate amount for the Peer Group. Updated interest-bearing 
liabilities-to-assets ratios equaled 68.5% and 84.3% for the Association and the Peer Group, respectively. Mutual Federal posted an updated tangible 
equity-to-assets ratio of 28.1%, which remained well above the comparable ratio of 14.1% for the Peer Group. Overall, Mutual Federal’s updated 
interest-earning assets-to-interest-bearing liabilities (“IEA/IBL”) ratio equaled 143.2%, which remained well above the comparable Peer Group ratio of 
112.3%. As discussed in the Original Appraisal, the additional capital realized from stock proceeds should provide Mutual Federal with an even 
higher IEA/IBL ratio, as the infusion of stock proceeds realized from the Association’s stock offering will serve to lower the level of interest-bearing 
liabilities funding assets and will primarily be deployed into interest-earning assets. 
  

Updated growth rates for Mutual Federal and the Peer Group are based on growth for the 11 months ended November 30, 2005 and 
12 months ended September 30, 2005, respectively. The minimal 0.25% increase in the Association’s assets reflected growth in loans receivable of 
22.9%, while cash and investments declined by 8.3% during the 11 month period (annualized). Comparatively, the Peer Group’s slightly higher 3.3% 
asset growth rate was realized through loan growth of 11.5%, offset in part by an 11.6% decrease in cash and investments. 
  

The Association’s assets remained stable due to a minimal 0.3% decrease in deposits. Comparatively, the Peer Group’s asset 
growth was funded by deposit growth of 4.4% and borrowings growth of 23.2%. As the result of the combination of net income recorded during the 
11 month period, dividends paid to the MHC and changes in the AFS adjustment to equity, the Association’s tangible net worth decreased by 1.5%. 
Comparatively, the Peer Group had a tangible net worth growth rate of 0.9% for the 12 month period. 
  

Table 3 displays comparative operating results for Mutual Federal for the 12 months ended November 30, 2005, and for the Peer 
Group, based on their earnings for the 12 months ended September 30, 2005. The Association reported net income equal to 1.20% of average assets 
for the year ended November 30, 2005, versus updated earnings for the Peer Group equal to 0.68% of average assets. Net interest income, non-
interest income and net gains largely accounted for the difference between the Association’s and the Peer Group’s returns. 
  

In terms of core earnings strength, the Association continued to maintain a higher net interest income to average assets ratio than 
the Peer Group (3.77% versus 3.26% for the Peer Group), while the Association’s operating expense to average assets ratio increased slightly but 
remained lower than the Peer Group’s ratio (2.72% versus 2.85% for the Peer Group). The Association’s updated expense coverage ratio of 1.39 times 
remained above the Peer Group’s updated expense coverage ratio of 1.14 times. 
  

Non-interest operating income remained a much lower contributor to the Association’s earnings in comparison to the Peer Group’s 
earnings, as such income amounted to  
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0.06% and 0.72% of the Association’s and the Peer Group’s average assets, respectively. Accordingly, taking non-interest operating income into 
account in assessing Mutual Federal’s core earnings strength relative to the Peer Group’s, the Association’s updated efficiency ratio of 71.0% 
remained slightly more favorable than the Peer Group’s updated efficiency ratio of 71.9%. 
  

Loan loss provisions remained a slightly larger factor in the Peer Group’s updated earnings, with updated loan loss provisions 
established by the Peer Group and the Association equaling 0.06% and zero percent of average assets, respectively. 
  

Net gains from the sale of assets amounted to a loss of 0.04% of average assets for the Peer Group, versus net gains of 0.74% of 
average assets for the Association, with Mutual Federal’s gains derived solely from sales of Freddie Mac stock. As discussed in the Original 
Appraisal, given the less predictable and non-recurring nature of gains and losses resulting from the sale of loans and investments, the impact of 
these gains on the Association’s earnings and the net loss on the Peer Group’s earnings have been substantially discounted in evaluating the 
relative strengths and weaknesses of their respective earnings. Extraordinary items were not a factor in either the Association’s or the Peer Group’s 
updated earnings. 
  

The Association recorded an updated effective tax rate of 35.14%, versus the Peer Group’s updated effective tax rate of 26.60%. 
  

