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June 16, 2004

Board of Directors

Naugatuck Valley Savings & Loan
333 Church Street

Naugatuck, Connecticut 06770

To the Board:

We hereby submit an independent appraisal of the pro forma market value of the to-be-issued stock
of Naugatuck Valley Financial Corporation ("Corporation"), which is the mid-tier holding company
of Naugatuck Valley Savings and Loan, Naugatuck, Connecticut ("Naugatuck Valley" or the
"Bank"). The Corporation is a subsidiary of Naugatuck Valley Mutual Holding Company. Such
stock is to be issued in connection with the application to complete a minority stock offering by the
Corporation with Naugatuck Valley Mutual Holding Company, to own 55.0 percent of the
Corporation. This appraisal was prepared and provided to the Bank in accordance with the appraisal
requirements and regulations of the Office of Thrift Supervision of the United States Department of
the Treasury.

Keller & Company, Inc. is an independent, financial institution consulting firm that serves both thrift
institutions and banks. The firm is a full-service consulting organization, as described in more detail
in Exhibit A, specializing in business and strategic plans, stock valuations, conversion and
reorganization appraisals, market studies and fairness opinions for thrift institutions and banks. The
firm has affirmed its independence in this transaction with the preparation of its Affidavit of
Independence, a copy of which is included as Exhibit C.

Qur appraisal is based on the assumption that the data provided to us by Naugatuck Valley and the
material provided by the independent auditors, Snyder & Haller, P.C., Hartford, Connecticut are both
accurate and complete. We did not verify the financial statements provided to us, nor did we
conduct independent valuations of the Bank's assets and liabilities. We have also used information
from other public sources, but we cannot assure the accuracy of such material.

In the preparation of this appraisal, we held discussions with the management of Naugatuck Valley,
with the law firm of Muldoon Murphy Faucette & Aguggia LLP, Washington, D.C., the Bank's
conversion counsel, and with Snyder & Haller, P.C. Further, we viewed the Bank's local economy
and primary market area. We did not review the Bank's most recent Business Plan as part of our
review process.
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This valuation must not be considered to be a recommendation as to the purchase of stock in the
Corporation, and we can provide no guarantee or assurance that any person who purchases shares
of the Corporation's stock will be able to later sell such shares at a price equivalent to the price
designated in this appraisal.

Our valuation will be updated as required and will give consideration to any new developments in
the Bank's operation that have an impact on operations or financial condition. Further, we will give
consideration to any changes in general market conditions and to specific changes in the market for
publicly-traded thrift institutions. Based on the material impact of any such changes on the pro
forma market value of the Corporation as determined by this firm, we will make necessary
adjustments to the Corporation's appraised value in such appraisal update.

It is our opinion that as of May 21, 2004, the pro forma market value or appraised value of the
Corporation is $50,000,000 at the midpoint, with a minority offering level of $21,500,000 or
2,150,000 shares at $10 per share, representing 43.0 percent of the total valuation and a 2.0 percent
stock issuance to Naugatuck Valley Charitable Foundation, representing $1,000,000 or 100,000
shares. The pro forma valuation range of the Corporation is from a minimum of $42,500,000 to a
maximum of $57,500,000, with a maximum, as adjusted, of $66,125,000, representing offering
levels, excluding the Foundation, of $18,275,000 at the minimum to a maximum of $24,725,000,
with a maximum, as adjusted, of $28,433,750, representing 1,827,500 shares, 2,472,500 shares and
2,843,375 shares at $10 per share at the minimum, maximum, and maximum, as adjusted,
respectively.

The pro forma appraised value of Naugatuck Valley Financial Corporation, as of May 21, 2004, is
$50,000,000, at the midpoint with a midpoint offering level of $21,500,000, excluding the
Foundation.

Very truly yours,

KELLER & COMPANY, INC.

At
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INTRODUCTION

Keller & Company, Inc. is an independent appraisal firm for financial institutions and has
prepared this Conversion Valuation Appraisal Report ("Report") to provide the pro forma market
value of the to-be-issued common stock of Naugatuck Valley Financial Corporation (the
"Corporation"), a Delaware corporation, formed as a mid-tier holding company to own all of the
common stock of Naugatuck Valley Savings and Loan (“Naugatuck Valley” or the “Bank”™),
Naugatuck, Connecticut. The Corporation will be majority owned by Naugatuck Valley Mutual
Holding Company, a federally-chartered mutual holding company. Under the Plan of
Conversion, the Corporation will be majority owned by Naugatuck Valley Mutual Holding
Company, which will own 55.0 percent of the Corporation. The Corporation will sell 43.0
percent on the appraised value of the Corporation as determined in this Report in a minority
stock offering and will issue the remaining 2.0 percent to a newly formed foundation, the

Naugatuck Valley Charitable Foundation (“Foundation”).

The Application is being filed with the Office of Thrift Supervision ("OTS") of the
Department of the Treasury and the Securities and Exchange Commission ("SEC"). Such
Application for Conversion has been reviewed by us, including the Prospectus and related
documents, and discussed with the Bank's management and the Bank's conversion counsel,

Muldoon Murphy Faucette & Aguggia LLP, Washington, D.C.

This conversion appraisal was prepared based on the guidelines provided by OTS entitled
"Guidelines for Appraisal Reports for the Valuation of Savings Institutions Converting from the
Mutual to Stock Form of Organization", in accordance with the OTS application requirements
of Regulation §563b and the OTS's Revised Guidelines for Appraisal Reports, and represents a
full appraisal report. The Report provides detailed exhibits based on the Revised Guidelines and
a discussion on each of the fourteen factors that need to be considered. Our valuation will be
updated in accordance with the Revised Guidelines and will consider any changes in market

conditions for thrift institutions.



Introduction (cont.)

We define the pro forma market value as the price at which the stock of the Corporation
after conversion would change hands between a typical willing buyer and a typical willing seller
when the former is not under any compulsion to buy and the latter is not under any compulsion
to sell, and with both parties having reasonable knowledge of relevant facts in an arm's-length
transaction. The appraisal assumes the Bank is a going concern and that the shares issued by the

Corporation in the conversion are sold in noncontrol blocks.

As part of our appraisal procedure, we have reviewed the financial statements for the five
fiscal years ended December 31, 1999 through 2003, and for the three months ended March 31,
2003 and 2004, and discussed them with Naugatuck Valley's management and with Naugatuck
Valley's independent auditors, Snyder & Haller, P.C., Hartford, Connecticut. We have also
discussed and reviewed with management other financial matters and have reviewed internal
projections. We have reviewed the Corporation's preliminary Form SB-2 and the Bank's
preliminary Form MHC and discussed them with management and with the Bank's conversion

counsel.

To gain insight into the Bank's local market condition, we have visited Naugatuck
Valley's main office and have traveled the surrounding area. We have studied the economic and
demographic characteristics of the primary market area, and analyzed the Bank's primary market
area relative to Connecticut and the United States. We have also examined the competitive
market within which Naugatuck Valley operates, giving consideration to the area's numerous
financial institution offices, mortgage banking offices, and credit union offices and other key

market area characteristics, both positive and negative.

We have given consideration to the market conditions for securities in general and for
publicly-traded thrift stocks in particular. We have examined the performance of selected
publicly-traded thrift institutions and compared the performance of Naugatuck Valley to those

selected institutions.



Introduction (cont.)

Our valuation is not intended to represent and must not be interpreted to be a
recommendation of any kind as to the desirability of purchasing the to-be-outstanding shares of
common stock of the Corporation. Giving consideration to the fact that this appraisal is based
on numerous factors that can change over time, we can provide no assurance that any person who
purchases the stock of the Corporation in the minority stock offering in this mutual-to-stock
conversion will subsequently be able to sell such shares at prices similar to the pro forma market

value of the Corporation as determined in this conversion appraisal.



L. DESCRIPTION OF NAUGATUCK VALLEY SAVINGS AND LOAN

GENERAL

Naugatuck Valley was organized in 1922 as a state-chartered mutual savings and loan
with the name Naugatuck Building and Loan and then changed its name to Savings and Loan
Association of Naugatuck, Inc. in 1951. Then in 1974, the Bank changed its name to Naugatuck
Valley Savings And Loan Association, Inc. Naugatuck Valley converted from a state-chartered
savings association to a state-chartered savings bank in 2003 with the name Naugatuck Valley
Savings and Loan, S.B. and then converted to a federally-chartered stock savings bank in 2004
with the name Naugatuck Valley Savings and Loan. The Bank also formed a mid-tier stock
holding company in 2004 with the name Naugatuck Valley Financial Corporation, which will
own all of the stock of the Bank. The Bank's mutual holding company Naugatuck Valley Mutual
Holding Company, will own 55.0 percent of Naugatuck Valley Financial Corporation.

Naugatuck Valley conducts its business from its main office in Naugatuck, Connecticut
and its four branch offices in Fairfield and New Haven Counties. The Bank serves its customers
from these five offices. The Bank's primary market area is focused on New Haven County,

where four of its five offices are located.

Naugatuck Valley's deposits are insured up to applicable limits by the Federal Deposit
Insurance Corporation ("FDIC")in the Savings Association Insurance Fund ("SAIF"). The Bank
is also subject to certain reserve requirements of the Board of Governors of the Federal Reserve
Bank (the "FRB"). Naugatuck Valley is a member of the Federal Home Loan Bank (the
"FHLB") of Boston and will be regulated by the OTS and by the FDIC. As of March 31, 2004,
Naugatuck Valley had assets of $242,148,000, deposits of $187,474,000 and equity of
$21,656,000.

Naugatuck Valley has been principally engaged in the business of serving the financial
needs of the public in its local communities and throughout its primary market area as a
community-oriented institution. Naugatuck Valley has been involved in the origination of

residential mortgage loans secured by one- to four-family dwellings, including construction

4



General (cont.)

loans, which represented 77.3 percent of its loan originations during the fiscal year ended March
31, 2004. Consumer loan originations represented a moderate 14.2 percent and a strong 26.4
percent of total originations for the same respective time periods. At March 31, 2004, 69.7
percent of its gross loans consisted of residential real estate loans on one- to four-family
dwellings, excluding construction and home equity loans, compared to a larger 86.4 percent at
December 31, 1999, with the primary sources of funds being retail deposits from residents in its
local communities and FHLB advances. The Bank is also an originator of multi-family and
commercial real estate loans, construction loans, consumer loans, and commercial business
loans. Consumer loans include home equity loans and lines of credit, automobile loans, loans

on deposit accounts and other secured and unsecured personal loans.

The Bank had cash and investments of $44.8 million, or a moderate 18.5 percent of its
assets, excluding FHLB stock which totaled $1.8 million or 0.7 percent of assets. The Bank had
$10.2 million of its investments in mortgage-backed and related securities represeqting 42
percent of assets, excluding $4.7 million in collateralized mortgage obligations. Deposits, FHLB
advances and equity have been the primary sources of funds for the Bank's lending and

investment activities.

The total amount of stock to be sold by the Corporation in the minority stock offering will
be $21.5 million or 2,150,000 shares at $10 per share based on the midpoint of the appraised
value of $50.0 million, representing 43.0 percent of the total value, excluding the 2.0 percent to
the Foundation. The net conversion proceeds will be $20.7 million, reflecting conversion
expenses of approximately $795,000. The actual cash proceeds to the Bank of $10.3 million
will represent 50 percent of the net conversion proceeds. The ESOP will represent 8 percent of
the gross shares issued in the minority offering and to the Foundation, or 180,000 shares at $10
per share, representing $1,800,000. The Bank's net proceeds will be used to fund new loans, to
open new branches and to invest in securities following their initial deployment to short term
investments. The Bank may also use the proceeds to expand services, expand operations or

acquire other financial service organizations, diversity into other businesses, or for any other



General (cont.)

purposes authorized by law. The Corporation will use its proceeds to fund the ESOP, to
purchase short- and intermediate-term government or federal agency securities or to invest in
short-term deposits and can use the proceeds to pay dividends and buy back shares of common

stock in the future.

The Bank has experienced a moderate deposit increase over the past four fiscal years with
deposits increasiﬁg 39.9 percent from December 31, 1999 to December 31, 2003, or an average
of 10.0 percent per year. From December 31, 2003, to March 31, 2004, deposits increased by
2.2 percent or 8.8 percent, annualized, compared to a 5.9 percent growth rate in fiscal 2003. The
Bank has focused on increasing its residential real estate loan, construction loan, commercial real
estate and multi-family loans, home equity loans and commercial loan activity during the past
five years, monitoring its net interest margin and earnings and strengthening its equity to assets
ratio. Equity to assets increased from 8.33 percent of assets at December 31, 1999, to 8.70
percent at December 31,2003, and then increased slightly to 8.94 percent at March 31, 2004, due

to a steady rise in earnings combined with moderate growth in assets.

The primary lending strategy of Naugatuck Valley has been to focus on the origination
of adjustable-rate and fixed-rate one-to four-family loans, the origination of construction loans,
the origination of commercial mortgage and multi-family loans, and the origination of consumer

loans, including home equity loans.

The Bank's share of one- to four-family mortgage loans has decreased moderately, from
86.4 percent of gross loans at December 31,1999, to 69.7 percent as of March 31, 2004.
Commercial real estate and multi-family loans increased from 0.6 percent of loans to 8.2 percent
from December 31, 1999, to March 31, 2004, respectively, while construction loans increased
from 2.2 percent to 7.9 percent during the same time period. All types of real estate loans as a
group decreased slightly from 89.1 percent of gross loans at December 31, 1999, to 85.8 percent
at March 31, 2004. The decrease in real estate loans was partially offset by the Bank's increases

in commercial business loans and consumer loans. The Bank's share of commercial loans



General (cont.)

witnessed an increase in their share of loans from 0.1 percent at December 31, 1999, to 2.3
percent at March 31, 2004, and the dollar level of commercial business loans increased from
$194,000 to $4.2 million. Consumer loans also witnessed an increase in their share of loans
from 10.7 percent at December 31, 1999, to 12.0 percent at March 31, 2004. Management's
internal strategy has also included continued emphasis on maintaining an adequate and
appropriate level of allowance for loan losses relative to loans and nonperforming assets in
recognition of the more stringent requirements within the industry to establish and maintain a
higher level of general valuation allowances and also in recognition of the Bank's rising level of
higher risk loans and higher charge-offs. At December 31, 1999, Naugatuck Valley had
$1,935,000 in its loan loss allowance or 1.38 percent of gross loans and 103.1 percent of
nonperforming assets, which decreased to $1,811,000 and represented a lower 0.98 percent of

gross loans but a higher 184.8 percent of nonperforming assets at March 31, 2004. .

The basis of earnings for the Bank has been interest income from loans and investments
with the net interest margin being the key determinant of net earnings with a rising emphasis on
noninterest income. With a primary dependence on net interest margin for earnings, current
management will focus on continuing to strengthen the Bank's net interest margin without
undertaking excessive credit risk combined with controlling the Bank's interest risk position and

continuing to strive to increase noninterest income.



PERFORMANCE OVERVIEW

The financial position of Naugatuck Valley at year end December 31, 1999 through
December 31, 2003, and at March 31, 2004, is shown in Exhibits 1 through 4. Exhibit 5
provides selected financial data at December 31, 1999, through 2003 and at March 31, 2004.
Naugatuck Valley has focused on growing its asset base combined with strengthening its equity
ratio, increasing its loan portfolio and investment securities, and growing retail deposits. The
impact of these trends, recognizing the change in interest rates, has been a rise in net interest rate
spread from 3.64 percent at December 31, 1999, to 3.77 percent at December 31, 2003, and then
a decrease to 3.72 percent for the three months ended March 31, 2004.

With regard to the Bank's financial condition, Naugatuck Valley has experienced a
relatively strong increase in assets from December 31, 1999, through March 31, 2004, with a
similar increase in deposits, a moderate increase in FHLB advances and a moderate increase in

the dollar level of equity over the past five periods.

The Bank witnessed a total increase in assets of $74.3 million or 43.7 percent for the
period of December 31, 1999, to December 31, 2003, representing an average annual increase
in assets of 10.9 percent. For the year ended December 31, 2003, assets increased $16.0 million
or 7.0 percent. For the three months ended March 31, 2004, the Bank's assets decreased $1.8
million or 0.7 percent. Over the past four fiscal periods, the Bank experienced its largest dollar
rise in assets of $26.9 million in fiscal year 2002, which represented a strong 13.3 percent
increase in assets funded by a rise in deposits of $15.6 million and a rise in FHLB advances of
$7.7 million. This increase in assets was succeeded by a $16.0 million or 7.0 percent increase
in assets in fiscal year 2003 and then a $1.8 million decrease or 0.7 percent from December 31,
2003, to March 31, 2004.

Naugatuck Valley's loan portfolio, which included mortgage loans and non-mortgage
loans, increased from $138.2 million at December 31, 1999, to $182.3 million at March 31,
2004, and represented a total increase of $44.1 million, or 73.2 percent. The average annual

increase during that period was 7.5 percent. For the year ended December 31, 2003, loans



Performance Overview (cont.)

increased $14.3 million or 8.6 percent. For the three months ended March 31, 2004, net loans

increased $1.9 million or 1.1 percent, representing 4.4 percent, annualized.

Naugatuck Valley has obtained funds through deposits and FHLB advances in response
to the demand for loans and secondary market activity. The Bank's competitive rates for deposits
in its local market in conjunction with its focus on service and a modest network of offices have
been the sources for attracting retail deposits. Deposits increased $52.3 million or 39.9 percent
from 1999 to 2003, with an average annual rate of increase of 10.0 percent. For the three months
ended March 31, 2004, deposits increased by $4.0 million or 2.2 percent, annualized to 8.8
percent. The Bank's largest fiscal year deposit growth was in 2001, when deposits increased
$20.2 million or a relatively strong 14.8 percent. The Bank's FHLB advances increased from
$21.7 million at December 31, 1999, to $35.0 million at December 31, 2003, and then decreased
to $30.1 million at March 31, 2004.

The Bank has been able to increase its equity level each fiscal year from 1999 through
2003 and in the three months ended March 31, 2004. At December 31, 1999, the Bank had
equity of $14.1 million, representing a 8.33 percent equity to assets ratio and then increased to
$21.2 million at December 31, 2003, representing a higher 8.70 percent equity to assets ratio due
to the Bank's higher eamnings. At March 31, 2004, equity was a higher $21.7 million and a
higher 8.94 percent of assets due to the Bank's moderate earnings and shrinkage in assets.

The overall rise in the equity to assets ratio from 1999 to 2003 is the result of the Bank's
overall rising eamnings performance impacted by the Bank's growth in assets. The dollar level
of equity increased 50.1 percent from December 31, 1999, to December 31, 2003, representing
an average annual increase of 12.5 percent and increased 2.1 percent for the three months ended

March 31, 2004, or 8.3 percent, annually.