The Association’s updated credit quality measures are generally more favorable in comparison to the Peer Group’s updated 
measures. As shown in Table 4, the Association’s non-performing assets/assets and non-performing loans/loans ratios of 0.10% and 0.18%, 
respectively, were lower than the comparable Peer Group ratios of 0.36% and 0.34%. The Association’s updated reserve coverage ratios indicated a 
somewhat lower level of reserves as a percent of non-performing loans (238% versus 294% for the Peer Group) and reserves as a percent of loans 
(238% versus 290%). 
  

3. Stock Market Conditions 
  

Since the date of the Original Appraisal, the performance of the overall stock market has been mixed. Optimism that a strong economy 
would produce a year-end rally provided a lift to the broader stock market in early-November. Lower bond yields and oil prices helped to extend the 
rally through mid-November. The DJIA approached a four and one-half year high in late-November, as the Federal Reserve hinted that the cycle of 
rate increases could be approaching an end. Stocks fluctuated in first half of December, as strong economic news and higher oil prices renewed 
concerns about inflation and rising interest rates. Acquisitions in the technology and pharmaceutical industries along with some positive economic 
news showing a dip in unemployment claims and strong third quarter GDP growth provided a boost to the broader stock market heading into late-
December. A year-end rally provided additional increases in the national stock markets, with optimism about the economic prospects of the coming 
year. During the first half of January 2006, the stock markets followed a fluctuating 
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trend, as various factors such as oil prices, fourth quarter earnings reports and the unemployment rate for December 2005 had impacts on the 
investment community. As an indication of the general trends in the nation's stock markets, as of January 13, 2006, the DJIA closed at 10959.87 an 
increase of 4.1% from the date of the Original Appraisal, and the NASDAQ closed at 2317.04 an increase of 6.8% from the date of the Original 
Appraisal. The Standard & Poors 500 Index closed at 1287.61 on January 13, 2006, an increase of 5.5% from the same date. 
  

Stock market activity for thrift issues has also been mixed since the date of the original appraisal. Some positive macroeconomic 
news, which included a rise in consumer spending, helped to initiate a rally in thrift stocks at the end of October. Strength in the broader stock 
market and merger speculation helped to fuel gains for thrift stocks through much of November. Overall, the SNL Index for all publicly-traded thrifts 
registered a 3.6% increase during November. Thrift issues generally eased lower during early-December, reflecting concerns about higher interest 
rates and the strength of the housing market. Signals from the Federal Reserve that it could stop raising rates sometime in 2006 and easing inflation 
fears on lower than expected revised third quarter GDP growth lifted thrift stocks going into late-December. On January 13, 2006, the SNL Index for 
all publicly-traded thrifts closed at 1,681.0, an increase of 8.4% from the date of the Original Appraisal. Reflecting a lower level of performance by 
MHCs, the SNL MHC Index closed at 3,004.6 on January 13, 2006, an increase of 0.9% from the same date, indicating a stable pricing environment for 
MHCs. 
  

Similar to the performance of the SNL Index for all publicly-traded thrifts and the SNL MHC Index for mutual holding companies, 
the updated pricing measures for all publicly-traded thrifts increased moderately since the date of the Original Appraisal, while the Peer Group, 
consisting solely of MHCs, was relatively unchanged in terms of pricing ratios. The Peer Group’s updated fully-converted pricing measures 
continued to reflect higher P/E multiples and lower P/B ratios than indicated for the comparable averages for all publicly-traded thrifts. Since the date 
of the Original Appraisal, seven out of the ten Peer Group companies were trading at higher prices as of January 13, 2006. A comparative pricing 
analysis of all publicly-traded thrifts and the Peer Group is shown in the following table, based on market prices as of November 4, 2005 and January 
13, 2006. The Peer Group’s pricing measures reflect implied pricing ratios on a fully-converted basis. 
  

As set forth in the Original Appraisal, the "new issue" market is separate and distinct from the market for seasoned issues like the Peer 
Group companies in that the pricing ratios for converting issues are computed on a pro forma basis, specifically: (1) the numerator and denominator 
are both impacted by the conversion offering amount, unlike existing stock issues in which price change affects only the numerator; and (2) the pro 
forma pricing ratio incorporates assumptions regarding source and use of proceeds, effective tax rates, stock plan purchases, etc. which impact pro 
forma financials, whereas pricing for existing issues are based on reported financials. The distinction between the pricing of converting and existing 
issues is perhaps most evident in the case of the price/book ("P/B") ratio in that the P/B ratio of a converting thrift will typically result in a discount 
to book value, whereas in the current market for existing thrifts the P/B ratio often reflects a premium to book value. Therefore, it is  
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appropriate to also consider the market for new issues, both at the time of the conversion and in the aftermarket.

  
Table 5

Average Pricing Characteristics

 

  
As shown in Table 6, one standard conversion, one second-step conversion and two mutual holding company offerings were 

completed during the past three months. The mutual holding company offerings are considered to be more relevant for purposes of our analysis. In 
the current market for recent MHC offerings, there has been a notable difference in investor interest between relatively large offerings with an active 
trading market and relatively small offerings with limited trading activity. In general, larger offerings have experienced stronger interest in their 
offerings and have outperformed the smaller offerings in post-conversion trading activity. For example, Greenville Federal Fin. Corp of Ohio 
completed a $10.3 million offering in early-January 2006 at slightly above the minimum of the valuation range and was trading 2.5% above its IPO 
price at January 13, 2006. Equitable Financial Corp. of Nebraska, which closed its offering in mid-November 2005, sold to the top of the range, but has 
since traded down and is selling 5.5% below the IPO price as of January 13, 2006. On a fully-converted basis, the average closing pro forma 
price/tangible book ratio of the recent MHC offerings equaled 74.2%. On average, these two recent MHC offerings reflected a price increase of 1.3% 
after the first week of trading, reflecting the weakness in smaller MHC offerings. 
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    At Nov. 4,   At Jan. 13,%      
      2005        2006     Change  
Peer Group(1)              
Price/Earnings (x)     27.98x    28.81x    3.0%

Price/Core Earnings (x)     28.42    27.94    (1.7)

Price/Book (%)     88.41%   88.56%   0.2 
Price/Tangible Book(%)     91.91    92.06    0.2 
Price/Assets (%)     20.86    20.79    (0.3)

Market Value   $ 65.99  $ 66.61    0.9 
                  
All Publicly-Traded Thrifts                 
Price/Earnings (x)     19.57x    19.79x    1.1%

Price/Core Earnings (x)     20.53    21.42    4.3 
Price/Book (%)     147.61%   152.69%   3.4 
Price/Tangible Book(%)     165.52    170.69    3.1 
Price/Assets (%)     16.59    16.98    2.4 
Market Value   $ 401.33  $ 401.67    0.1 

(1)  Pricing ratios for the Peer Group are on a fully converted basis. 



 



  
Shown in Table 7 are the current pricing ratios for the two companies that have completed fully-converted offerings during the 

past three months and are traded on NASDAQ or an Exchange. One of the offerings was a second-step conversion (New England Bancshares, Inc. 
of Connecticut), thereby placing an upward bias on the P/TB ratio. The current average P/TB ratio of the publicly-traded recent conversions equaled 
103.44%. 
  
Summary of Adjustments

  
In the Original Appraisal, as amended, we made the following adjustments to Mutual Federal’s pro forma value based upon our 

comparative analysis to the Peer Group: 
  

Table 8
Valuation Adjustments

  
       The factors concerning the valuation parameters of asset growth, primary market area, dividends, liquidity of the shares, 
management and effect of government regulations and regulatory reform did not change since the Original Appraisal, as amended. 
  
       In terms of financial condition, the “slight upward adjustment” applied for the Association’s financial condition in the Original 
Appraisal remained appropriate after taking into account the updated financial information as of November 30, 2005, which revealed little change in 
Mutual Federal’s balance sheet structure. Also, we felt the “slight downward” earnings adjustment remained appropriate, as recent and future 
expectations for profitability remained stable using updated earnings results for the twelve months ended November 30, 2005. 
  