INCOME AND EXPENSE

Exhibit 6 presents selected operating data for Naugatuck Valley, reflecting the Bank's
income and expense trends. This table provides key income and expense figures in dollars for

the fiscal years of 1999 through 2003 and for the three months ended March 31, 2004.

Naugatuck Valley witnessed an overall increase in its dollar level of interest income from
December 31, 1999, to December 31, 2002, and then a decrease for the year ended December
31, 2003 and for the three months ended March 31, 2004, due to the decrease in interest rates
in the market and at the Bank. Interest income was $11.4 million in 1999 and a higher $13.2
million in 2002. This trend was arising trend that continued each year from 1999 through 2002.
For the year ended December 31, 2003, interest income was a lesser $12.6 million, compared to
ahigher $13.2 million in 2002. For the three months ended March 31, 2004, interest income was
$3.0 million compared to a higher $3.3 million for the three months ended March 31, 2003.

The Bank's interest expense experienced a similar trend with an overall increase from
fiscal year 1999 to 2001, and then decreased in 2002 and 2003. Interest expense increased
$906,000 or 17.2 percent from 1999 to 2001, compared to a larger dollar increase in interest
income of $1.4 million but a smaller 11.2 percent increase for the same time period. Interest
expense then decreased $879,000 or 14.2 percent from 2001 to 2002, compared to an increase
in interest income of $547,000 or 4.3 percent. Such increase in interest income in 2002,
notwithstanding the decrease in interest expense, resulted in a larger dollar increase in annual net
interest income of $1.4 million or 22.1 percent for the fiscal year ended December 31, 2002, and
a moderate increase in net interest margin. Interest expense decreased $1.1 million or 20.0
percent in 2003, compared to a smaller $534,000 decrease in interest income with a modest

decrease in net interest margin.

In summary, net interest income increased from $6.1 million in 1999, to $8.4 million in
2003. Then, for the three months ended March 31, 2004, Naugatuck Valley's actual net interest
income was $2,090,000 or $8.4 million, annualized, which was similar to the $2,084,000 for the
three months ended March 31, 2004, or $8.3 million, annualized.
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Income and Expense (cont.)

The Bank has made provisions for loan losses in each of the past five fiscal years of 1999
through 2003 but not in the three months ended March 31, 2004. The amounts of those
- provisions were determined in recognition of the Bank's levels of nonperforming assets, charge-
offs, repossessed assets, the Bank's rise in lending activity, and industry norms. The loan loss
provisions were $110,000 in 1999, $73,000 in 2000, $80,000 in 2001, $231,000 in 2002 and
$45,000 in 2003. The higher provision in 2002 was related to the need to strengthen the
allowance for loan losses after higher charge-offs in 1999 and 2000. The impact of these loan
loss provisions has been to provide Naugatuck Valley with a general valuation allowance of
$1,811,000 at March 31, 2004, or 0.98 percent of gross loans and 184.8 percent of

nonperforming assets.

Total other income or noninterest income indicated a rising trend from fiscal year 1999
through 2003. The highest level of noninterest income was in fiscal year 2003 at $1.1 million
or 0.46 percent of assets, including only $14,000 in gains on the sale of loans. The lowest level
of noninterest income was $523,000 in 1999, representing 0.31 percent of assets. The average
noninterest income level for the past five fiscal years was $791,000 or 0.39 percent of average
assets. In the three months ended March 31, 2004, noninterest income was $333,000 or 0.55
percent of assets on an annualized basis. Noninterest income consists primarily of service
charges and loan fees, income from bank-owned life insurance, income from investment advisory

services, and other income and gains on the sale of loans and investments.

The Bank's general and administrative expenses or noninterest expenses increased from
$4.2 million for the fiscal year of 1999 to $6.8 million for the fiscal year ended December 31,
2003. The largest dollar increase in noninterest expenses was $1.0 million from 2002 to 2003.
This larger increase in noninterest expenses was due primarily to the Bank's office expansion and
the addition of new staffing combined with the normal rise in overhead expenses. On a percent
of average assets basis, operating expenses increased from 2.49 percent of average assets for the

fiscal year ended December 31, 1999, to 2.94 percent for the fiscal year ended December 31,
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Income and Expense (cont.)

2003. For the three months ended March 31, 2004, Naugatuck Valley's ratio of operating

expenses to average assets was a higher 3.16 percent.

The net earnings position of Naugatuck Valley has indicated volatility from 1999 to 2003,
and then a decrease in performance in the three months ended March 31, 2004. The annual net
income figures for the fiscal years of 1999 to 2003 were $829,000, $1,619,000, $1,182,000,
$1,920,000 and $1,806,000, respectively, representing returns on average assets of 0.50 percent,
0.96 percent, 0.65 percent, 0.91 percent and 0.77 percent for fiscal years 1999 through 2003,
respectively. For the three months ended March 31, 2004, net earnings were $378,000,

representing an annualized return on average assets of 0.63 percent.

Exhibit 7 provides the Bank's normalized earnings or core earnings for the twelve months
ended March 31, 2004 and the fiscal year 2003. The Bank's normalized earnings eliminate any
nonrecurring income and expense items. There were two adjustments, one to income to reduce
the Bank's gain on sale of investments and one adjustment to expenses to reduce the credit on

the sale of foreclosed real estate.

The key performance indicators comprised of selected performance ratios, asset quality
ratios and capital ratios are shown in Exhibit 8 to reflect the results of performance. The Bank's
return on assets increased from 0.50 percent in 1999, to 0.96 percent in fiscal year 2000, then
decreased to 0.65percent in fiscal year 2001. It then increased to 0.91 percent in 2002 and was
a lower 0.77 percent in 2003. It was still lower for the three months ended March 31, 2004, at
0.63 percent, annualized, due primarily to the Bank's decrease in its net interest margin and rise

in noninterest expenses.

The Bank's net interest rate spread increased from 3.64 percent in 1999 to 3.78 percent
in 2000, then decreased to 3.50 percent in 2001 and then rose to 3.77 percent in fiscal year 2002
and remained at 3.77 percent in fiscal 2003. For the three months ended March 31, 2004, net

interest spread decreased to 3.72 percent, annualized. The Bank's net interest margin indicated
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Income and Expense (cont.)

a similar overall trend, increasing from 3.88 percent in 1999 to 3.98 percent in 2000, and then
decreased to 3.71 percent in 2001, rising to 3.90 percent in fiscal year 2002, and then decreasing
to 3.85 percent in fiscal year 2003 and then decreasing further to 3.77 percent for the three
months ended March 31, 2004, annualized. Naugatuck Valley's net interest rate spread increased
13 basis points from 1999 to 2003 to 3.77 percent from 3.64 percent in 1999. The Bank's net
interest margin followed a more stable trend, decreasing 3 basis points to 3.85 percent in 2003
from 3.88 percent in 1999. For the three moﬁths ended March 31, 2004, Naugatuck Valley's
annualized net interest spread decreased 5 basis points to 3.72 percent, and its net interest margin

decreased 8 basis points to 3.77 percent.

The Bank's return on average equity increased from 1999 to 2003. The return on average
equity increased from 5.98 percent in 1999 to 8.59 percent in fiscal year 2003. For the three
months ended March 31, 2004, return on average equity was a lesser 6.99 percent, annualized,

due to the Bank's lower earnings, resulting in a lower return on equity.

Naugatuck Valley'sratio of interest-earning assets to interest-bearing liabilities decreased
modestly from 107.34 percent at December 31, 1999, to 103.69 percent at December 31, 2003,
and continued to decrease to 102.93 percent at March 31, 2004. The Bank's decrease in its ratio
of interest-earning assets to interest-bearing liabilities is primarily the result of the Bank's

purchase of $4.7 million in bank-owned life insurance in 2003.

The Bank's ratio of noninterest expenses to average assets increased from 2.49 percent
in fiscal year 1999 to a higher 2.94 percent in fiscal year 2003, due to the Bank's stronger growth
in assets combined with moderate increases in noninterest expenses. For the three months ended
March 31, 2004, noninterest expenses to assets further increased to 3.16 percent related to office
expansion costs. Another key noninterest expense ratio reflecting efficiency of operation is the
ratio of noninterest expenses to noninterest income plus net interest income referred to as the
"efficiency ratio." Theindustry norm is 57.3 percent with the lower the ratio indicating higher

efficiency. The Bank has been characterized with a lower level of efficiency historically
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Income and Expense (cont.)

reflected in its higher efficiency ratio, which increased from 62.0 percent in 1999 to 71.62
percent in 2003. The ratio then increased to 77.2 percent for the three months ended March 31,

2004, due to a rise in noninterest expenses discussed previously.

Earnings performance can be affected by an institution's asset quality position. The ratio
of nonperforming assets to total assets is a key indicator of asset quality. Naugatuck Valley
witnessed a decfease in its nonperforming asset ratio from 1999 to 2003, and the ratio was
below the industry norm in 2003 and at March 31, 2004. Nonperforming assets consist of loans
delinquent 90 days or more, nonaccruing loans, real estate owned and repossessed assets.
Naugatuck Valley's nonperforming assets consisted of nonaccrual loans and real estate owned
in 1999 through 2003 and at March 31, 2004. The ratio of nonperforming assets to total assets
was 1.11 percent at December 31, 1999, then decreased to 0.46 percent at December 31, 2003.
At March 31, 2004, Naugatuck Valley' s ratio of nonperforming assets to total assets decreased
slightly to 0.40 percent of assets.

Two other indicators of asset quality are the Bank's ratios of allowance for loan losses to
total loans and also to nonperforming loans. The Bank's allowance for loan losses was 1.38
percent of loans at December 31, 1999, and decreased to 0.99 percent at December 31, 2003, and
then decreased to 0.98 percent of loans at March 31, 2004, with the decrease due to the Bank's
higher charge-offs in 2003 combined with growth in loans. As a percentage of nonperforming
loans, Naugatuck Valley's allowance for loan losses was 130.22 percent in 1999 and 199.78

percent in 2003. At March 31, 2004, the ratio was a higher 213.31 percent.

Exhibit 9 provides the changes in net interest income due to rate and volume changes for
the fiscal years of 2002 and 2003 and for the three months ended March 31, 2004. In fiscal year
2002, net interest income increased $1,426,000, due to an increase in interest income of
$547,000 accented by a $879,000 decrease in interest expense. The increase in interest income
was due to an increase due to volume of $1,426,000, reduced by a decrease due to rate of

$879,000.
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Income and Expense (cont.)

For the fiscal year ended December 31, 2003, net interest income increased $524,000 due
to a $1,058,000 decrease in interest expense reduced by a $534,000 decrease in interest income.
The decrease in interest income was due to a $1,120,000 decrease due to rate reduced by a
$586,000 increase due to volume. The decline in interest expense was the result of a decrease

due to rate of $986,000 accented by a decrease due to volume of $72,000.

For the three months ended March 31, 2004, compared to the three months ended March
31, 2003, net interest income increased $6,000 due to a $236,000 decrease in interest income
reduced by a $230,000 decrease in interest expense. The decrease in interest income was due
to a $431,000 decrease due to rate reduced by a $195,000 increase due to volume. The decline
in interest expense was the result of a decrease due to rate of $457,000 reduced by an increase
due to volume of $227,000.
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YIELDS AND COSTS

The overview of yield and cost trends for the years ended December 31, 2001, 2002 and
2003, for the three months ended March 31, 2003 and 2004, and at March 31, 2004, can be seen
in Exhibit 10, which offers a summary of key yields on interest-earning assets and costs of

interest-bearing liabilities.

Naugatuck Valley's weighted average yield on its loan portfolio decreased 113 basis
points from fiscal year 2001 to 2003, from 7.56 percent to 6.431 percent, and then decreased 54
basis points to 5.89 percent for the three months ended March 31, 2004, compared to a higher
6.75 percent for the three months ended March 31, 2003. The yield on investment securities
decreased 134 basis points from 5.12 percent in 2001 to 3.78 percent in fiscal year 2003 and then
increased 8 basis points to 3.86 percent for the three months ended March 31, 2004, compared
to ahigher4.11 percent for the three months ended March 31, 2003. The yield on Fed funds sold
decreased 289 basis points from fiscal year 2001 to 2003, from 3.95 percent to 1.06 percent and
then decreased another 18 basis points to 0.88 percent for the three months ended March 31,
2004, compared to a higher 1.10 percent for the three months ended March 31, 2003. The
combined weighted average yield on all interest-earning assets decreased 148 basis points to 5.79
percent from fiscal year 2001 to 2003, reflecting the Bank's higher yield on loans. The yield on
interest-earning assets for the three months ended March 31, 2004, was a lower 5.46 percent,

compared to a higher 6.12 percent for the three months ended March 31, 2003.

Naugatuck Valley' s weighted average cost of interest-bearing liabilities decreased 175
basis points to 2.01 percent from fiscal year 2001 to 2003, which was greater than the Bank's 148
basis point increase in yield, resulting in an increase in the Bank's interest rate spread of 27 basis
points from 3.51 percent to 3.78 percent from 2001 to 2003. For the three months ended March
31, 2004, the Bank's cost of funds decreased 27 basis points to 1.74 percent, compared to a 33
basis point decrease in yield on interest-earning assets, resulting in a lower net interest rate
spread by 6 basis points to 3.72 percent compared to 3.81 percent for the three months ended
March 31,2003. The Bank's net interest margin increased from 3.71 percent in fiscal year 2001
to 3.90 percent in fiscal year 2002, and then decreased to 3.85 percent in fiscal year 2003. The
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Yields and Costs (cont.)

Bank's net interest margin for the three months ended March 31, 2004, decreased to 3.77 percent
compared to a higher 3.92 percent for the three months ended March 31,2003. The Bank's yield
on earning assets decreased 14 basis points to 5.32 percent at March 31, 2004, compared to 5.46
percent for the three months ended March 31, 2004. The Bank's cost of funds decreased to 1.71
percent at March 31, 2004, compared to 1.74 percent for the three months ended March 31, 2003.
The resultant net interest rate spread decreased 11 basis points to 3.61 percent at March 31, 2004,

compared to 3.72 percent for the three months ended March 31, 2004.
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INTEREST RATE SENSITIVITY

Naugatuck Valley has monitored its interest rate sensitivity position and focused on
maintaining a reasonable level of rate sensitive assets. Naugatuck Valley has recognized the
thrift industry's historically higher interest rate risk exposure, which caused a negative impact
on earnings and market value of equity as a result of significant fluctuations in interest rates,
specifically rising rates. Such exposure was due to the disparate rate of maturity and/or repricing
of assets relative liabilities commonly referred to as an institution's "gap." The larger an
institution's gap, the greater the risk (interest rate risk) of earnings loss due to a decrease in net

interest margin and a decrease in market value of equity or portfolio loss.

Inresponse to the potential impact of interest rate volatility and negative earnings impact,
many institutions have taken steps during the past five years to reduce their gap position. This
frequently results in a decline in the institution's net interest margin and overall earnings
performance. Naugatuck Valleyhas responded to the interest rate sensitivity issue by originating

more adjustable-rate commercial real estate and multi-family and residential mortgage loans.

The Bank measures its interest rate risk through the use of the calculation of its change
in annual net interest income under rising and falling interest rate assumptions and by the
determination of its cumulative interest-rate gap and corresponding ratio of cumulative interest-
rate gap as a percentage of interest-earning assets. The cumulative interest-rate gap for the Bank
is calculated on a quarterly basis by an outside firm. Such cumulative interest-rate gaps based

on different maturities are reflective of the Bank's interest rate risk exposure.

There are numerous factors which have a measurable influence on interest rate sensitivity
in addition to changing interest rates. Such key factors to consider when analyzing interest rate
sensitivity include the loan payoff schedule, accelerated principal payments, deposit maturities,

interest rate caps on adjustable-rate loans and deposit withdrawals.

Exhibit 11 provides the Bank's cumulative interest-rate gap as of March 31, 2004, and the

ratio of cumulative interest rate sensitivity gap to total assets. Such calculations are prepared by
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Interest Rate Sensitivity (cont.)

an outside firm, and the focus of this exposure table is the cumulative one-year and three-year

interest rate gap levels for the Bank.

The Bank's one-year cumulative interest rate gap at March 31, 2004, was anegative 11.71
percent, representing a cumulative dollar negative gap of $28,363,000. The Bank's three-year
cumulative interest rate gap ratio at March 31, 2004, was a negative 13.24 percent, representing
a dollar negative gap of a larger $32,056,000. In both calculations, all of the Bank"s $25.0
million in money market deposit accounts was categorized as maturing in one year or less in
contrast to many other calculations by outside firms that prepare interest rate risk reports which
assume only a portion of these accounts mature in one year or less. Such variance in assumption
could reduce the Bank’s negative one-year, cumulative gap ratio, due to the fact that the Bank
has $25.0 million in this category. However, all of the Bank's savings and NOW accounts, which
totaled $76.0 million, were categorized in the over ten year maturity in contrast to many other

reports which spread these accounts over the ten year period with regard to maturity.

The Bank is aware of its moderate interest rate risk position. Due to Naugatuck Valley's
recognition of the need to control its interest rate risk, the Bank has focused on being more active
in the origination of adjustable-rate commercial real estate and multi-family loans, adjustable-
rate residential mortgage loans and shorter term consumer loans, construction loans and
commercial business loans and plans to continue this lending strategy combined with selling a

portion of its fixed-rate, residential mortgage loans in the future.
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LENDING ACTIVITIES

Naugatuck Valley has focused its lending activity on the origination of conventional
mortgage loans secured by one- to four-family dwellings, commercial real estate loans, including
multi-family loans, construction loans, commercial business loans and consumer loans. Exhibit
12 provides a summary of Naugatuck Valley's loan portfolio, by loan type, at December 31, 1999
through 2003, and at March 31, 2004.

The primary loan type for Naugatuck Valley has been residential loans secured by one-
to four-family dwellings, representing 69.7 percent of the Bank's gross loans as of March 31,
2004. This share of these loans has seen a moderate decrease from 86.4 percent at December 31,
1999. The second largest real estate loan type as of March 31, 2004, was commercial real estate
loans, including multi-family loans, which comprised a modest 8.2 percent of gross loans
compared to 0.6 percent as of December 31, 1999. The third key real estate loan type was
construction loans, which represented 7.9 percent of gross loans as of March 31, 2004, compared
to a lower 2.2 percent at December 31, 1999. These three real estate loan categories represented
a strong 85.8 percent of gross loans at March 31, 2004, compared to a larger 89.1 percent of
gross loans at December 31, 1999.

Commercial business loans represent a smaller size loan category for Naugatuck Valley.
Commercial business loans totaled $4.2 million and represented 2.3 percent of gross loans at

March 31, 2004, compared to a lesser 0.1 percent at December 31, 1999.