       The general market for MHC thrift stocks was essentially unchanged since the date of the Original Appraisal, as indicated by the 
small change in the SNL MHC index for all publicly traded MHCs from November 30, 2005 to January 13, 2006. The pricing ratios for the Peer Group, 
which consists entirely of MHCs, were also stable, with minimal upward or downward changes to the various ratios. Recent smaller MHC thrift 
offerings have generally 
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Previous Valuation 

Key Valuation Parameters:      Adjustment 
Financial Condition Slight Upward
Profitability, Growth and Viability of Earnings Slight Downward
Asset Growth Slight Downward
Primary Market Area No Adjustment
Dividends No Adjustment
Liquidity of the Shares Slight Downward
Marketing of the Issue Moderate Downward
Management No Adjustment
Effect of Government Regulations and Regulatory Reform No Adjustment



 



 
been weak, in comparison to larger offerings. Accordingly, taking into account the market performance of all-publicly traded thrifts, the Peer Group 
and recently completed thrift offerings since the date of the Original Appraisal, the adjustment for marketing of the issue was maintained at moderate 
downward. 
  

Overall, taking into account the foregoing factors, we believe that the previous valuation conclusion as determined in the Original 
Appraisal, as amended, remains appropriate. 
  
Basis of Valuation. Fully-Converted Pricing Ratios 
  

Consistent with the Original Appraisal, to calculate the fully-converted pricing information for MHCs, the reported financial information for 
the Peer Group companies has been adjusted as follows: (1) all shares owned by the MHC are assumed to be sold at the current trading price in a 
second-step conversion; (2) the gross proceeds from such a sale are adjusted to reflect reasonable offering expenses and standard stock based 
benefit plan parameters that would be factored into a second-step conversion of MHC institutions; (3) net proceeds are assumed to be reinvested at 
market rates on an after-tax basis; and (4) the public ownership interest is adjusted to reflect the pro forma impact of the waived dividends pursuant 
to applicable regulatory policy. Book value per share and earnings per share figures for the Peer Group companies are adjusted by the impact of the 
assumed second-step conversion, resulting in an estimation of book value per share and earnings per share figures on a fully-converted basis. Table 
9 on the following page shows the calculation of per share financial data (fully-converted basis) for each of the public MHC institutions that form 
the Peer Group. 
  
Valuation Approaches 
  

In applying the accepted valuation methodology promulgated by the regulatory agencies, i.e., the pro forma market value approach, we 
considered the three key pricing ratios in valuing Mutual Federal’s to-be-issued stock -- price/earnings ("P/E"), price/book ("P/B"), and price/assets 
("P/A") approaches -- all performed on a pro forma basis including the effects of the conversion proceeds. 
  

In computing the pro forma impact of the conversion and the related pricing ratios, the valuation parameters utilized in the Original 
Appraisal did not change in this update, except the reinvestment rate for offering proceeds was updated to the November 30, 2005 date, and the 
number of shares to be purchased by insiders was updated to the figure shown in the offering documents. 
  

Consistent with the Original Appraisal, this updated appraisal continues to be based primarily on fundamental analysis techniques applied 
to the Peer Group, including the P/E approach, the P/B approach and the P/A approach. Also consistent with the Original Appraisal, this updated 
appraisal incorporates a "technical" analysis of recently completed conversion and MHC offerings, including principally the P/B approach which (as 
discussed in the original 
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appraisal) is the most meaningful pricing ratio as the pro forma P/E ratios reflect an assumed reinvestment rate and do not yet reflect the actual use of 
proceeds. 
  

The Association will adopt Statement of Position ("SOP" 93-6) which will cause earnings per share computations to be based on shares 
issued and outstanding excluding shares owned by an ESOP where there is not a commitment to release such shares. For the purpose of preparing 
the pro forma pricing tables and exhibits, we have reflected all shares issued in the offering including shares purchased by the ESOP as outstanding 
to capture the full dilutive impact of such stock to the Association’s shareholders. However, we have considered the impact of the Association’s 
adoption of SOP 93-6 in the determination of pro forma market value. 
  

Based on the foregoing, we have concluded that the valuation conclusion as contained in the Original Appraisal, as amended, remains 
appropriate. Therefore, as of January 13, 2006, the forma market value of Mutual Federal’s full conversion offering equaled $27,500,000 at the 
midpoint, equal to 2,750,000 shares at $10.00 per share. 
  