The consumer loan category was the other key loan category at March 31, 2004, and
represented a moderate 12.0 percent of gross loans compared to 10.7 percent at December 31,
1999. Consumer loans were the second largest overall loan type at March 31, 2004, and also at
December 31, 1999, surpassing construction loans and commercial real estate and multi-family
loans. The Bank's consumer loans include home equity loans, home equity lines of credit,
automobile loans, savings account loans and secured and unsecured personal loans. The overall
mix of loans has witnessed modest changes from fiscal year-end 1999 to March 31, 2004, with

the Bank having decreased its share of residential mortgage loans to offset its increases in
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Lending Activities (cont.)

construction loans, commercial real estate and multi-family loans, commercial business loans

and consumer loans, primarily comprised of home equity loans.

The emphasis of Naugatuck Valley's lending activity is the origination of conventional
mortgage loans secured by one- to four-family residences. Such residences are located in
Naugatuck Valley's primary market area, which includes Fairfield and New Haven Counties. At
March 31, 2004, 69.7 percent of Naugatuck Valley's gross loans consisted of loans secured by

one- to four-family residential properties.

The Bank offers several types of adjustable-rate mortgage loans, ("ARMs") with
adjustment periods of one year, three years, five years and seven years. The interest rates on
ARMs are generally indexed to the one-year Treasury constant maturity index. ARMs have a
maximum rate adjustment of 2.0 percent at each adjustment period and 6.0 percent for the life
of the loan. Rate adjustments are computed by adding a stated margin to the index, generally
2.75 percent. The Bank retains all ARMs which it originates. The majority of ARMs have terms

of 15 to 20 years with a maximum term of 30 years.

The Bank periodically offers adjustable-rate mortgage loans with discounted or teaser
rates at rates below those which would prevail under normal computations based upon a
determination of market factors and competitive rates in the market. On such discounted loans,

the borrower is qualified at both the initial rate and the fully-indexed rate.

The Bank's one- to four-family mortgage loans remain outstanding for shorter periods
than their contractual terms, because borrowers have the right to refinance or prepay. These
mortgage loans contain “due on sale” clauses which permit the Bank to accelerate the

indebtedness of the loan upon transfer of ownership of the mortgage property.

The Bank's other key mortgage loan product is a fixed-rate mortgage loan with a share

of Naugatuck Valley's new fixed-rate mortgage loans being sold in the secondary market. The
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Lending Activities (cont.)

Bank has historically retained most of its fixed-rate mortgage loans. Fixed-rate mortgage loans
have a maximum term of 30 years. The Bank's fixed-rate mortgage loans conform to FHLMC

underwriting standards.

The normal loan-to-value ratio for conventional mortgage loans to purchase or refinance
one-to four-family dwellings generally does not exceed 80 percent at Naugatuck Valley, even
though the Bank is permitted to make loans up to a 97 percent loan-to-value ratio. While the
Bank does make loans up to 97 percent of loan-to-value, the Bank generally requires private
mortgage insurance or additional collateral for the amount in excess of the 80.0 percent loan-to-
value ratio. Mortgage loans originated by the Bank include due-on-sale clauses enabling the

Bank to adjust rates on fixed-rate loans in the event the borrower transfers ownership.

Naugatuck Valleyhas also been an originator of adjustable-rate and fixed-rate commercial
real estate loans and multi-family loans in the past and will continue to make multi-family and
commercial real estate loans. The Bank had a total of $15.3 million in commercial real estate
and multi-family loans at March 31, 2004, or 8.2 percent of gross loans, compared to only

$773,000 or 0.6 percent of gross loans at December 31, 1999.

The major portion of commercial real estate and multi-family loans are secured by
condominiums, apartment buildings, small retail establishments and office buildings and other
owner-occupied properties used for business. Most of the multi-family and commercial real
estate loans are fully amortizing with a term of up to 20 years for adjustable-rate loans with one-
year, three-year or five-year adjustment periods. There are no interest rate caps. The maximum

loan-to-value ratio is normally 80 percent.

The Bank also originates construction loans to individuals and to a lesser extent to
builders for the construction of residential projects, including condominiums, apartments, and
single-family subdivisions as well as owner-occupied properties used for business. The Bank

had $14.8 million or 7.9 percent of gross loans in construction loans. Construction loans
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Lending Activities (cont.)

normally have a term of nine months for the construction period with a fixed interest rate for the
term of the loan and a loan-to-value ratio of no more than 80.0 percent. The construction loan
normally converts to a permanent loan at the end of the construction period. The Bank will
originate commercial construction loans for a loan-to-value ratio of up to 75.0 percent with a
term of nine months to two years. The Bank also originates land loans to individuals, area
homebuilders and developers. Land loans normally have rates tied to the one-year constant
maturity Treasury index with a margin of 3.75 percent with terms of up to twenty years. The
maximum loan-to-value ratio is 75.0 percent. Land loan rates adjust annually after a five-year

initial period.

Naugatuck Valley is an originator of commercial business loans with these loans totaling
$4.2 million at March 31, 2004, and representing 2.3 percent of gross loans. Commercial
business loans are normally secured by business assets such as inventory or business equipment.
These loans have a maximum loan-to-value ratio of 75.0 percent of the personal property. These

loans have terms of one to seven years.

Naugatuck Valley has also been involved in consumer lending. Consumer loans
originated consist primarily of home equity loans and lines of credit, which represented a total
of $21.5 million or 96.0 percent of consumer loans at March 31, 2004, up from $13.7 million or
90.0 percent of consumer loans at December 31, 1999. Total consumer loans were $22.4 million
or 12.0 percent of gross loans at March 31, 2004, and a lesser $15.2 million or 10.7 percent of
gross loans at December 31, 1999. Naugatuck Valley offers home equity loans and lines of
credit with a maximum loan-to-value ratio of 80.0 percent. These loans have a term of up to ten

years with rates generally tied to the current prime rate.
Exhibit 13 provides a loan maturity schedule and breakdown and summary of Naugatuck

Valley's fixed- and adjustable-rate loans, indicating a majority of fixed-rate loans. At March 31,

2004, 16.9 percent of the Bank's loans due after March 31, 2005, were adjustable-rate and 83.1
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Lending Activities (cont.)

percent were fixed-rate. The Bank has a moderate 25.2 percent of its loans at March 31, 2004,

due in one year or less with another 9.6 percent due in one to five years.

As indicated in Exhibit 14, Naugatuck Valley experienced a significant increase in its
one-to four-family loan originations and total loan originations from fiscal year 2001 to 2003.
Total loan originations in fiscal year 2001 were $62.6 million compared to $101.0 million in
fiscal year 2003; reflective of a higher level of real estate loans accented by higher levels of
construction loans and consumer loans. The increase in one- to four-family real estate loan
originations from 2001 to 2003 of $29.6 million constituted 77.2 percent of the $38.4 million
aggregate increase in total loan originations from 2001 to 2003, with construction loans
increasing $5.8 million, representing 15.0 percent of the total increase in loan originations.

Consumer loans increased $3.7 million from 2001 to 2003.

Loan originations for the three months ended March 31, 2004, were $13.7 million,
representing a lesser $54.8 million on an annualized basis, indicating a significant decrease in
loan origination activity. Loan originations on residential real estate loans represented 56.0
percent of total loan originations in fiscal year 2001, and 64.0 percent in fiscal year 2003.
Residential real estate loan originations decreased to 41.6 percent of total loan originations for
the three months ended March 31, 2004. Consumer loans represented 17.0 percent of total loan
originations in 2001 and a lesser 14.2 percent in 2003. For the three months ended March 31,
2004, these loans represented a larger 26.4 percent of total originations. Construction loans
represented a moderate 12.3 percent of total loan originations in 2001 and a similar 13.3 percent
in 2003. For the three months ended March 31, 2004, construction loans represented a larger
20.5 percent of total loan originations. The Bank had no loan purchases from December 31,

2001, through March 31, 2004.

Overall, loan originations and purchases exceeded principal payments, loans sales, loan
repayments and other deductions in each of the periods. In fiscal 2001, loan originations

exceeded reductions by $12.6 million, increasing to $15.3 million in 2003. For the three months
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Lending Activities (cont.)

ended March 31, 2004, loan originations were greater than total reductions by $1.7 million with

total loan sales representing $1.9 million.
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NONPERFORMING ASSETS

Naugatuck Valley understands asset quality risk and the direct relationship of such risk
to delinquent loans and nonperforming assets, including real estate owned. The quality of assets
has been a key concemn to financial institutions throughout many regions of the country. A
number of financial institutions have been confronted with rapid increases in their levels of
nonperforming assets and have been forced to recognize significant losses, setting aside major

valuation allowances.

A sharp increase in nonperforming assets has often been related to specific regions of the
country and has frequently been associated with higher risk loans, including purchased
commercial real estate loans and multi-family loans. Naugatuck Valley has not been faced with
such problems in the past and has made a concerted effort to control its nonperforming assets,

recognizing the depressed nature of its local economy, and has been successful.

Exhibit 15 provides a summary of Naugatuck Valley's delinquent loans at December 31,
2001 through 2003, and at March 31, 2004, indicating an overall increase in delinquent loans
from December 31, 2001, to December 31, 2003, and then a decrease by March 31, 2004. The
Bank had $845,000 in loans delinquent 60 to 89 days at March 31, 2004. Loans delinquent 30
to 59 days totaled $797,000 at March 31, 2004, with these two categories representing 0.88
percent of gross loans with most of them real estate loans. At December 31, 2003, delinquent
loans of 30 to 89 days totaled $2,159,000 or 1.17 percent of gross loans compared to a lesser
$1,549,000 or 0.98 percent of gross loans at December 31, 2001.

It is normal procedure for Naugatuck Valley's board to review most loans delinquent 30
days or more on a monthly basis, to assess their collectibility and to initiate any direct contact
with borrowers. When a loan is delinquent 15 days, the Bank sends the borrower a late payment
notice. The Bank then initiates both written and oral communication with the borrower if the
loan remains delinquent and sends additional notices after 30 days and 60 days of delinquency.
When the loan becomes delinquent at least 90 days, the Bank will normally commence

foreclosure proceedings. The Bank does not normally accrue interest on loans past due 90 days
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Nonperforming Assets (cont.)

or more unless the loan is adequately collateralized and in the process of collection. Most loans
delinquent 90 days or more are placed on a nonaccrual status, and at that point in time the Bank

pursues foreclosure procedures.

Exhibit 16 provides a summary of Naugatuck Valley's nonperforming assets at March 31,
2004, and at December 31, 1999 through 2003. Nonperforming assets normally consist of loans
90 days or more past due, nonaccruing loans and repossessed assets. The Bank had no loans 90
days or more past due during these periods. The Bank has normally carried a moderate level of
nonperforming assets. Naugatuck Valley's level of nonperforming assets ranged from a high
dollar amount of $1,877,000 or 1.11 percent of total assets at December 31, 1999, to a low dollar
amount of $1,114,000 or 0.46 percent of assets at December 31, 2003. The Bank's
nonperforming assets totaled $1,332,000 at December 31, 2002, representing 0.58 percent of
assets and have decreased to $980,000 at March 31, 2004, representing 0.40 percent of assets.

Naugatuck Valley's level of nonperforming assets was less than its level of classified
assets. The Bank's level of classified assets was $2,618,000 or 1.08 percent of assets at March
31, 2004 (reference Exhibit 17). The Bank's classified assets consisted of $2,595,000 in
substandard assets, $21,000 in assets classified as doubtful and $2,000 classified as loss.

Exhibit 18 shows Naugatuck Valley's allowance for loan losses at March 31, 2003 and
2004, and for fiscal years ended 1999 through 2003, indicating the activity and the resultant
balances. Naugatuck Valley has witnessed a modest decrease in its balance of allowance for loan
losses from $1,935,000 at December 31, 1999 to $1,810,000 at December 31, 2003. The balance
in allowance for loan losses then increased slightly to $1,811,000 at March 31, 2004, with
provisions of $110,000 in 1999, $72,000 in 2000, $80,000 in 2001, $231,000 in 2002, $45,000
in fiscal 2003, with no provisions in the first three months ended March 31, 2004.

The Bank had net charge-offs of $451,000 in fiscal 1999, $258,000 in fiscal 2000,
$93,000 in 2002 and $229,000 in 2003 with net recoveries of $27,000 in 2001 and $1,000 for
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Nonperforming Assets (cont.)

the three months ended March 31, 2004. The Bank's ratio of allowance for loan losses to gross
loans was 1.38 percent at December 31, 1999, and a lower 0.99 percent at December 31, 2003,
due to higher net charge-offs. The allowance for loan losses to gross loans decreased to 0.98
percent of loans at March 31, 2004, due to no provisions and modest loan growth. Allowance
for loan losses to nonperforming assets was 103.1 percent at December 31, 1999, and a larger
162.5 percent at December 31, 2003. The ratio of allowance for loan losses to nonperforming

assets was a modestly higher 184.8 percent at March 31, 2004.

INVESTMENTS

The investment and securities portfolio, excluding interest-bearing deposits, has been
comprised of U.S. government and federal agency obligations, mortgage-backed securities, Fed
funds, and collateralized mortgage obligations. Exhibit 19 provides a summary of Naugatuck
Valley's investment portfolio at December 31, 2001, 2002 and 2003 and at March 31, 2004,
excluding FHLB stock. The exhibit also includes a summary of the Bank's mortgage-backed
securities. Investment securities totaled $32.9 million at March 31, 2004, compared to $38.7
million at December 31, 2003, and $21.0 million at December 31, 2001. Included in these totals
are $2.5 million in interest-bearing and U.S. government securities that are held-to-maturity at
March 31, 2004, a lesser $1.6 million at December 31, 2003, and a lesser $596,000 at December
31, 2001.

The primary component of investment securities at March 31, 2004, was U.S. government
and federal agency obligations, representing 47.1 percent of total investments, excluding FHLB
stock compared to a larger 82.7 percent at December 31, 2001. The Bank also had interest-
bearing deposits totaling $11.9 million at March 31, 2004, and a greater $12.6 million at
December 31,2001. The Bank had $1,757,000 in FHLB stock at March 31, 2004. The weighted

average yield on investment securities was 3.91 percent at March 31, 2004.
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DEPOSIT ACTIVITIES

The mix of deposits by amount from December 31, 2001, to March 31, 2004, is provided
in Exhibit 20. There has been a moderate change in both total deposits and in the deposit mix
during this period. Total deposits have increased from $156.7 million at December 31, 2001,
to $187.5 million at March 31, 2004, representing an increase of $30.8 million or 19.7 percent.
Certificates of deposit have decreased from $89.7 million at December 31,2001, to $86.4 million
at March 31, 2004, representing a decrease of $3.3 million or 3.6 percent, while savings, NOW,
MMDA and noninterest-bearing accounts have increased $34.1 million from $67.0 million at

December 31, 2001, to $101.0 million at March 31, 2004 or 50.9 percent.

The Bank's share of certificates of deposit witnessed a decrease since 2001, declining
from a moderate 57.3 percent of deposits at December 31, 2001, to a lower 46.1 percent of
deposits at March 31, 2004. The major component of certificates at March 31, 2004, had rates
between 1.00 percent and 1.99 percent and represented 37.8 percent of certificates. At December
31,2001, the major component of certificates was the 4.00 percent to 4.99 percent category with
a lesser 29.4 percent of certificates. The category witnessing the strongest growth from
December 31, 2001, to March 31, 2004, was certificates with rates between 1.00 percent and
1.99 percent, which increased $32.7 million during this time period. The category witnessing
the largest decrease from December 31, 2001, to March 31, 2004, was certificates with rates
between 4.00 percent and 4.99 percent, which declined $18.5 million.

Exhibit 21 provides a breakdown of certificates by maturity as of March 31, 2004. A
strong 60.8 percent of the Bank's certificates of deposit mature in one year or less. The largest
category of certificates based on interest rate was certificates with rates from 1.00 percent to 1.99

percent, totaling $32.7 million, representing 37.8 percent of certificates.

Exhibit 22 shows the Bank's deposit activity for the three years ended December 31,2001,
2002 and 2003, and for the three months ended March 31, 2003 and 2004. Excluding interest
credited, Naugatuck Valley experienced net increases in deposits in each fiscal year and for the

three months ended March 31, 2003 and 2004. In fiscal year 2001, there was a net increase in
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Deposit Activity (cont.)

deposits of $15.1 million, then a lesser $7.4 million in 2003 and $3.4 million for the three
months ended March 31, 2004. Including interest credited, there was a larger net increase in
deposits. In fiscal year 2001, there was a net increase in deposits of $20.2 million resulting in
a 14.8 percent increase in deposits, including interest credited; and in 2003, there was a net
increase in deposits of $10.2 million or 5.9 percent. For the three months ended March 31, 2004,
a net increase in deposits of $4.0 million produced a net rise in deposits of 2.2 percent, or 8.8

percent, annualized.

BORROWINGS

Naugatuck Valley has made regular use of FHLB advances from December 31, 1999, to
March 31, 2004. The Bank had $30.1 million in FHLB advances at March 31, 2004, with an
average rate of 4.78 percent compared to a lesser $23.4 million at December 31, 2001, with an

average rate of 6.51 percent (reference Exhibit 23).

SUBSIDIARIES

Naugatuck Valley had one wholly-owned subsidiary at March 31, 2004, Naugatuck Valley
Mortgage Servicing Corporation. Naugatuck Valley Mortgage Servicing Corporation was
established in 1999 to service mortgage loans originated by the Bank, and at March 31, 2004,
the Mortgage Servicing Corporation had $152.2 million in assets. Naugatuck Valley Mortgage
Servicing Corporation qualifies as a “passive investment company,” which exempts it from

Connecticut income tax.

30



OFFICE PROPERTIES

Naugatuck Valley had five offices at March 31, 2004, located in New Haven and Fairfield
Counties (reference Exhibit 24). Naugatuck Valley owns three offices and leases two offices.
The Bank's net investment in its office premises totaled $4.7 million or 1.93 percent of assets at
March 31, 2004, and the Bank's investment in fixed assets was $6.2 million or 2.56 percent of
assets at March 31, 2004.

MANAGEMENT

The president and chief executive officer of Naugatuck Valley is John C. Roman, who
is also a director. Mr. Roman joined the Bank to serve as vice president and chief lending
officer. He was then appointed president and chief executive officer in 1999 and was also
appointed a director. Prior to joining Naugatuck Valley, Mr. Roman was vice president of
MidConn Bank, Kensington, Connecticut, from 1994 to 1998 and served as assistant vice
president of Eagle Bank, Bristol, Connecticut, the successor to MidConn Bank as the result of
amerger. DominicJ. Alegi, Jr. is executive vice president in charge of retail banking. He joined
the Bank in 1970. Mr. Alegi is also executive vice president of Naugatuck Valley Financial and
Naugatuck Valley Mutual Holding Company. Mr. Alegi became executive vice president in
1989, previously serving the Bank as senior vice president. Jane H. Walsh is senior vice
president and also a director. She joined the Bank in 1974 and is responsible for operations. Mr.
William C. Nimons is senior vice president and joined the Bank in 2001. Mr. Lee R. Schlesinger
is vice president and controller of the Bank. He joined the Bank in 1983 and has served in his

present position since 2003.
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II.  DESCRIPTION OF PRIMARY MARKET AREA

Naugatuck Valley's retail market area encompasses all of Fairfield and New Haven
Counties, Connecticut ("market area") where the Bank's offices are located, with the two largest
offices located in Naugatuck in New Haven County. The Bank has five offices, one in Fairfield
County and four in New Haven County with New Haven County being the core of the Bank's

market area.

Exhibit 26 provides a summary of key demographic data and trends for Naugatuck and
Fairfield and New Haven Counties, Connecticut and the United States. Overall, from 1990 to
2000, population increased in all areas. The population increased by only 1.2 percent in
Naugatuck, 2.5 percent in New Haven County, 6.6 percent in Fairfield County, 3.6 percent in
Connecticut and 13.2 percent in the United States. Future population projections indicate that
population will continue to increase in all areas from 2000 through the year 2008. Naugatuck's
population is projected to increase by 3.7 percent with the populations of Fairfield and New
Haven Counties, Connecticut and the United States projected to increase by 4.3 percent, 2.5
percent, 3.6 percent and 9.9 percent, respectively. New Haven County is projected to have the

smallest population increase.

Consistent with its slightly rising trend in population, Naugatuck witnessed a smaller
increase in households (families) of 4.4 percent from 1990 to 2000. During that same time
period, the number of households increased in New Haven County by 4.9 percent, in Fairfield
County by 6.2 percent, in Connecticut by 5.8 percent and in the United States by 14.7 percent.
From 2000 through 2008, Naugatuck's households are projected to continue to increase by 5.4
percent, while the number of households are expected to increase by 5.5 percent in Fairfield
County, 4.7 percent in New Haven County, 5.7 percent in Connecticut and by 11.0 percent in

the United States. New Haven County indicates the smallest projected growth in households.

In 1990, the per capita income in Naugatuck and New Haven County were lower than

Connecticut, but higher than the United States. Naugatuck had a 1990 per capita
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Description of Primary Market Area (cont.)

income 0f $16,691, New Haven County had a per capitaincome level of $17,666; while Fairfield
County, Connecticut and the United States had 1990 per capita income levels of $26,161,
$20,189 and $14,420, respectively. From 1990 to 2000, per capita income increased in all areas,
with the United States having the greatest percent increase of 49.7 percent to $21,587.
Naugatuck’s per capita income increased from 1990 to 2000 by 36.3 percent to $22.757. Per
capita income increased by 46.6 percent in Fairfield County to $38,350, by 38.3 percent in New
Haven County to $24,439 and by 42.5 percent in Connecticut to $28,766.

The 1990 median household income 0of $39,902 in Naugatuck was lower than the median
household income in Connecticut at $41,721. New Haven County's median household income
was $38,471 in 1990, which was also lower than Connecticut. Fairfield County had a 1990
median household income 0f $49,891, which was higher than all other median household income
levels in Exhibit 26. From 1990 to 2000, median household income increased in all areas, with
the United States indicating the highest rate of increase and New Haven County the lowest.
Median household income increased by 28.4 percent to $51,247 in Naugatuck, by 26.9 percent
to $48,834 in New Haven County, by 30.8 percent to $65,249 in Fairfield County, compared to
a 29.3 percent increase to $53,935 in Connecticut and a 39.7 percent increase to $41,994 in the
United States. From 2000 to 2008, median household income is projected to increase by 22.2
percent in Naugatuck, by 26.3 percent in New Haven County, by 37.5 percent in Fairfield
County, while increasing by 27.4 percent in Connecticut and 29.3 percent in the United States.
Based on those rates of increase, by 2008, median household income is expected to be $62,608
in Naugatuck , $61,659 in New Haven County, $89,694 in Fairfield County, $68,740 in
Connecticut, and $54,319 in the United States. Naugatuck and New Haven County continue to

indicate the lowest median household income levels.
Exhibit 27 provides a summary of key housing data for Naugatuck, Fairfield County, New

Haven County, Connecticut and the United States. In 1990, Naugatuck had a rate of owner-

occupancy of 67.1 percent, higher than Connecticut at 65.6 percent and higher than the United
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Description of Primary Market Area (cont.)

States at 64.2 percent, with New Haven County at 62.9 percent and Fairfield County at 68.2
percent. As a result, Naugatuck indicated a rate of renter-occupied housing of 32.9 percent,
compared to 37.1 percent for New Haven County, 31.8 percent for Fairfield County, 34.4 percent
for Connecticut and 35.8 percent for the United States. In 2000, owner- occupied housing
increased in all the areas except Naugatuck. The owner-occupancy rates in 2000 rose to 69.2
percent, 63.1 percent, 66.8 percent and 66.2 percent in Fairfield County, New Haven County,
Connecticut and the United States, respectively. Naugatuck's owner-occupancy rate decreased
to 66.5 percent. Conversely, the renter-occupancy rates decreased in to levels of 30.8 percent,
39.6 percent, 33.2 percent and 33.8 percent in Fairfield County, New Haven County, Connecticut
and the United States, respectively, while Naugatuck's renter-occupancy rate increased to 33.5
percent. New Haven County continued to indicate the lowest owner-occupancy rate and the

highest renter-occupancy rate.

Naugatuck's 1990 median housing value was $142,000, lower than Connecticut's median
housing value of $176,700. New Haven County had a median housing value of a lower
$164,400, much lower than Fairfield County's $248,300. The 1990 average median rent of
Naugatuck was $578. Fairfield and New Haven Counties had median rent of $709 and $585,
while Connecticut had a median rent of $598 and the United States had a lower median rent level
of $374. In 2000, median housing value had decreased in Naugatuck, New Haven County and
Connecticut. Naugatuck had a 2000 median housing value of $133,000 with New Haven County
at a higher $151,900, Fairfield County at $288,900, Connecticut at $166,900 and the United
States having risen to $119,600. In contrast, median rent levels had risen from 1990 to 2000 in
all areas, with Fairfield County continuing to have the highest level at $838. The other 2000
median rent levels were $631, $666, $681 and $602 in Naugatuck, New Haven County,

Connecticut and the United States, respectively.

In 1990, the major source of employment for Naugatuck by industry group, based on share
of employment, was the services industry at 30.6 percent with the manufacturing group a close

second at 29.2 percent and the wholesale/retail sales group at 20.2 percent. The services industry
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Description of Primary Market Area (cont.)

was responsible for 36.1 percent of jobs in Fairfield County, 37.8 percent in New Haven County,
36.4 percent in Connecticut and 34.0 percent in the United States (reference Exhibit 28). The
manufacturing industry was also the second major employer in both counties and Connecticut
at 20.4 percent, 21.1 percent and 20.5 percent, respectively. In the United States, the
wholesale/retail trade group was the second largest employer at 27.5 percent. The
wholesale/retail trade group was the third major overall employer in Fairfield and New Haven
Countieé and in Connecticut at 20.2 percent, 20.2 percent and 19.6 percent, respectively, while
manufacturing was the third largest group in the United States at 19.2 percent. The construction
group, finance, insurance and real estate group, transportation/utilities group, and the
agriculture/mining group combined to provide 20.3 percent of employment in Naugatuck , 23.3
percent of employment in Fairfield County, 20.9 percent in New Haven County, 23.5 percent of

employment in Connecticut and 19.3 percent in the United States.

In 2000, the services industry, manufacturing industry and wholesale/retail trade industry
provided the first, second and third highest levels of employment, respectively, for Naugatuck,
New Haven County and Connecticut but not Fairfield County or the United States where the
services industry, wholesale/retail trade and manufacturing industries provided the first, second
and third highest levels of employment. The services industry accounted for 42.4 percent, 46.1
percent, 49.0 percent, 47.3 percent and 46.7 percent in Naugatuck, Fairfield and New Haven
Counties, Connecticut and the United States, respectively. The manufacturing industry provided
for 23.6 percent, 13.2 percent, 15.9 percent, 14.8 percent and 14.1 percent in the same respective
areas. The wholesale/retail trade group provided 15.3 percent, 14.3 percent, 14.7 percent, 14.4
percent and 15.3 percent of employment in Naugatuck, Fairfield and New Haven Counties,

Connecticut and the United States, respectively.
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Description of Primary Market Area (cont.)

Naugatuck's major employer is the Peter Paul Division of Hershey with 282 persons
employed. Some of the other large employers in the nearby areas of Waterbury, Southbury,

Cheshire and Watertown are listed below.

Employer Number of Employees
Webster Bank (Corporate) 2,200
IBM 1,825
St. Mary's Hospital 1,825
The Waterbury Hospital 1,325
Bozzuto's 1,000
Pratt & Whitney Eagle Service 800
The Siemon Company 700
Webster Bank (Regional) 635
Connecticut Light & Power 595
Cheshire Direct 575
United Parcel Service 550
The Torrington Company 550
VNA Health Care 500
Crompton Corporation 500
SBC/SNET - Regional 500
Quassy Amusement Park 400
First Union National Bank (Regional) 350
New Opportunities for Waterbury 335
Filene's 330
Bristol Babcock, Inc. 325
Eyelematic Manufacturing Co. 300
Republican-American 300
Timex Corporation 300
Naugatuck Valley Community 290

The unemployment rate is another key economic indicator. Exhibit 29 shows the
unemployment rates in Fairfield and New Haven Counties, Connecticut and the United States
in 2000 through March 2004. New Haven County has been characterized by higher
unemployment rates than Connecticut and similar to the United States. New Haven County's
unemployment has been above Connecticut's and lower than the United States' until 2003. In

2000, Fairfield County had an unemployment rate of 1.9 percent, compared to unemployment
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Description of Primary Market Area (cont.)

rates of 2.5 percent , 2.2 percent and 4.0 percent in New Haven County, Connecticut and the
United States, respectively. Fairfield County's unemployment rate increased in 2001 to 3.1
percent, compared to 2.5 percent in New Haven County, 3.3 percent in Connecticut and a higher
4.8 percent in the United States. In 2002, Fairfield County again increased its rate of
unemployment to 4.0 percent. New Haven County and Connecticut also increased to 4.8 percent
and 4.3 percent, and the United States increased to 5.8 percent. In 2003, all areas had increases
in their unemploymentrates. Fairfield County's unemployment rate increased to 4.8 percent, and
the unemployment rates in New Haven County, Connecticut and the United States increased to
6.0 percent, 5.5 percent and 6.0 percent, respectively. By March 2004, the unemployment rate
decreased to 4.4 percent in Fairfield County, decreased to 5.6 percent in New Haven County,

decreased to 5.2 percent in Connecticut and decreased to 5.4 percent in the United States.

Exhibit 30 provides deposit data for banks and thrifts in Naugatuck Valley's two market
area counties of Fairfield and New Haven Counties. Naugatuck Valley's deposit base was $188.8
million or a 1.0 percent share of the $18.6 billion total thrift deposits but only a 0.5 percent share
of the total deposits, which were $36.4 billion as of June 30, 2003. It is evident from the size
of the thrift deposits and bank deposits that Naugatuck Valley has a small deposit share, with the

Bank having a minimal level of market penetration for thrift deposits and also for total deposits.

Exhibit 31 provides interest rate data for each quarter for the years 2001 through 2003 and
for the first quarter of 2004. The interest rates tracked are the Prime Rate, as well as 90-Day,
One-Year and Thirty-Year Treasury Bills. Short term interest rates experienced a declining trend
in 2001 and 2002 and then a flat trend in 2003. This trend indicates some increase in One-Year

Treasury Bills and 30-Year Treasury Notes in the first quarter of 2004.
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SUMMARY

To summarize, Naugatuck represents an area with slightly rising population and
household trends during the 1990s and early 2000s. Such growth is projected to continue
through 2008. Naugatuck displayed a lower per capita income and lower household income
than Connecticut. In 1990, the median rent level of Naugatuck was lower than Connecticut's
median rent. By 2000, the median rent level of Naugatuck was still lower than Connecticut's
medianrent. In 1990, Naugatuck's median housing value was also lower than Connecticut's but
hi gher than in the United States, and in 2000, Naugatuck's median housing value was again lower
than Connecticut's median housing value. The market area counties have had similar
unemployment rates to Connecticut's. Finally, Naugatuck Valley is in a very competitive
financial institution market slightly dominated by savings institutions and a total market deposit

base for banks and thrifts in the market area counties that is $36.4 billion in deposits.
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III. COMPARABLE GROUP SELECTION

Introduction

Integral to the valuation of the Corporation is the selection of an appropriate group of
publicly-traded thrift institutions, hereinafter referred to as the "comparable group”. This section
identifies the comparable group and describes each parameter used in the selection of each
institution in the group, resulting in a comparable group based on such specific and detailed
parameters, current financials and recent trading prices. The various characteristics of the
selected comparable group provide the primary basis for making the necessary adjustments to
the Corporation's pro forma value relative to the comparable group. There is also a recognition
and consideration of financial comparisons with all publicly-traded, FDIC-insured thrifts in the
United States and all publicly-traded, FDIC-insured thrifts in the New England region and in

Connecticut,

Exhibits 32 and 33 present Thrift Stock Prices and Pricing Ratios and Key Financial Data
and Ratios, respectively, both individually and in aggregate, for the universe of 233 publicly-
_ traded, FDIC-insured thrifts in the United States ("all thrifts"), excluding mutual holding
companies, used in the selection of the comparable group and other financial comparisons.
Exhibits 32 and 33 also subclassify all thrifts by region, including the 16 publicly-traded New
England thrifts ("New England thrifis") and the 2 publicly-traded thrifts in Connecticut
("Connecticut thrifts"), and by trading exchange. Exhibit 34 presents prices, pricing ratios and
price trends for all FDIC-insured thrifts completing their conversions between January 1, 2003,
and May 21, 2004.

The selection of the comparable group was based on the establishment of both general and
specific parameters using financial, operating and asset quality characteristics of Naugatuck
Valley as determinants for defining those parameters. The determination of parameters was also
based on the uniqueness of each parameter as a normal indicator of a thrift institution's operating
philosophy and perspective. The parameters established and defined are considered to be both

reasonable and reflective of Naugatuck Valley's basic operation.
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Introduction (cont.)

Inasmuch as the comparable group must consist of at least ten institutions, the parameters
relating to asset size and geographic location have been expanded as necessary in order to fulfill

this requirement.

GENERAL PARAMETERS

Merger/Acquisition

The comparable group will not include any institution that is in the process of a merger
or acquisition due to the price impact of such a pending transaction. The following thrift
institutions were potential comparable group candidates but had to be eliminated due to their

involvement in a merger/acquisition.

Institution State
Falmouth Bancorp, Inc. Massachusetts
First Security Fed Financial Illinois

GA Financial, Inc. Pennsylvania
Warwick Community Bancorp New York

There are no pending merger/acquisition transactions involving thrift institutions in

Naugatuck Valley's city, county or market area, as indicated in Exhibit 35.

Mutual Holding Companies

The comparable group will not include any mutual holding companies. The percentage
of public ownership of individual mutual holding companies indicates a wide range from

minimal to 49.0 percent, the largest permissible percentage, causing them to demonstrate certain
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Mutual Holding Companies (cont.)

varying individual characteristics different among themselves and from conventional, publicly-
traded companies. A further reason for the elimination of mutual holding companies as potential
comparable group candidates relates to the presence of a mid-tier, publicly-traded holding
company in some, but not all, mutual holding company structures. The presence of mid-tier
holding companies can also result in inconsistent and unreliable comparisons among the
relatively small universe of 38 publicly-traded mutual holding companies as well between those
38 entities and the larger universe of conventional, pﬁblicly-traded thrift institutions. Asaresult
of the foregoing and other factors, mutual holding companies typically demonstrate higher
pricing ratios that relate to their minority ownership structure and are inconsistent in their
derivation with those calculated for conventionally structured, publicly-traded institutions. In
our opinion, it is appropriate to limit individual comparisons to institutions that are 100 percent
publicly owned. Exhibit 37 presents pricing ratios and Exhibit 38 presents key financial data and
ratios for the 38 publicly-traded, FDIC-insured mutual holding companies in the United States.
The following thrift institutions were potential comparable group candidates, but were not

considered due to their mutual holding company form:

Institution State

AJS Bancorp Inc., MHC Ilinois

BCSB Bankcorplnc., MHC Maryland
Eureka Financial Corp, MHC Pennsylvania
Greater Delaware Valley, MHC Pennsylvania
Greene County Bancorp, Inc., MHC New York
Govemeur Bancorp, MHC New York
Jacksonville Bancorp, MHC linois
Mid-Southern Savings Bank, MHC Indiana

New England Bancshares, MHC Connecticut
Oneida Financial Corp., MHC New York
Pathfinder Bancorp, Inc., MHC New York
Roebling Financial Corp, MHC New Jersey
Rome Bancorp Inc., MHC New York
Service Bancorp, Inc. MHC Massachusetts
Westborough Financial Services, MHC Massachusetts
Westfield Financial Inc., MHC Massachusetts
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Trading Exchange

It is necessary that each institution in the comparable group be listed on one of the three
major stock exchanges, the New York Stock Exchange, the American Stock Exchange, or the
National Association of Securities Dealers Automated Quotation System (NASDAQ). Such a
listing indicates that an institution’s stock has demonstrated trading activity and is responsive
to normal market conditions, which are requirements for listing. Of the 271 publicly-traded,
FDIC-insured savings institutions, including the 38 mutual holding companies, 17 are traded on
the New York Stock Exchange, 18 are traded on the American Stock Exchange and 180 are
traded on NASDAQ. There were an additional 48 institutions traded on the OTC Bulletin Board

and 8 listed in the Pink Sheets, but they were not considered for the comparable group selection.

IPO Date

Another general parameter for the selection of the comparable group is the initial public
offering ("IPO") date, which must be at least four quarterly periods prior to the trading date of
May 21, 2004, used in this report, in order to insure at least four consecutive quarters of reported
data as a publicly-traded institution. The resulting parameter is a required IPO date prior to
March 31, 2003.

Geographic Location

The geographic location of an institution is a key parameter due to the impact of various
economic and thrift industry conditions on the performance and trading prices of thrift institution
stocks. Although geographic location and asset size are the two parameters that have been
developed incrementally to fulfill the comparable group requirements, the geographic location
parameter has nevertheless eliminated regions of the United States distant to Naugatuck Valley,

including the western, southwestern and southeastern states.
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Geographic Location (cont.)