1. P/E Approach. In applying the P/E approach, RP Financial's valuation conclusions considered both reported earnings and a recurring or 
"core" earnings base, that is, earnings adjusted to exclude any one time non-operating and extraordinary items, plus the estimated after tax-earnings 
benefit from reinvestment of net stock proceeds. The Association’s reported earnings equaled $780,000 for the twelve months ended November 30, 
2005. In deriving Mutual Federal’s core earnings, the adjustment made to reported earnings was to eliminate net gains on the sale of Freddie Mac 
stock, which equaled $483,000 for the same twelve month period. As shown below, on a tax effected basis, assuming an effective marginal tax rate of 
39%, the Association’s core earnings were determined to equal $485,000 for the twelve months ended November 30, 2005. (Note: see Exhibit 2 for the 
adjustments applied to the Peer Group's earnings in the calculation of core earnings). 
  

Table 10
Mutual Federal Savings and Loan Association of Chicago

Calculation of Estimated Core Earnings
Twelve Months Ended November 30, 2005

 

  
Based on Mutual Federal’s reported and estimated core earnings, and incorporating the impact of the pro forma assumptions discussed 

previously, the Association’s  
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    Amount  
    ($000)  
Net income   $ 780 
Less: Gain on sale of Freddie Mac Stock(1)     (483)
Add back: Tax Benefit @ 39%     188 
Core earnings estimate   $ 485 



  
reported and core P/E multiples (fully-converted basis) at the midpoint value of $27.5 million equaled 27.29 times and 38.56 times, respectively. The 
Association’s updated reported and core P/E multiples provided for a discount of 5.3% on a P/E basis and a 38.0% premium relative to the Peer 
Group’s updated average reported and core P/E multiples of 28.81 times and 27.94 times, respectively (versus a discount of 37.1% and a premium of 
38.1% relative to the Peer Group’s average reported and core P/E multiples as indicated in the Original Appraisal). At the super range value of $36.4 
million, the Association’s reported and core P/E multiples equaled 33.47 times and 45.93 times, respectively. In comparison to the Peer Group’s 
average reported and core P/E multiples, the Association’s P/E multiples at the top of the super range reflected premiums of 16.2% and 64.4% on a 
reported and core earnings basis, respectively. The Association’s implied conversion pricing ratios relative to the Peer Group's pricing ratios are 
indicated in Table 11, and the pro forma calculations are detailed in Exhibits 3 and 4. 
  

On an MHC reported basis, the Association’s reported and core P/E multiples at the midpoint value of $27.5 million equaled 35.68 
times and 57.75 times, respectively. The Association’s updated reported and core P/E multiples provided for a premiums of 30.9% and 100.5% 
relative to the Peer Group’s average reported and core P/E multiples of 27.25 times and 28.80 times, respectively (versus a discount of 31.2% on a 
reported earnings basis and a premium of 97.2% relative to the Peer Group’s average reported and core P/E multiples as indicated in the Original 
Appraisal). The Association’s implied MHC pricing ratios relative to the MHC pricing ratios for the Peer Group are indicated in Table 12, and the pro 
forma calculations are detailed in Exhibits 5 and 6. 
  

2. P/B Approach. P/B ratios have generally served as a useful benchmark in the valuation of thrift stocks, with the greater determinant of 
long term value being earnings. In applying the P/B approach, we considered both reported book value and tangible book value. Based on the $27.5 
million midpoint value, the Association’s P/B and P/TB ratios (fully-converted basis) both equaled 66.27%. In comparison to the average P/B and 
P/TB ratios indicated for the Peer Group of 88.56% and 92.06%, respectively, Mutual Federal’s updated ratios were discounted by 25.2% and 28.0% 
(versus discounts of 25.0% and 27.9% from the Peer Group’s P/B and P/TB ratios as indicated in the Original Appraisal). At the super range value of 
$36.4 million, the Association’s P/B and P/TB ratios both equaled 73.94%. In comparison to the Peer Group’s average P/B and P/TB ratios, the 
Association’s P/B and P/TB ratios at the top of the super range reflected discounts of 16.5% and 19.7%, respectively. 
  