The geographic location parameter consists of Connecticut and its surrounding states of
Massachusetts, Rhode Island and New York, as well as the states of Delaware, Indiana, Illinois,
Kentucky, Maryland, Maine, New Hampshire, New Jersey, Ohio, Pennsylvania and West
Virginia for a total of sixteen states. To extend the geographic parameter beyond those states
could result in the selection of similar thrift institutions with regard to financial conditions and
operating characteristics, but with different pricing ratios due to their geographic regions. The
result could then be an unrepresentative comparable group with regard to price relative to the

parameters and, therefore, an inaccurate value.

Asset Size

Asset size was another key parameter used in the selection of the comparable group. The
range of total assets for any potential comparable group institution was $100 million to $1.0
billion, due to the general similarity of asset mix and operating strategies of institutions within
this asset range, compared to Naugatuck Valley, with assets of approximately $242 million.
Such an asset size parameter was necessary to obtain an appropriate comparable group of at least

ten institutions.

In connection with asset size, we did not consider the number of offices or branches in
selecting or eliminating candidates, since that characteristic is directly related to operating

expenses, which are recognized as an operating performance parameter.

SUMMARY

Exhibits 38 and 39 show the 58 institutions considered as comparable group candidates
after applying the general parameters, with the shaded lines denoting the institutions ultimately

selected for the comparable group using the balance sheet, performance and asset quality
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Summary (cont.)

parameters established in this section. It should be noted that the comparable group candidates
may be members of either the Bank Insurance Fund (BIF) or the Savings Association Insurance
Fund (SAIF), since many members of each fund hold significant balances of deposits insured by
the other fund.

BALANCE SHEET PARAMETERS'
Introduction

The balance sheet parameters focused on seven balance sheet ratios as determinants for
selecting a comparable group, as presented in Exhibit 38. The balance sheet ratios consist of the

following:

Cash and investments to assets

Mortgage-backed securities to assets

One- to four-family loans to assets

Total net loans to assets

Total net loans and mortgage-backed securities to assets

Borrowed funds to assets

NS RN

Equity to assets

The parameters enable the identification and elimination of thrift institutions that are
distinctly and functionally different from Naugatuck Valley with regard to asset mix. The
balance sheet parameters also distinguish institutions with a significantly different capital
position from Naugatuck Valley. The ratio of deposits to assets was not used as a parameter as
it is directly related to and affected by an institution's equity and borrowed funds ratios, which

are separate parameters.
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Cash and Investments to Assets

The Bank’s ratio of cash and investments to asset, excluding mortgage-backed securities,
was 12.4 percent at March 31, 2004, and reflects Naugatuck Valley’s share of investments
modestly lower than national and regional averages. The Bank's investments have consisted
primarily of U.S. government and federal agency securities, state and municipal obligations, debt
securities, equity securities and federal funds sold. For its three most recent calendar years
ended December 31, 2003, Naugatuck Valley's average ratio of cash and investments to assets
was a similar 11.3 percent, ranging from a high of 18.9 percent in 2002 to a low of 10.4 percent
in 2003, with modest change. It should be noted that, for the purposes of comparable group
selection, Naugatuck Valley's $1.8 million balance of Federal Home Loan Bank stock at March
31, 2004, is included in the other assets category, rather than in cash and investments, in order
to be consistent with reporting requirements and sources of statistical and comparative analysis

related to the universe of comparable group candidates and the final comparable group.

The parameter range for cash and investments is fairly broad, in spite of Naugatuck
Valley's modestly higher balance of cash and investments, related to the general volatility of this
parameter and institutions' varying liquidity options and approaches, including the purchase of
mortgage-backed and mortgage derivative securities. Therange has been defined as 25.0 percent

or less of assets, with a midpoint of 13.0 percent.

Mortgage-Backed Securities to Assets

AtMarch 31, 2004, Naugatuck Valley'sratio of mortgage-backed securities to assets was
a lower 6.2 percent compared to the regional avérage of 11.5 percent and the national average
of 12.5 percent for publicly-traded thrifts. The Bank’s three most recent calendar year average
is 5.6 percent, also lower than industry averages. Inasmuch as many institutions purchase
mortgage-backed securities as an alternative to both lending, relative to cyclical loan demand and
prevailing interest rates, and other investment vehicles, this parameter is also fairly broad at 25.0

percent or less of assets and a midpoint of 13.0 percent.
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One- to Four-Family Loans to Assets

Naugatuck Valley's lending activity is focused on the origination of residential mortgage
loans secured by one- to four-family dwellings. One- to four-family loans, including
construction loans, represented 54.65 percent of the Bank's assets at March 31, 2004, which is
modestly higher than the national average of 46.0 percent. The parameter for this characteristic
requires any comparable group institution to have from 30.0 percent to 70.0 percent of its assets

in one- to four-family loans with a midpoint of 50.0 percent.

Total Net Loans to Assets

At March 31, 2004, Naugatuck Valley had a 75.3 percent ratio of total net loans to assets
and a similar three calendar year average of 75.2 percent, both being higher than the national
average of 67.6 percent and the regional average of 61.5 percent for publicly-traded thrifts. The
Bank's ratio of total net loans to assets has decreased since 2001. The parameter for the selection
of the comparable group is from 50.0 percent to 90.0 percent with a midpoint of 70.0 percent.
The lower end of the parameter range relates to the fact that, as the referenced national and
regional averages indicate, many institutions hold greater volumes of investment securities
and/or mortgage-backed securities as cyclical alternatives to lending, but may otherwise be

similar to Naugatuck Valley.

Total Net Loans and Mortgage-Backed Securities to Assets

As discussed previously, Naugatuck Valley's shares of mortgage-backed securities to
assets and total net loans to assets were 6.1 percent and 75.3 percent, respectively, for a
combined share of 81.4 percent. Recognizing the industry and regional ratios of 12.5 percent and
11.5 percent, respectively, of mortgage-backed securities to assets, the parameter range for the
comparable group in this category is 70.0 percent to 95.0 percent, with a midpoint of 83.0

percent.
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Borrowed Funds to Assets

Naugatuck Valley had a $30.1 million balance of borrowed funds at March 31, 2004,
consisting of FHLB advances, representing 12.5 percent of assets. The average ratio of borrowed
funds to assets for the past three years was 13.2 percent. The use of borrowed funds by some
thrift institutions indicates an alternative to retail deposits and may provide a source of term
funds for lending. The federal insurance premium on deposits has also increased the

attractiveness of borrowed funds.

The use of borrowed funds by some institutions indicates an alternative to retail deposits
and may provide a source of longer term funds. The federal insurance premium on deposits has
also increased the attractiveness of borrowed funds. The institutional demand for borrowed
funds increased overall from 1997 through 2003 and then subsiding in early 2004. The rise was
due to the greater competition for deposits and lower cost funds, resulting in an increase in
borrowed funds by many institutions as an alternative to higher cost and/or longer term
certificates. In 2002 and 2003, however, lower interest rates resulted in some moderation of
borrowings by financial institutions, particularly among nonpublicly-traded institutions. The
ratio of borrowed funds to assets, therefore, does not typically indicate higher risk or more

aggressive lending, but primarily an alternative to retail deposits.

The range of borrowed funds to assets is 40.0 percent or less with a midpoint of 20.0

percent.

Equity to Assets

Naugatuck Valley's equity to assets ratio was 8.9 percent at March 31, 2004, and 8.7
percent at December 31, 2003, averaging 8.7 percent for the three calendar years ended
December 31, 2003. After conversion, based on the midpoint value of $50.0 million and a 43
percent minority public offering of $21.5 million, with 50.0 percent of the net proceeds of the

public offering going to the Bank, Naugatuck Valley's equity is projected to stabilize in the
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Equity to Assets (cont.)

area of 12.5 percent of assets. Based on those equity ratios, we have defined the equity ratio

parameter to be 6.0 percent to 18.0 percent with a midpoint ratio of 12.0 percent.

PERFORMANCE PARAMETERS

1ntroduction

Exhibit 39 presents five parameters identified as key indicators of Naugatuck Valley's
earnings performance and the basis for such performance both historically and during the four
quarters ended March 31, 2004. The primary performance indicator is the Bank's core return on
average assets (ROAA). The second performance indicator is the Bank's core return on average
equity (ROAE). To measure the Bank's ability to generate net interest income, we have used net
interest margin. The supplemental source of income for the Bank is noninterest income, and the
parameter used to measure this factor is the ratio of noninterest income to average assets. The
final performance indicator is the Bank's ratio of operating expenses or noninterest expenses to
average assets, a key factor in distinguishing different types of operations, particularly
institutions that are aggressive in secondary market activities, which often results in much higher

operating costs and overhead ratios.

Return on Average Assets

The key performance parameter is the core ROAA. For the twelve months ended March
31,2004, Naugatuck Valley's core ROAA was 0.72 percent based on adjusted core earnings after
taxes of $1,697,000, as detailed in Item I of this Report. The Bank's average ROAA over its
most recent five calendar years of 1999 to 2003, based on net earnings, was a higher 0.91

percent, ranging from a low of 0.50 percent in 1999 to a high of 0.96 percent in 2000.
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Return on Average Assets (cont.)

Considering the historical and current earnings performance of Naugatuck Valley, the
range for the ROAA parameter based on core income has been defined as 0.60 percent to a high

of 1.10 percent with a midpoint of 0.85 percent.

Return on Average Equity

The ROAE has been used as a secondary parameter to eliminate any institutions with an
unusually high or low ROAE that is inconsistent with the Bank's position. This parameter does
not provide as much meaning for a newly converted thrift institution as it does for established
stock institutions, due to the unseasoned nature of the capital structure of the newly converted
thrift and the inability to accurately reflect a mature ROAE for the newly converted thrift relative

to other stock institutions.

Prior to conversion, the Bank's core ROAE for the twelve months ended March 31, 2004,
was 8.11 percent based on adjusted core income. In its most recent five calendar years, the
Bank's average ROAE, based on net earnings, was a lower 8.49 percent, ranging from a low of

5.98 percent in 1999 to a high of 10.71 percent in 2000.

The parameter range for ROAE for the comparable group, based on core income, is from

4.0 percent to 12.0 percent with a midpoint of 8.0 percent.

Net Interest Margin

Naugatuck Valley had a net interest margin of 3.69 percent for the twelve months ended

March 31, 2004, representing net interest income as a percentage of average interest-earning

assets. The Bank's net interest margin in calendar years 1999 through 2003 averaged 3.86
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Net Interest Margin (cont.)

percent, indicating a volatile trend from 1999 to 2003, reaching 3.98 percent in 2000 and
dropping to 3.71 percent in 2001.

The parameter range for the selection of the comparable group is from a low of 2.75

percent to a high of 4.50 percent with a midpoint of 3.63 percent.

Operating Expenses to Assets

For the twelve months ended March 31, 2004, Naugatuck Valley had a higher than
average 2.99 percent ratio of operating expense to average assets. In fiscal year 2003, the Bank’s
expense ratio was 2.94 percent, representing increases from 2.75 percent in 2002, 2.96 percent
in 2001, 2.68 percent in 2000 and 2.49 percent in 1999. For its five most recent calendar years
ended December 31, 2003, Naugatuck Valley’s operating expense ratio averaged 2.76 percent.
It should be noted that the Bank's operating expense ratio in 2003 was higher than the averages
0f2.38 percent for all FDIC-insured savings institutions and 2.29 percent for all publicly-traded

savings institutions.

The operating expense to assets parameter for the selection of the comparable group is
from a low of 2.00 percent to a high of 4.00 percent with a midpoint of 3.00 percent.
Noninterest Income to Assets

Compared to publicly-traded thrifts, Naugatuck Valley has historically experienced a
lower but increasing average dependence on noninterest income as a source of additional income.

Naugatuck Valley's ratio of noninterest income to average assets was 0.31 percent in 1999, 0.34

percent in 2000, 0.37 percent in 2001, 0.43 percent in 2002 and 0.46 percent in 2003, all of
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Noninterest Income to assets (cont.)

which are much lower than the 1.36 percent average for publicly-traded thrift institutions for the

most recent four quarters.

The range for this parameter for the selection of the comparable group is 1.25 percent of

average assets or less, with a midpoint of 0.63 percent.

ASSET QUALITY PARAMETERS

Introduction

The final set of financial parameters used in the selection of the comparable group are
asset quality parameters, also shown in Exhibit 39. The purpose of these parameters is to insure
that any thrift institution in the comparable group has an asset quality position similar to that of
Naugatuck Valley. The three defined asset quality parameters are the ratios of nonperforming
assets to total assets, repossessed assets to total assets and loan loss reserves to total assets at the

end of the most recent period.

Nonperforming Assets to Assets

Naugatuck Valley'sratio of nonperforming assets to assets was 0.40 percent at March 31,
2004, which was much lower than the national average of 0.73 percent for publicly-traded thrifts
but higher than the 0.10 percent for New England thrifts. Consistently lower than national
averages, the Bank’s ratio of nonperforming assets to total assets was 1.11 percent in 1999, 0.65
percent in 2000, 0.72 percent in 2001, 0.58 percent in 2002 and 0.46 percent in 2003, averaging

0.70 percent for its five most recent calendar years ended December 31, 2003.
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Repossessed Assets to Assets

The parameter range for nonperforming assets to assets has been defined as 1.00 percent

of assets or less with a midpoint of 0.50 percent.

Naugatuck Valleyhad $131,000 in repossessed assets, representing 0.05 percent of assets.
National and regional averages were 0.13 percent and 0.01 percent, respectively, for publicly-

traded thrift institutions at March 31, 2004.

The range for the repossessed assets to total assets parameter is 0.20 percent of assets or

less with a midpoint of 0.10 percent.

Loans Loss Reserves to Assets

Naugatuck Valley had an allowance for loan losses of $1,811,000, representing a loan loss
allowance to total assets ratio of 0.75 percent at March 31, 2004, which was slightly higher than
its 0.74 percent ratio at December 31, 2003. For the five calendar years of 1999 to 2003, the
Bank's loan loss reserve averaged 0.93 percent of assets with a downward trend from a high of

1.14 percent in 1999 to a low of 0.74 percent in 2003.

Theloan loss allowance to assets parameter range used for the selection of the comparable

group required a minimum ratio of 0.20 percent of assets.

THE COMPARABLE GROUP

With the application of the parameters previously identified and applied, the final
comparable group represents ten institutions identified in Exhibits 40, 41 and 42. The
comparable group institutions range in size from $151.7 million to $917.6 million with an

average asset size of $463.0 million and have an average of 7.3 offices per institution. One of
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The Comparable Group (cont.)

the comparable group institutions was converted in 1993, one in 1995, two in 1996, two in 1998,
three in 1999 and one in 2002. Eight of the ten of the comparable group institutions are traded
on NASDAQ, with two traded on the American Stock Exchange. The comparable group
institutions as a unit have a ratio of equity to assets of 8.9 percent, which is 7.3 percent higher
than all publicly-traded thrift institutions in the United States but 5.4 percent lower than publicly-
traded thrift institutions in Connecticut; and for the most recent four quarters indicated a core
return on average assets of 0.80 percent, lower than all publicly-traded thrifts at 1.07 percent and
lower than publicly-traded Connecticut thrifts at 0.82 percent.
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IV. ANALYSIS OF FINANCIAL PERFORMANCE

This section reviews and comparés the financial performance of Naugatuck Valley to all
publicly-traded thrifts, to publicly-traded thrifts in the New England region and to Connecticut
thrifts, as well as to the ten institutions constituting Naugatuck Valley's comparable group, as
selected and described in the previous section. The comparative analysis focuses on financial

condition, earning performance and pertinent ratios as presented in Exhibits 43 through 48.

As presented in Exhibits 43 and 44, at March 31, 2004, Naugatuck Valley's total equify
of 8.94 percent of assets was lower than the 11.52 percent for the comparable group, the 8.33
percent for all thrifts, the 11.33 percent for New England thrifts and the 9.45 percent ratio for
Connecticut thrifts. The Bank had a 75.29 percent share of net loans in its asset mix, slightly
higher than the comparable group at 72.56 percent, all thrifts at 67.63 percent, New England
thrifts at 61.49 percent and Connecticut thrifts at 47.22 percent. Naugatuck Valley's share of net
loans, higher than industry averages, is primarily the result of its slightly lower 12.36 percent
share of cash and investments and significantly lower than average 6.15 percent share of
mortgage-backed securities. The comparable group had a modestly lower 10.56 percent share
of cash and investments and a higher 11.48 percent share of mortgage-backed securities. All
thrifts had 12.54 percent of assets in mortgage-backed securities and 15.38 percent in cash and
investments. Naugatuck Valley's 77.42 percent share of deposits was higher than the comparable
group, all thrifts and New England thrifts but lower than Connecticut thrifts, reflecting the Bank's
lower than average 12.45 percent ratio of borrowed funds to assets. The comparable group had
deposits of 66.16 percent and borrowings of 20.92 percent. All thrifts averaged a 56.66 percent
share of deposits and 33.16 percent of borrowed funds, while New England thrifts had a 69.14
percent share of deposits and a 18.57 percent share of borrowed funds. Connecticut thrifts
averaged an 80.44 percent share of deposits and an 8.93 percent share of borrowed funds.
Naugatuck Valley had 0.01 percent in intangible assets at March 31, 2004, compared to 0.17
percent for the comparable group, 0.50 percent for all thrifts, 0.56 percent for New England
thrifts and 0.61 percent for Connecticut thrifts.
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Analysis of Financial Performance (cont.)

Operating performance indicators are summarized in Exhibits 45, 46 and 47 and provide
a synopsis of key sources of income and key expense items for Naugatuck Valley in comparison

to the comparable group, all thrifts, and regional thrifts for the trailing four quarters.

As shown in Exhibit 47, for the twelve months ended March 31, 2004, Naugatuck Valley
had a yield on average interest-earning assets slightly below the comparable group but higher
than all thrifts, New England thrifts and Connecticut thrifts. Thé Bank's yield on interest-earning
assets was 5.44 percent compared to the comparable group at 5.73 percent, all thrifts at 5.09
percent, New England thrifts at 5.07 percent and Connecticut thrifts at 4.90 percent.