On an MHC reported basis, the Association’s P/B and P/TB ratios at the $27.5 million updated midpoint value both equaled 
111.86%. In comparison to the average P/B and P/TB ratios indicated for the Peer Group of 166.28% and 178.59%, respectively, Mutual Federal’s 
updated ratios were discounted by 32.7% on a P/B basis and 37.4% on a P/TB basis (versus discounts of 32.6% and 37.2% from the Peer Group’s 
P/B and P/TB ratios as indicated in the Original appraisal). 
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In addition to the fundamental analysis applied to the Peer Group, RP Financial utilized a technical analysis of recent mutual 

holding company offerings. As indicated in the Original Appraisal, the pricing characteristics of recent mutual holding company offerings are not the 
primary determinate of value. Consistent with the Original Appraisal, particular focus was placed on the P/TB approach in this analysis, since the P/E 
multiples do not reflect the actual impact of reinvestment and the source of the conversion funds (i.e., external funds versus deposit withdrawals). 
The two recently completed MHC offerings had an average pro forma price/tangible book ratio of 74.2% (fully-converted basis) and, on average, 
appreciated 1.3% during the first week of trading. In comparison, the Association’s P/TB ratio of 66.27% at the updated midpoint value reflects an 
implied discount of 10.7% relative to the average pro forma P/TB ratio of the recent MHC offerings. At the super range, the Association’s P/TB ratio 
of 73.94% reflects an implied discount of 0.4% relative to the average pro forma P/TB ratio of the recent MHC offerings. The average fully-converted 
current P/TB ratio of the two recent MHC offerings that are traded on the OTCBB equaled 73.7%, based on closing market prices as of January 13, 
2006. In comparison to the current P/TB ratio of these OTCBB MHC offerings, the Association’s P/TB ratio at the midpoint value reflects an implied 
discount of 10.1% and at the top of the super range the Association’s pro forma P/TB ratio is at an implied premium of 0.3%. 
  

3. P/A Approach. P/A ratios are generally not a reliable indicator of market value, as investors do not place significant weight on total 
assets as a determinant of market value. Investors place significantly greater weight on book value and earnings -- which have received greater 
weight in our valuation analysis. At the $27.5 million updated midpoint value, Mutual Federal’s full conversion pro forma P/A ratio equaled 31.20%. 
In comparison to the Peer Group's average P/A ratio (fully-converted basis) of 20.79%, Mutual Federal’s P/A ratio indicated a premium of 50.1% 
(versus a premium of 48.8% at the midpoint valuation in the Original Appraisal). At the super range value of $36.4 million, the Association’s P/A 
ratio of 37.94% reflected an implied premium of 82.5% relative to the Peer Group’s average P/A ratio. 
  

On an MHC reported basis, Mutual Federal’s pro forma P/A ratio at the $27.5 million updated midpoint value equaled 38.60%. In 
comparison to the Peer Group's average P/A ratio of 23.40%, Mutual Federal’s P/A ratio indicated a premium of 65.0% (versus a premium of 63.2% at 
the midpoint valuation in the Original Appraisal). 
  
Valuation Conclusion 
  

Our analysis indicates that the Association’s estimated pro forma market value should remain as set forth in the Original Appraisal. 
Accordingly, it is our opinion that, as of January 13, 2006, the estimated aggregate pro forma market value of the shares to be issued immediately 
following the conversion, both shares issued publicly as well as to the MHC, equaled $27,500,000 at the midpoint, equal to 2,750,000 shares offered 
at a per share value of $10.00. Pursuant to conversion guidelines, the 15% offering range indicates a minimum value of $23.4 million and a maximum 
value of $31.6 million. Based on the $10.00 per share offering price determined by the Board, this valuation range equates to total shares outstanding 
of  
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2,337,500 at the minimum and 3,162,500 at the maximum. In the event the appraised value is subject to an increase, the aggregate pro forma market 
value may be increased up to a super maximum value of $36.4 million without a resolicitation. Based on the $10.00 per share offering price, the super 
maximum value would result in total shares outstanding of 3,636,875. The Board of Directors has established a public offering range such that the 
public ownership of the Association will constitute a 30.0% ownership interest. Accordingly, the offering to the public of the minority stock will 
equal $7.0 million at the minimum, $8.3 million at the midpoint, $9.5 million at the maximum and $10.9 million at the super maximum of the valuation 
range. The pro forma valuation calculations relative to the Peer Group (fully-converted basis) are shown in Table 11 and are detailed in Exhibit 3 and 
Exhibit 4; the pro forma valuation calculations relative to the Peer Group based on reported financials are shown in Table 12 and are detailed in 
Exhibits 5 and 6. 
  

Respectfully submitted,

 
RP FINANCIAL, LC.

  

William E. Pommerening
Chief Executive Officer and
Managing Director

 

  
James J. Oren
Senior Vice President
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