The Bank's cost of funds for the twelve months ended March 31, 2004, was lower than
the comparable group, all thrifts and Connecticut thrifts, but higher than Connecticut thrifts.
Naugatuck Valley had an average cost of interest-bearing liabilities of 1.87 percent compared
to 2.73 percent for the comparable group, 2.31 percent for all thrifts, 2.36 percent for New
England thrifts and 1.72 percent for Connecticut thrifts. The Bank's similar yield on interest-
earning assets and slightly lower interest cost resulted in a net interest spread of 3.57 percent,
which was higher than the comparable group at 3.00 percent, moderately higher than all thrifts
at 2.91 percent, higher than New England thrifts at 2.70 percent and Connecticut thrifts at 3.18
percent. Naugatuck Valley generated a net interest margin of 3.69 percent for the twelve months
ended March 31, 2004, based on its ratio of net interest income to average interest-earning assets,
which was moderately higher than the comparable group ratio of 3.32 percent. All thrifts
averaged a lower 3.14 percent net interest margin for the trailing four quarters, as did New

England thrifts at 3.19 percent and Connecticut thrifts at a higher 3.48 percent.

Naugatuck Valley's major source of earnings is interest income, as indicated by the
operations ratios presented in Exhibit 46. The Bank made no provision for loan losses during
the twelve months ended March 31, 2004. The comparable group indicated a provision
representing 0.11 percent of assets, with all thrifts at 0.10 percent, New England thrifts at 0.09

percent and Connecticut thrifts at 0.01 percent.
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Analysis of Financial Performance (cont.)

The Bank's noninterest income was $1.2 million or 0.50 percent of average assets for the
twelve months ended March 31, 2004, including only $27,000 in gains on the sale of assets.
Such aratio of noninterest income to average assets was lower than the comparable group, which
had a ratio of 0.72 percent, with all thrifts at 1.36 percent, New England thrifts at 0.56 percent
and Connecticut thrifts at 0.61 percent. For the twelve months ended March 31, 2004,
Naugatuck Valley's operating expense ratio was 2.99 percent of average assets, which was higher
than the comparable group at 2.49 percent and higher than all thrifts at 2.29 percent, New
England thrifts at 2.27 percent and Connecticut thrifts at 2.43 percent.

The overall impact of Naugatuck Valley's income and expense ratios is reflected in the
Bank's net income and return on assets. For the twelve months ended March 31, 2004, the Bank
had net ROAA of 0.74 percent and core ROAA of 0.72 percent. For its most recent four
quarters, the comparable group had a higher net and core ROAA of 0.83 percent and 0.80
percent, respectively. All publicly-traded thrifts averaged a higher net ROAA of 1.27 percent
and a higher 1.07 percent core ROAA, with New England thrifts at a 0.79 percent core ROAA
and Connecticut thrifts at a 0.82 percent core ROAA.
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V. MARKET VALUE ADJUSTMENTS

This is a conclusive section where adjustments are made to determine the pro forma
market value or appraised value of the Corporation based on a comparison of Naugatuck Valley
with the comparable group. These adjustments will take into consideration such key items as
earnings performance, primary market area, financial condition, asset and deposit growth,
dividend payments, subscription interest, liquidity of the stock to be issued, management, and
market conditions or marketing of the issue. It must be noted that all of the institutions in the
comparable group have their differences among themselves and relative to the Bank, and, as a

result, such adjustments become necessary.

EARNINGS PERFORMANCE

In analyzing eamnings performance, consideration was given to net interest income, the
amount and volatility of interest income and interest expense relative to changes in market area
conditions and to changes in overall interest rates, the quality of assets as it relates to the
presence of problem assets which may result in adjustments to earnings, due to charge-offs, the
balance of current and historical classified assets and real estate owned, the balance of valuation
allowances to support any problem assets or nonperforming assets, the amount and volatility of

noninterest income, and the amount and ratio of noninterest expenses.

As discussed earlier, the Bank has historically focused on increasing its net interest
income and net income; maintaining its low ratio of nonperforming assets; monitoring and
strengthening its ratio of interest sensitive assets relative to interest sensitive liabilities, thereby
maintaining its overall interest rate risk; and maintaining adequate allowances for loan losses to
reduce the impact of any unforeseen charge-offs. The Bank has also closely monitored its higher
than average overhead expenses, which have increased in recent years as a result of branching.
During the past five years, Naugatuck Valley’s ratio of noninterest expense to average assets has

indicated from 2.49 percent in 1999, which was generally in line with industry averages, to
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Earnings Performance (cont.)

2.94 percent in 2003 and 2.99 percent for the twelve months ended March 31, 2004, which are
significantly higher than the current industry average of 2.29 percent for all publicly-traded
thrifts. Following reorganization, the Bank will endeavor to maintain its higher net interest
spread and net interest margin; increase its non-interest income; strengthen its net income and
its lower return on assets; maintain its lower balances of non-performing and classified assets;

closely monitor its interest rate gap; and reduce its operating expenses.
Earnings are often related to an institution's ability to generate loans.

The Bank was an active originator of both mortgage and non-mortgage loans in 2001,
2002 and 2003 and during the three months ended March 31, 2004. Naugatuck Valley’s highest
volume of originations occurring in 2003, reflecting the very low interest rate environment. In
2003, the predominant component of the Bank’s one- to four-family residential mortgage loan
originations was the refinancing of existing loans and consequently, its balance of such loans
decreased by 0.59 percent or $781,000. That shrinkage was offset by substantial increases of
104.6 percent or $7.2 million for construction loans, 38.8 percent or $4.0 million for commercial
real estate loans and 12.6 percent or $2.4 million for consumer loans, predominantly home equity
loans. The Bank’s lending activities in 2003 resulted in its overall loan growth of 9.0 percent
in 2003, following growth of 4.8 percent in 2002 and 8.4 percent in 2001. For the three months
ended March 31, 2004, total loan originations were considerably lower than in the first quarter
of 2003, and annualized were also much lower than during 2003, with all real estate loans
increasing $408,000 or $1.6 million annualized, compared to $10.4 million in 2003. During the
first quarter of 2004, commercial business loans remained generally flat, compared to a $2.5
million increase in 2003; and consumer loans increased by $1.3 million or $5.2 million

annualized, compared to $2.4 million in 2003.
Total loan originations were at $64.3 million and $101.0 million during 2002 and 2003,
respectively, decreasing to $13.7 million or $54.8 million annualized, during the three months

ended March 31, 2004. For the three months ended March 31, 2004, real estate loans,
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Earnings Performance (cont.)

commercial business loans and consumer loans, predominantly home equity loans, represented
66.4 percent, 7.1 percent, and 26.4 percent, respectively, of total loan originations. In
comparison, during 2003, real estate loans, commercial business loans and consumer loans
represented 82.7 percent, 3.2 percent and 14.2 percent, respectively, of total loan originations,
indicating a significant annualized decrease in real estate loans and increases in commercial

business loans and consumer loans in the first quarter of 2004.

Total mortgage and non-mortgage loan originations were $13.7 million for the three
months ended March 31, 2004, reduced by repayments and loan sales of $12.0 million, resulting
in a net increase of $1.7 million in gross loans receivable to $186.7 million at March 31, 2004,
compared to $185.0 million at December 31,2003. In 2003, total loan originations were $101.1
million, reduced by repayments and loan sales of $85.7 million, resulting in a net increase of
$15.3 million in gross loans receivable to $185.1 million at December 31, 2003, compared to

$169.7 million at December 31, 2002.

The impact of Naugatuck Valley's primary lending efforts has been to generate a yield on
average interest-earning assets of 5.44 percent for the twelve months ended March 31, 2004,
compared to a higher 5.73 percent for the comparable group, a lower 5.21 percent for all thrifts
and a lower 5.07 percent for New England thrifts. The Bank's ratio of interest income to average
assets was 5.25 percent for the twelve months ended March 31, 2004, lower than the comparable
group at 5.30 percent, but higher than all thrifts at 4.65 percent and New England thrifts at 4.62
percent, reflecting the Bank's similar ratio of nonperforming assets and higher ratio of interest-

earning assets.

Naugatuck Valley's 1.87 percent cost of interest-bearing liabilities for the twelve months
ended March 31, 2004, was lower than the comparable group at 2.73 percent, all thrifts at 2.31
and New England thrifts at 2.36 percent, but modestly higher than the two Connecticut thrifts
at 1.72 percent. The Bank's resulting net interest spread of 3.57 percent for the twelve months
ended March 31, 2004, was higher than the comparable group at 3.00 percent, all thrifts at 2.91

59



Earnings Performance (cont.)

percent and New England thrifts at 2.70. The Bank's net interest margin of 3.69 percent, based
on average interest-earning assets for the twelve months ended March 31, 2004, was higher than
the comparable group at 3.32 percent, all thrifts at 3.14 percent and New England thrifts at 3.19

percent.

The Bank's ratio of noninterest income to assets was 0.50 percent, including gains, for the
twelve months ended March 31, 2004, lower than the comparable group at 0.72 percent, and
more notably lower than all thrifts at 1.36 percent and modestly lower than New England thrifts
at 0.56 percent. A small 2.3 percent of the Bank's noninterest income was comprised of gains

on the sale of loans and other assets.

The Bank's operating expenses were significantly higher than the comparable group, all
thrifts and New England thrifts. For the twelve months ended March 31, 2004, Naugatuck
Valley had an operating expenses to assets ratio of 2.99 percent compared to 2.49 percent for the
comparable group, 2.29 percent for all thrifts and 2.27 percent for New England thrifts. Such
higher operating expenses relate in part to the Bank’s lower $37.5 million average deposits per
branch, compared to the comparable group average of $40.9 million in deposits per branch, as
well as its less favorable 73.7 percent efficiency ratio for the twelve months ended March 31,

2004, compared to the comparable group with an efficiency ratio of 65.03 percent.

For the twelve months ended March 31, 2004, Naugatuck Valley generated a lower ratio
of noninterest income, a higher ratio of noninterest expenses and a higher net interest margin
relative to its comparable group. The Bank was absent a provision for loan losses during the
twelve months ended March 31, 2004, compared to 0.11 percent ratio to assets for the
comparable group, 0.10 percent for all thrifts and 0.09 percent for New England thrifts. The
Bank's absence of a provision for loan losses during the twelve months ended March 31, 2004,
reflected a decreasing trend in both nonperforming assets and charge-offs in recent periods, as

well as a ratio of allowance for loan losses to total loans higher than the comparable and similar
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Earnings Performance (cont.)

to all thrifts. The Bank’s ratio of reserves to nonperforming assets was moderately lower than

the comparable group and very similar to all thrifts.

As aresult of its operating characteristics, the Bank's net income and core income were
lower than the comparable group for the twelve months ended March 31, 2004. Based on net
earnings, the Bank had a return on average assets of 0.50 percent, 0.96 percent, 0.65 percent,
0.91 percent, 0.77 percent in 1999, 2000, 2001, 2002, and 2003, respectively, and 0.72 percent
for the twelve months ended March 31, 2004. For the trailing twelve months, the comparable
group had a higher net ROAA of 0.83 percent, while all thrifts indicated a still higher ROAA of
1.27 percent. The Bank's core or normalized earnings, as shown in Exhibit 7, were lower than
its net earnings and resulted in a 0.72 percent core return on assets for the twelve months ended
March 31, 2004. That cofe ROAA was also lower than the comparable group at 0.81 percent,
all thrifts at 1.07 percent and New England thrifts at 0.79 percent.

Following its reorganization, Naugatuck Valley's earnings will continue to be dependent
on a combination of the overall trends in interest rates, the consistency, reliability and variation
of its noninterest income and overhead expenses, its asset quality, its future needs for provisions
for loan losses and the continuation of lower charge-offs and nonperforming assets. The Bank’s
noninterest income increased significantly in 2002 and 2003 due to higher originations, primarily
refinances at lower interest rates, but it is likely that a rising interest rate environment will flatten
and, perhaps, reduce that trend. Overhead expenses indicate a moderate annual increases from
1999 to 2003, with such expenses in the first quarter of 2004 annualizing to a 9.8 percent
increase in 2004 compared to 2003 and remaining significantly higher than industry averages.
The Bank's net interest margin, higher than the comparable group, has been the result of its lower
yield on assets offset by its lower cost of funds. The impact of this trend has been a generally
stable net interest margin with only mild fluctuation during the last five years and the three

months ended March 31, 2004.
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Earnings Performance (cont.)

In recognition of the foregoing earnings related factors, considering Naugatuck Valley's
current performance measures, a downward adjustment has been made to the Corporation’s pro

forma market value for earnings performance.

MARKET AREA

Naugatuck Valley's primary market area for both retail deposits and lending consists of
the Connecticut counties of Fairfield and New Haven. The Bank’s home office and three of its

four branches are in New Haven County and one branch is in Fairfield County.

As discussed in Section II, from 1990 to 2000, population increased in all areas. The
population increased by a modest 1.2 percent in Naugatuck and 2.5 percent in New Haven
County, a moderate 6.6 percent in Fairfield County, 3.6 percent in Connecticut and 13.2 percent
in the United States. From 2000 to 2008, Naugatuck's population is projected to increase by 3.7
percent with the populations of Fairfield and New Haven Counties, Connecticut and the United

States projected to increase by 4.3 percent, 2.5 percent, 3.6 percent and 9.9 percent, respectively.

Naugatuck experienced a smaller 4.4 percent increase in households from 1990 to 2000.
During that period, households increased by 4.9 percent in New Haven County, 6.2 percent in
Fairfield County, 5.8 percent in Connecticut and 14.7 percent in the United States. From 2000
through 2008, Naugatuck's households are projected to continue to increase by 5.4 percent, while
the increase is projected to be 5.5 percent in Fairfield County, 4.7 percent in New Haven County,
5.7 percent in Connecticut and 11.0 percent in the United States. That historical and projected
population and household growth was generally lower than Connecticut and the United States

and moderately lower than the comparable group markets.

In 2000, the median housing values in Naugatuck and New Haven County indicated

decreases of 6.0 percent and 7.6 percent, respectively, from 1990, while Fairfield County
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Market Area (cont.)

indicated an increase of 16.4 percent during that ten year period. With the exception of segments
of Fairfield County, the median housing values in Naugatuck Valley’s market area were lower
than in Connecticut, but higher than in the United States. The median housing values in the
Bank’s market area, although higher in dollar value than the average of the comparable group
markets due to regional characteristics, indicate lower growth relative to the comparable group

markets.

The average 2000 unemployment rate in the Bank's primary market area was 1.9 percent
in Fairfield County and 2.5 percent in New Haven County, with Connecticut at 2.2 percent and
the United States at 4.0 percent. By April, 2004, the unemployment rate increased to 4.4 percent
in Fairfield County and a higher 5.6 percent in New Haven County, while Connecticut’s
unemployment rate increased to 5.2 percent and the rate in the United States increased to 5.4
percent. In April, 2004, the average unemployment of the comparable group markets was

modestly lower than in either of the Bank’s two market area counties

Naugatuck Valley's primary market area is both suburban to Waterbury and exurban, also
including smaller communities that are generally less affluent than the averages for Fairfield and
New Haven Counties. For perspective, it should be noted that Fairfield County demographics
include a number of very affluent residential and resort communities, such as Greenwich and
Westport, which are geographically remote to the Bank’s operations, which are concentrated in
the Waterbury and New Haven County areas. In the Bank's primary market area counties, the
services sector represented the primary source of employment in 2000 by a moderate margin,
followed by the manufacturing and wholesale/retail sectors, generally consistent with state and
national proportions. By 2000, however, the wholesale/retail sector and the manufacturing sector
both experienced significant declines as employment sources, with the services sector growing
to more than three times the employment of either the wholesale/retail and the manufacturing

sectors.
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Market Area (cont.)

Based on both deposits and loan originations, the financial competition in Naugatuck
Valley's primary market area is significant, with competition from both regional institutions and
national bank holding companies such as Bank of America, Wachovia and J.P. Morgan Chase.
As of June 30, 2003, the Bank held a modest 1.2 percent of deposits in New Haven County and
0.09 percent of deposits in Fairfield County. Total bank and thrift deposits were $14.7 billion
and $21.7 billion in New Haven County and Fairfield County, respectively, with banks and
thrifts holding similar shares of deposits. |

In recognition of the foregoing factors, we believe that a downward adjustment is

warranted for the Bank's primary market area relative to the comparable group.

FINANCIAL CONDITION

The financial condition of Naugatuck Valley is discussed in Section I and shown in
Exhibits 1, 2, 5, and 12 through 23, and is compared to the comparable group in Exhibits 42, 43
and 44. The Bank's ratio of total equity to total assets was 8.94 percent at March 31, 2004, which
was lower than the comparable group at 11.52 percent, all thrifts at 10.46 percent and New
England thrifts at 11.33 percent. With the minority offering completed at the midpoint of the
valuation range, the Corporation's pro forma equity to assets ratio will increase to approximately
15.14 percent, and the Bank's pro forma equity to assets ratio will increase to approximately

11.50 percent.

The Bank's mix of assets and liabilities indicates both similarities to and variations from
its comparable group. Naugatuck Valley had a modestly higher 75.3 percent ratio of net loans
to total assets at March 31, 2004, compared to the comparable group at 72.6 percent. All thrifts
indicated a lower 67.6 percent, as did New England thrifts at 61.5 percent. The Bank's 12.4
percent share of cash and investments was higher than the comparable group at 10.6 percent,

while all thrifts were at 15.4 percent and New England thrifts were at a higher 26.2 percent.
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Financial Condition (cont.)

Naugatuck Valley's 6.2 percent ratio of mortgage-backed securities to total assets was lower than
the comparable group at 11.5 percent and similarly lower than all thrifts at 12.5 percent. The
Bank's 77.4 percent ratio of deposits to total assets was higher than the comparable group at 66.2
percent, all thrifts at 56.7 percent and New England thrifts at 69.1 percent. Naugatuck Valley's
12.5 percent ratio of borrowed funds to assets was lower than the comparable group at 20.9
percent, much lower than all thrifts at 33.2 percent and lower than New England thrifts at 18.6

percent.

Naugatuck Valley had intangible assets of 0.01 percent of assets, consisting of mortgage
servicing rights, and had repossessed real estate of 0.05 percent of assets, compared to ratios of
0.17 percent and 0.04 percent of intangible assets and real estate owned, respectively, for the
comparable group. All thrifts had intangible assets of 0.50 percent and real estate owned 0f 0.13

percent.

The financial condition of Naugatuck Valley is affected by its $980,000 million balance
of nonperforming assets or 0.40 percent of assets at March 31, 2004, compared to a similar 0.38
percent for the comparable group, a higher 0.73 percent for all thrifts and a lower 0.10 percent
for New England thrifts. Historically, the Bank's ratio of nonperforming assets to total assets has
been similar to or somewhat higher than industry averages, but has decreased considerably in
both dollars and ratio since December 31, 1999. The Bank's ratio of nonperforming assets to
total assets was 1.11 percent, 0.65 percent, 0.72 percent, 0.58 percent and 0.46 percent at
December 31, 1999, 2000, 2001, 2002, and 2003, respectively, decreasing slightly to 0.40
percent at March 31, 2004.

The Bank had a lower 6.8 percent share of high risk real estate loans, compared to 17.8
percent for the comparable group and 21.1 percent for all thrifts. The regulatory definition of
high risk real estate loans is all mortgage loans other than those secured by one- to four-family

residential properties.
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Financial Condition (cont.)

At March 31, 2004, Naugatuck Valley had $1,811,000 of allowances for loan losses,
which represented 0.75 percent of assets and 0.97 percent of total loans. The comparable group
indicated allowances equal to 0.51 percent of assets and a smaller 0.67 percent of total loans,
while all thrifts had allowances that averaged a lower 0.65 percent of assets, but a similar 0.98
percent of total loans. Also significant, however, is an institution's ratio of allowances for loan
losses to nonperforming assets, since a portion of nonperforming assets might eventually be
charged off. Naugatuck Valley's $1,811,000 of allowances for loan losses, represented 184.8
percent of nonperforming assets at March 31, 2004, compared to the comparable group's slightly
higher 209.7 percent, with all thrifts at a similar 183.2 percent and New England thrifts at a much
higher 509.2 percent. Naugatuck Valley's ratio of net charge-offs to average total loans was 0.11
percent for the twelve months ended March 31, 2004, compared to a lower 0.05 percent for the
comparable group, 0.22 percent for all thrifts and 0.06 percent for New England thrifts. This
ratio reflects the Bank's maintenance of a generally average ratio of reserves to loans, and a
similar ratio of reserves to nonperforming assets. In 2003, the Bank’s net charge-offs of
$229,000 followed net charge-offs of $93,000 in 2002, net recoveries of $27,000 in 2001 and
higher net charge-off of $258,000 and $451,000 in 2000 and 1999, respectively. For the three
months ended March 31, 2004, the Bank had a recovery of $1,000 with no charge-offs. For the
twelve months ended March 31, 2004, Naugatuck Valley took no provision for loan losses, but
had net charge-offs of $195,000. Based on available information, the comparable group had a
ratio of provisions for loan losses to net charge-offs 0f 227.17 percent, with all thrifts at 167.35
percent and New England thrifts at 151.21 percent.

Naugatuck Valley has a minimal level of interest rate risk, evidenced by its modestly
negative one year cumulative gap of 11.7 percent. The Bank’s three year gap was also a

modestly negative 13.2 percent.

Compared to the comparable group, we believe that no adjustment is warranted for

Naugatuck Valley's current financial condition.
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ASSET, LOAN AND DEPOSIT GROWTH

During its most recent five calendar years, Naugatuck Valley has been characterized by
lower average rates of growth in assets, loans and deposits relative to its comparable group. The
Bank’s average annual asset growth rate from 1999 to 2003, was 7.3 percent, compared to a
higher 10.1 percent for the comparable group, a significantly higher 14.9 percent for all thrifts,
and a modestly higher 10.6 percent for New England thrifts. The Bank’s somewhat lower asset
growth rate is reflective primarily of its smaller increase in loans during that five year period
combined with mildly declining earnings trend. The Bank’s loan portfolio indicates an average
annual increase of 6.7 percent from 1999 to 2003, compared to average growth rates of 14.1
percent for the comparable group, 12.8 percent for all thrifts and 9.5 percent for New England
thrifts.

Naugatuck Valley’s deposits indicate an average annual increase of 7.2 percent from 1999
to 2003. Annual deposit growth was from a low of 0.76 percent in 1999 to a high of 14.8 percent
in 2001, compared to average growth rates of 8.3 percent for the comparable group, 11.0 percent
for all thrifts and 9.3 percent for New England thrifts. Notwithstanding its lower rate of deposit
growth, the Bank had a lower 17.7 percent five year average ratio of borrowed funds to assets,
compared to the comparable group at 25.2 percent. The Bank’s combined lower deposit growth

and borrowed funds ratio reflects and confirms its smaller loan growth and funding needs

Considering the demographics and competition in its market area, the Bank’s ability to
increase its asset, loan and deposit bases in the future is, to a great extent, dependent on its being
able to competitively price its loan and savings products, to maintain a high quality of service
to its customers, to increase its market share and to strengthen its loan origination activity.
Naugatuck Valley’s primary market area has experienced a relatively modest increase in
population and households between 1990 and 2000 and those increases are projected to continue
at rates similar to or lower than state and national rates through 2008. The Bank’s primary
market area indicates 2000 per capita income and median household income lower than
Connecticut but higher than the United States for Naugatuck and New Haven County. In 2000,

housing values in Naugatuck and New Haven County were also lower than Connecticut but
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Asset, Loan and Deposit Growth (cont.)

higher than the United States. As previously noted, the Bank’s operations are concentrated in

New Haven County, the location of Naugatuck and four of the Bank’s five offices.

Notwithstanding the proceeds of the contemplated minority offering, the Bank’s primary
dependence on its operations in New Haven County could result in the continuation of lower
asset growth in the future as a result of its competitive operating environment in a market area
with modest growth in population and households, projected to remain lower than state and
national levels and growth in the future. Naugatuck Valley’s competitive operating environment
is likely to result in the continuation of lower loan and deposit growth and systemic asset growth

for the Bank relative to the comparable group.

Based on the foregoing factors, we have concluded that a downward adjustment to the

Association's pro forma value is warranted.

DIVIDEND PAYMENTS

The Corporation has not committed to pay an initial cash dividend on its common stock.
The future payment of cash dividends will depend upon such factors as earnings performance,
financial condition, capital position, growth, asset quality and regulatory limitations. Each of
the ten institutions in the comparable group paid cash dividends during the twelve months ended
March 31, 2003, for an average dividend yield of 2.31 percent and an average payout ratio of
38.94 percent. During that twelve month period, the average dividend yield was 1.20 percent
and the average payout ratio was 34.64 percent for the two Connecticut thrifts; and the average

dividend was 1.94 percent and the average payout ratio was 40.13 percent for all thrifts.

In our opinion, a downward adjustment to the pro forma market value of the Corporation

is warranted related to dividend payments.
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SUBSCRIPTION INTEREST

In 2003 and to date in 2004, investors' interest in new issues has been generally positive
and subscription levels have been consistently high, although a few issues have received a less
than strong reaction from the marketplace. Overall, although the reaction of IPO investors
appears generally to be related to a number of analytical factors, including the financial
performance and condition of the converting thrift institution, the strength of the local economy,
general market conditions, aftermarket price trends and the anticipation of continuing
merger/acquisition activity in the thrift industry, the smaller number of offerings appears to have

concentrated greater subscription activity beyond the stronger institutions.

Naugatuck Valley will direct its offering primarily to depositors and residents in its
market area. The board of directors and officers anticipate purchasing approximately $1.0
million or 4.7 percent of the stock offered to the public based on the appraised midpoint
valuation. At all ranges of the offering, 2.0 percent of the shares issued to the public and to
Naugatuck Valley Mutual will be contributed to Naugatuck Valley Charitable Foundation. The
Bank will form an ESOP, which plans to purchase 8.4 percent of the total shares issued in the
current offering, including the shares issued to Naugatuck Valley Mutual and the charitable
foundation. Additionally, the Prospectus restricts to 15,000 shares, based on the $10.00 per share
purchase price, the total number of shares in the conversion that may be purchased by a single

person, and to 20,000 shares by persons and associates acting in concert.

The Bank has secured the services of Ryan Beck & Co. (“Ryan Beck”) to assist in the

marketing and sale of the conversion stock.

Based on the size of the offering, recent market movement and current market conditions,
local market interest, the terms of the offering and recent subscription levels for initial mutual
holding company offerings, we believe that an upward adjustment is warranted for the Bank’s

anticipated subscription interest.
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LIQUIDITY OF THE STOCK

The Corporation will offer its shares through a subscription offering and, if required, a
subsequent community offering with the assistance of Ryan Beck. The stock of the Corporation
will trade on the NASDAQ National Market and the Corporation will pursue at least two market

makers for its stock.

The Bank's total public offering is considerably smaller in size to the average market
value of the comparable group. The comparable group has an average market value of $62.6
million for the stock outstanding compared to a midpoint public offering of $21.5 million for the
Corporation, less the ESOP and the estimated 100,000 shares to be purchased by officers and
directors, which will reduce the Corporation’s public market capitalization to approximately
$18.7 million. Ofthe ten institutions in the comparable group, eight trade on NASDAQ and two
trade on the American Stock Exchange, with those ten institutions indicating an average daily

trading volume of 2,851 shares during the last four quarters.

In further examining and analyzing the market for publicly-traded thrift stocks, we
compared various characteristics of the 38 mutual holding companies with the 233 stock
companies. Our findings indicate that both entity types have generally similar average market
capitalization, with mutual holding companies at $415 million and stock companies at $515
million; and that both entity types have a generally similar average number of shares outstanding,
with mutual holding companies averaging 15.0 million shares and stock companies averaging
17.1 million shares. We find it significant, however, notwithstanding the foregoing similarities,
that the average daily trading volume of mutual holding companies was 20,796 during the past
twelve months, while stock companies indicated a much higher average daily volume of 76,757

shares.

Based on the average market capitalization, shares outstanding and daily trading volume
ofthe comparable group, as well as the relative trading volume of publicly-traded mutual holding
companies, we have concluded that a downward adjustment to the Corporation’s pro forma

market value is warranted relative to the anticipated liquidity of its stock.
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MANAGEMENT

The president and chief executive officer of Naugatuck Valley is John C. Roman, who
is also a director. Mr. Roman joined the Bank as vice president and chief lending officer and was
appointed president and chief executive officer and was elected to the board in 1999. Prior to
joining Naugatuck Valley, Mr. Roman was vice president of MidConn Bank, Kensington,
Connecticut, from 1994 to 1998 and served as assistant vice president of Eagle Bank, Bristol,
Connecticut, the successor to MidConn Bank as the result of a merger. Dominic J. Alegi, Jr. is
executive vice president in charge of retail banking and has been with the Bank since 1970. Mr.
Alegi is also executive vice president of Naugatuck Valley Financial and Naugatuck Valley
Mutual Holding Company. Mr. Alegi became executive vice president in 1989, previously
serving the Bank as senior vice president. Jane H. Walsh is senior vice president and a director,

currently responsible for operations, and has been with the Bank since 1974.

During the past five years and in the first quarter of 2004, Naugatuck Valley hasbeen able
to increase its deposit base, total assets and total equity, maintain a stable net interest margin,
control nonperforming assets, classified loans and charge-offs, maintain an acceptable gap
position, and maintain its market share in spite of increasing competition. Although the Bank’s
earnings and return on assets have been below comparable group and industry averages, and its
operating expenses have been higher than such averages, management is confident that its branch
network is well positioned for reasonable growth and enhanced profitability following its public

offering.
Overall, we believe the Bank to be professionally and knowledgeably managed, as are the

comparable group institutions. It is our opinion that no adjustment to the pro forma market value

of the Corporation is warranted for management.
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MARKETING OF THE ISSUE

The necessity to build a new issue discount into the stock price of a converting thrift
institution continues to be a closely examined issue in recognition of uncertainty among investors
as a result of the thrift industry's dependence on interest rate trends, recent volatility in the stock
market and pending federal legislation related to the regulation of financial institutions.
Increased merger/acquisition activity, as well as the presence of new competitors in the financial
institution industry, such as de novo institutions, investment firms, insurance companies and
mortgage compam'es, have resulted in increased pressure on an individual institution’s ability to
attract retail deposits at normal rates rather than premium rates and to deploy new funds in a

timely and profitable manner.

Although we believe that a new issue discount applied to the price to book valuation
approach is appropriate and necessary in some public offerings, in our opinion, various
characteristics of the Corporation’s reorganization transaction, as well as recent market trends,
cause us to conclude that such a discount is not warranted in the case of this particular offering.
Consequently, at this time we have made no adjustment to the Corporation's pro forma market

value related to a new issue discount.
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VI. VALUATION METHODS

Historically, the most frequently used method for determining the pro forma market value
of common stock for thrift institutions by this firm has been the price to book value ratio method,
due to the volatility of earnings in the thrift industry in the early to mid-1990s. As earnings in
the thrift industry stabilized and improved in the late 1990s, more emphasis was placed on the
price to earnings method, particularly considering increases in stock prices during those years.
During the past few years, however, as decreasing interest rates have had varying effects on
individual institutions, depending on the nature of their operations, the price to book value
method has again become pertinent and meaningful in the objective of discerning commonality
and comparability among institutions. In determining the pro forma market value of the
Corporation, primary emphasis has been placed on the price to book value method, with
additional analytical and correlative attention to the price to earnings and price to core earnings

methods.

In recognition of the volatility and variance in earnings due to fluctuations in interest
rates, the continued differences in asset and liability repricing and the frequent disparity in value
between the price to book approach and the price to earnings approach, a third valuation method,
the price to net assets method, has also been used. The price to assets method is used less often
for valuing ongoing institutions, but becomes more useful in valuing converting institutions
when the equity position and earnings performance of the institutions under consideration are

different.

In addition to the pro forma market value, we have defined a valuation range with the
minimum of the range being 85.0 percent of the pro forma market value, the maximum of the
range being 115.0 percent of the pro forma market value, and a super maximum being 115.0
percent of the maximum. The pro forma market value or appraised value will also be referred
to as the "midpoint value". Inasmuch as the ownership of Naugatuck Valley will remain in the
mutual holding company form, the public offering of the Corporation will be based on the sale
of shares to the public aggregating 43 percent of the fully converted pro forma market value of

the Corporation at each of the valuation ranges defined in this Report with 2 percent
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Valuation Methods (cont.)

of the fully converted valuation being issued to the Foundation for a combined total of 45.0

percent issued to the public and to the Foundation.

It should be noted that the fewer number of shares offered to the public and the lower
proceeds resulting from that offering will result in actual pricing ratios considerably higher than
those determined in the fully converted valuation of the Corporation where higher proceeds are
assumed; and it should be noted that such higher pricing ratios, presented in detail in the offering
prospectus, are pertinent to the prospective minority shareholders and their evaluation of the

offering.

In applying each of the valuation methods, consideration was given to the adjustments to
the Bank's pro forma market value discussed in Section V. Downward adjustments were made
for the Bank’s eamings performance, market area, asset, loan and deposit growth, dividends, and
liquidity of the stock. An upward adjustment was made for subscription interest. No
adjustments were made for the Bank's financial condition, management and marketing of the

issue.

PRICE TO BOOK VALUE METHOD

In the valuation of thrift institutions, the price to book value method focuses on an
institution's financial condition, and does not give as much consideration to the institution's long
term performance and value as measured by earnings. Due to the earnings volatility of many
thrift stocks, the price to book value method is frequently used by investors who rely on an
institution's financial condition rather than eamings performance. Although this method is,
under certain circumstances, considered somewhat less meaningful for institutions that provide
a consistent earnings trend, it remains significant and reliable when an institution’s performance

or general economic conditions are experiencing volatile or uncustomary trends related to
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Price to Book Value Method (cont.)

internal or external factors, and serves as a complementary and correlative analysis to the price

to earnings and price to assets approaches.

It should be noted that the prescribed formulary computation of value using the pro forma
price to book value method returns a price to book value ratio below market value on a fully
converting institution. As noted previously, however, in the case of an initial mutual holding
company minority offering where a majority of the shares will not be held by the public, the
application of the prescribed formulary computation to the sale of all the shares based on the full
valuation of the institution necessarily returns a higher book value per share and a lower price
to book value ratio than is reflective of the actual number of shares to be owned by the public
and the proceeds generated by such a smaller offering. In most instances, nevertheless, such a

value remains below current comparable market values.

Exhibit 50 shows the average and median price to book value ratios for the comparable
group which were 120.40 percent and 117.5 percent, respectively. The full comparable group
indicated a moderately wide range, from a low of 92.58 percent (Lincoln Bancorp) to a high of
140.87 percent (Wayne Savings Bancshares). The comparable group had slightly higher average
and median price to tangible book value ratios of 121.89 percent and 119.36 percent,
respectively, with the range of 95.15 percent to a higher 140.87 percent. Excluding the low and
the high in the group, the comparable group's price to book value range narrowed from a low of
108.69 percent to a high of 139.69 percent; and the comparable group’s price to tangible book

value range also narrowed from a low of 109.77 percent to a high of 140.00.

Considering the foregoing factors in conjunction with the adjustments made in Section
V, we have determined a fully converted pro forma price to book value ratio 0of 74.91 percent and
a price to tangible book value ratio of 75.24 percent at the midpoint. The price to book value
ratio increases from 70.93 percent at the minimum to 81.08 percent at the super maximum, while

the price to tangible book value ratio increases from 71.32 percent at the minimum to 81.41
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Price to Book Value Method (cont.)

percent at the super maximum. The price to book value ratio is 74.97 percent without

recognition of the 2.0 percent foundation and is a higher $51.7 million value at the midpoint.

The Corporation's pro forma price to book value and price to tangible book value ratios
of 74.91 percent and 75.24 percent, respectively, as calculated using the prescribed formulary
computation indicated in Exhibit 49, are influenced by the Bank's equity level and local market,
as well as subscription interest in thrift stocks and overaﬂ market and economic conditions.
Further, the Corporation's ratio of equity to assets after conversion at the midpoint of the
valuation range will be approximately 12.67 percent compared to 11.52 percent for the
comparable group. Based on the price to book value ratio and the Bank's total equity of
$21,656,000 at March 31, 2004, the indicated fully converted pro forma market value of the
Corporation using this approach is $50,116,051 at the midpoint (reference Exhibit 49).

PRICE TO EARNINGS METHOD

The foundation of the price to eamings method is the determination of the earnings base
to be used, followed by the determination of an appropriate price to earnings multiple. As
indicated in Exhibit 3, Naugatuck Valley’s after tax net earnings for the twelve months ended
March 31, 2004, were $1,755,000, and the Bank's core earnings for that period were a lesser
$1,697,000, based on the adjustments shown in Exhibit 7. To determine the pro forma market
value of the Corporation by using the price to earnings method, we applied the core earnings base
of $1,6978,000.

In determining the price to core earnings multiple, we reviewed the range of price to core
earnings and price to net earnings multiples for the comparable group and all publicly-traded
thrifts. The average price to core earnings multiple for the comparable group was 17.78, while
the median was 14.94. The average price to net earnings multiple was a similar 15.11 and the

median multiple was 16.97. The comparable group's price to core earnings multiple was lower
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Price to Earnings Method (cont.)

than the 23.31 average multiple for all publicly-traded, FDIC-insured thrifts and higher than their
median of 17.09. The range in the price to core earnings multiple for the comparable group was
from a low of 11.68 (LSB Financial Corp.) to a high of 23.02 (First Bancorp of Indiana). The
range in the price to core eamings multiple for the comparable group, excluding the high and low
ranges, was from a low multiple of 14.25 to a high of 22.21 times earnings for eight of the ten

institutions in the group, indicating a modest narrowing of the range.

Consideration was given to the adjustments to the Corporation's pro forma market value
discussed in Section V. In recognition of those adjustments, we have determined a fully
converted price to core earnings multiple of 28.16 at the midpoint, based on Naugatuck Valley's

core earnings of $1,697,000 for twelve months ended March 31, 2004.

Based on the Bank's core earnings base of $1,697,000 (reference Exhibit 49), the fully
converted pro forma market value of the Corporation using the price to earnings method is

$49,901,388 at the midpoint.

PRICE TO ASSETS METHOD

The final valuation method is the price to assets method. This method is not frequently
used, since the calculation incorporates neither an institution's equity position nor its earnings
base. Additionally, the prescribed formulary computation of value using the pro forma price to
net assets method does not recognize the runoff of deposits concurrently allocated to the
purchase of conversion stock, returning a pro forma price to net assets ratio below its true level
following conversion. Further, once again as previously noted, the prescribed formulary
computation of fully converted pro forma value does not recognize the lower pro forma asset

base resulting from small offering proceeds.
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Price to Assets Method (cont.)

Exhibit 50 indicates that the average price to assets ratio for the comparable group was
13.65 percent and the median was 13.16 percent. The range in the price to assets ratios for the
comparable group varied from a low of 9.75 percent (LSB Financial Corp.) to a high of 18.10
percent (Atlantic Liberty Financial). The range narrows modestly with the elimination of the two

extremes in the group to a low of 10.89 percent and a high of 16.80 percent.

Consistent with the previously noted adjustments, it is our opinion that an appropriate
price to assets ratio for the Corporation is 17.43 percent at the midpoint, which ranges from a low

of 16.55 percent at the minimum to 24.93 percent at the super maximum.

Based on the Bank's March 31, 2004, asset base 0 $242,148,000, the indicated pro forma
market value of the Corporation using the price to assets method is $50,025,458 at the midpoint
(reference Exhibit 49).

VALUATION CONCLUSION

Exhibit 55 provides a summary of the valuation premium or discount for each of the
valuation ranges when compared to the comparable group based on each of the fully converted
valuation approaches. At the midpoint value, the fully converted price to book value ratio of
74.91 percent for the Corporation represents a discount of 37.78 percent relative to the
comparable group and decreases to 32.66 percent at the super maximum. As presented Exhibits
51 through 54 of this Report and as further detailed in the offering prospectus, however,
recognizing the lower actual proceeds to be realized by the offering to the public of only 43
percent of the pro forma fully converted shares, the Corporation’s pro forma book value and pro
forma book value per share will be significantly lower and its corresponding price to book value
ratio will be higher at the offering price of $10.00 per share. Specifically, the sale to the public
of 43 percent of the shares, with 2 percent issued to the Foundation and the remaining 55 percent

of the shares retained by the Corporation, results in a price to book value ratio of 116.14 percent,
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Valuation Conclusion (cont.)

127.23 percent, 136.80 percent and 146.20 percent at the minimum, midpoint, maximum and
adjusted maximum of the actual offering range, respectively. Those ratios represent a discount
at the minimum and premiums at the midpoint, the maximum and adjusted maximum relative
to the average of the comparable group of 3.54 percent, for the discount, and 5.67 percent, 13.62
percent and 21.43 percent for the premiums at the minimum, midpoint, maximum and adjusted

maximum of the actual offering range, respectively.

The price to core earnings multiple of 28.16 for the Corporation at the midpoint value
indicates a premium of 58.43 percent, increasing to a premium of 106.39 percent at the super
maximum. The price to assets ratio at the midpoint of 17.43 percent represents a premium of

27.74 percent, increasing to a premium of 82.69 percent at the super maximum.

It is our opinion that as of May 21, 2004, the fully converted pro forma market value of
the Corporation, is $50,000,000 at the midpoint, representing 5,000,000 shares at $10.00 per
share. The fully converted pro forma valuation range of the Corporation is from a minimum of
$42,500,000 or 4,250,000 shares at $10.00 per share to a maximum of $57,500,000 or 5,750,000
shares at $10.00 per share, with such range being defined as 15 percent below the appraised
value to 15 percent above the appraised value. The maximum, as adjusted, defined as 15 percent
above the maximum of the range, is $66,125,000 or 6,612,500 shares at $10.00 per share
(reference Exhibits 51 to 54).

The fully converted pro forma appraised value of Naugatuck Valley Financial Corporation

as of May 21, 2004, is $50,000.000 at the midpoint.
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EXHIBIT 1

NAUGATUCK VALLEY SAVINGS AND LOAN, S.B.

NAUGATUCK, CONNECTICUT

Consolidated Statements of Financial Condition
At March 31, 2004 and December 31, 2003

ASSETS

Cash and due from depository institutions
Investment in federal funds
Investment securities

Loans receivable, net

Accrued income receivable
Foreclosed real estate, net
Premises and equipment, net
Deferred income taxes

Bank owned life insurance asset
Other assets

Total assets
LIABILITIES AND CAPITAL ACCOUNTS
LIABILITIES
Deposits
Advances from FHLB of Boston
Mortgagors’ escrow accounts
Other liabilities

Total liabilities

CAPITAL ACCOUNTS

Retained earnings

Accumulated other comprehensive income
Total capital

Total liabilities and capital accounts

March 31, December 31,
2004 2003
{Unaudited)
(In thousands)
6,207 $ 4,752
5711 5,023
32,914 38,727
182,311 180,378
1,029 1,071
131 208
6,209 6,119
395 427
4,782 4,734
2,459 2,517
242,148 $ 243,956
187,474 $ 183,455
30,138 34,990
1,530 2,634
1,350 1,660
220,492 222,739
21,325 20,947
331 270
21,656 21,217
242,148 $ 243,956

Source: Naugatuck Valley Savings and Loan, S.B.'s unaudited and audited financial statements
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EXHIBIT 2

NAUGATUCK VALLEY SAVINGS AND LOAN, S.B.

NAUGATUCK, CONNECTICUT

Consolidated Statements of Financial Condition
At December 31, 1999 through 2002

December 31,
2002 2001 2000 1999
(In thousands)
ASSETS
Cash and due from depository institutions $ 5,038 5419 § 4750 % 5,348
{nvestment in federal funds 13,120 7,224 6,492 5,400
Investment securities 33,8786 21,003 12,855 12,788
Loans receivable, net 166,046 1,335 1,278 1,224
Accrued income receivable 1,045 158,456 145,831 138,171
Foreclosed real estate, net 108 1,031 993 839
Premises and equipment, net 6,126 160 136 390
Deferred income taxes KA 5,452 4,092 4,270
Bank owned life insurance asset - 497 488 568
Other assets 2,268 528 534 712
Total assets $ 227,998 201,105 $ 177,449 § 169,710
LIABILITIES AND CAPITAL ACCOUNTS
LIABILITIES
Deposits $ 173,231 156,662 $ 136451 § 131,153
Advances from FHLB of Boston 31,119 23,372 22,036 21,690
Mortgagors' escrow accounts 2,362 2,051 1,916 1,752
Other liabilities 1,436 1,523 1,062 980
Total liabilities 208,148 183,608 161,465 155,575
CAPITAL ACCOUNTS
Retained earnings 19,141 17,221 16,038 14,419
Accumulated other comprehensive income 709 276 (54) (284)
Total retained eamings 19,850 17,497 15,984 14,135
Total liabilities and retained earnings $ 227,998 201,105 $ 177449 $ 169,710

Source: Naugatuck Valley Savings and Loan, S.B.'s audited financial statements
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EXHIBIT 3

NAUGATUCK VALLEY SAVINGS AND LOAN, S.B.
NAUGATUCK, CONNECTICUT

Consolidated Statements of Income
For the Three Months Ended March 31, 2003 and 2004 and

For the Year Ended December 31, 2003 and

Three Months

Ended For the Year Ended
March 31, March 31, December 31,
2004 2003 2003
(Unaudited) (Unaudited)
(In thousands)
Interest and dividend income
Interest on loans $ 2,695 $ 2,877 $ 11,052
Interest and dividends on investments
and deposits 331 379 1,592
Total interest income 3,026 3,256 12,644
Interest expense
interest on deposits 570 819 2,848
Interest on borrowed funds 366 353 1,393
Total interest expense 936 1,172 4,241
Net interest income 2,090 2,084 8,403
Provision for loan losses - 45 45
Net interest income after provision -
for loan losses 2,090 2,039 8,358
Noninterest income
Loan fees and service charges 211 221 851
income from bank owned life insurance 48 - 133
Gain on sale of mortgages 5 17 14
Gain on sale of investments 24 - 1
Income from investment advisory services,
net 31 - 45
Other income 14 19 71
Total noninterest income 333 257 1,115
Noninterest expense
Compensation, taxes and benefits 1,122 885 4,024
Office occupancy 283 270 1,041
Computer processing 146 115 507
Federal insurance premiums 7 7 28
(Gain) loss on foreclosed real estate, net (32) 4 2
Other expenses 353 369 1,243
Total noninterest expense 1,879 1,650 6,845
Income before provision for income taxes 544 646 2,628
Provision for income taxes 166 217 822
Net income $ 378 $ 429 $ 1,806

Source: Naugatuck Valley Savings and Loan, S.B.'s unaudited and audited financial statements
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EXHIBIT 4

SI BANCORP, INC. AND SUBSIDIARIES

WILLIMANTIC, CONNECTICUT

Consolidated Statements of Income
For the Years Ended December 31, 1999 through 2002

Year Ended December 31,

2002 2001 2000 1999
(In thousands)
Interest and dividend income
Interest on loans $ 11841 $ 11630 $ 11,267 10,390
Interest and dividends on investments
and deposits 1,337 1,001 1,051 968
Total interest income 13,178 12,631 12,318 11,358
interest expense
Interest on deposits 3,914 5,105 4,786 4,332
Interest on borrowed funds 1,385 1,073 1,137 939
Total interest expense 5,299 6,178 5,923 5,271
Net interest income 7,879 6,453 6,395 6,087
Provision for loan losses 231 80 73 110
Net interest income after provision
for loan losses 7,648 6,373 6,322 5,977
Noninterest income
Loan fees and service charges 793 673 545 496
Income from bank owned life insurance - - -- 9)
Gain (loss) on sale of mortgages 100 - - -
Gain on sale of investments 3 - - -
Income from investment advisory
services, net - - - --
Other income 76 70 56 36
Total noninterest income 972 743 601 523
Noninterest expense
Compensation, taxes and benefits 3,304 3,181 2,450 2,190
Office occupancy 877 737 660 636
Computer processing 448 395 343 358
Federal insurance premiums 28 26 27 90
(Gain) loss on foreclosed real estate, net 51 9 43 63
Other expenses 1,114 1,044 974 820
Total noninterest expense 5,820 5,392 4,497 4,157
Income before provision for income taxes 2,800 1,724 2,426 2,342
Provision for income taxes 880 542 807 1,513
Net income 1,920 1,182 1,619 829

Source: Naugatuck Valley Savings and Loan Association, S.B.'s audited financial statements
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EXHIBIT 5

Selected Financial Information
At March 31, 2004, and
At December 31, 1999 through 2003

At
March 31, At December 31,
2004 2003 2002 2001 2000 1999

Selected Financial Condition Data: (In thousands)

Total assets $ 242,148 $ 243,956 $ 227,998 $ 201,105 $ 177,449 $ 169,710
Securities held-to-maturity 2,511 1,561 1,364 596 723 1,004
Securities available-for-sale 30,403 37,166 32,512 20,407 12,132 11,784
Loans receivable, net 182,311 180,378 166,046 158,456 145,831 138,171
Cash and cash equivalents 11,918 9,775 18,158 12,643 11,242 10,748
Deposits 187,474 183,455 173,231 156,662 136,452 131,153
FHLB advances 30,138 34,990 31,119 23,372 22,036 21,690
Total capital 21,656 21,217 19,850 17,497 15,984 14,135

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 6

Income and Expense Trends
For the Three Months Ended March 31, 2003 and 2004, and
For the Years Ended December 31, 1999 through 2003

For the Three Months
Ended March 31, At December 31,
2004 2003 2003 2002 2001 2000 1999
(In thousands)

Operating Data:

Interest and dividend income $ 3,026 $3256 $12644 $13,178 $12,631 $12318 $11,358
Interest expense 936 1,172 4,241 5,299 6,178 5,923 5,272
Net interest income 2,090 2,084 8,403 7,879 6,453 6,395 6,086
Provision for loan losses — 45 45 231 80 73 110
Net interest income after provision

for loan losses 2,080 2,039 8,358 7,648 6,373 6,322 5,976
Noninterest income 333 257 1,115 972 743 601 523
Noninterest expense 1,879 1,650 6,845 5,820 5,392 4,497 4,157
Income before provision for income taxes 544 646 2,628 2,800 1,724 2,426 2,342
Provision for income taxes 166 217 822 880 542 807 1,513
Net income $ 378 $ 429 § 1806 $ 1920 $ 1,182 § 1,619 $ 829

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 7

Normalized Earnings Trends
For the Twelve Months Ended March 31, 2004 and the
Fiscal Year Ended December 31, 2003

Twelve Months Year

Ended Ended
March 31, December 31,

2004 2003

(In thousands)

Net income before taxes $ 2,516 2,628
Expense adjustments

Loss on foreclosed real estate {36) -
Income adjustments

Gain on sale of investments (24) -
Normalized earnings before taxes 2,456 2,628
Taxes 759 822
Normalized earnings after taxes $ 1,697 1,806

() Based on tax rate of 30.9 percent.

Source: Naugatuck Valley's audited and unaudited financial statements
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EXHIBIT 8

Performance Indicators
At or for The Three Months Ended March 31, 2003 and 2004, and
At or for the Years Ended December 31, 1999 through 2003

Three Months Ended Years Ended
March 31, December 31,
2004 2003 2003 2002 2001 2000 1999
Performance Ratios "
Return on average assets 0.63% 0.76% 0.77% 0.91% 0.65% 0.96% 0.50%
Return on average equity 6.99% 8.45% 8.59% 10.23% 6.95% 10.71% 5.98%
Interest rate spread @ 3.72% 3.81% 3.77% 3.77% 3.50% 3.78% 3.64%
Net interest margin @ 3.77% 3.92% 3.85% 3.90% 3.71% 3.98% 3.88%
Noninterest expense to average assets 3.16% 2.94% 2.94% 2.75% 2.96% 2.68% 2.49%
Efficiency ratio 77.20%  70.21% 71.62%  6520%  74.43%  63.58%  62.01%
Average interest-earning assets to
average interest-bearing liabilities 102.93%  104.77% 103.69%  105.20%  105.87%  10557%  107.34%
Average equity to average assets 9.08% 9.04% 9.02% 8.86% 9.35% 8.01% 8.31%
Capital Ratios:
Total capital to risk-weighted assets 16.26% 16.27% 16.21% 15.37% 14.74% 15.50% 15.13%
Tier 1 capital to risk-weighted assets 15.01% 15.02% 14.96% 14.12% 13.47% 14.25% 13.88%
Tier 1 capital to average assets 8.83% 8.59% 8.64% 8.30% 8.40% 8.83% 8.25%
Asset Quality Ratios:
Allowance for loan losses as a percent
of total loans 0.98% 1.17% 0.99% 1.19% 1.16% 1.18% 1.38%
Allowance for loan losses as a percent of
nonperforming loans 213.31%  206.17% 199.78%  162.91%  144.66% 171.14%  130.22%
Net charge-offs (recoveries) to average
outstanding loans during the period 0.00% 0.02% 0.13% 0.05% (0.02)% 0.18% 0.34%
Nonperforming loans as a percent of total loans 0.46% 0.57% 0.50% 0.73% 0.80% 0.69% 1.06%
Nonperforming assets as a percent of total assets 0.40% 0.44% 0.46% 0.58% 0.72% 0.65% 1.11%

™ performance ratios for the three months ended March 31, 2004 and 2003 are annualized.

@ Represents the difference between the weighted average yield on average interest-eaming assets and the weighted average
cost of interest-bearing liabilities.

@ Represents net interest income as a percent of average interest-earning assets.

“ Represents noninterest expense divided by the sum of net interest income and noninterest income, excluding gains or losses

on the sale of securities.

Source: Naugatuck Vailey Financial Corporation's Prospectus
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EXHIBIT 14

Loan Originations and Purchases
For The Three Months Ended March 31, 2003 and 2004, and
For the Years Ended December 31, 2001 through 2003

For the Three Months Ended Years Ended
March 31, December 31,
2004 2003 2003 2002 2001

(In thousands)

Total loans at beginning

of period $ 185,046 $ 169,726 $ 169,726 $ 162,015 $ 149,451
Loans originated:
Real estate
Residential 5,701 15,066 64,689 41,395 35,053
Construction 2,812 3,088 13,489 7,844 7,722
Multi-family and commercial
real estate 590 622 5,365 3,823 8,266
Commercial business 978 582 3,196 976 970
Consumer loans 3.621 1,931 14,307 10,255 10,626
Total loans originated 13,702 21,289 101,046 64,293 62,637
Deduct:
Real estate loan principal
repayments (7,116) (12,381) (67,857) (35,560) (35,591)
Loan sales (1,927) (1,564) (8,851) (6,971) -
Other repayments (2,965) (3,481) (9,018) (14,051) (14,482)
Net loan activity 1,694 3,863 15,320 7,711 12,564
Total loans at end of period $ 186,740 $ 173,589 $ 185,046 $ 169,726 $ 162,015

e ——— ——————— p————————  ceat—————— ———————
P — - — i ———

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 15

Delinquent Loans
At March 31, 2004 and
At December 31, 2001, 2002 and 2003

At March 31, At December 31,
2004 2003 2002 2001
30-59 60-89 30-59 60-89 30-59 60-89 30-59 60-89
Days Days Days Days Days Days Days Days

Past Due Past Due Past Due Past Due Past Due PastDue”  Past Due Past Due
(In Thousands)

Real estate loans $ 693 $770 $ 999 $670 $ 931 $715 $1,100 $249
Multi-family and commercial
real estate - - 272 62 - - 116 -
Commercial business loans 103 - 20 - - - - -
Consumer loans 1 75 61 75 138 40 113 16
Total loans $ 797 $ 845 $ 1,352 $ 807 $ 1,069 $ 755 $ 1,329 $ 265

r——— —————— e——— $e—t————— e—————— — e————— pp————eee
———— i — — i  —— - ———————— - ————————— |

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 16

Nonperforming Assets
At March 31, 2004 and at December 31, 1999 through 2003

At March 31, At December 31,
2004 2003 2002 2001 2000 1999
(Dollars in thousands)

Nonaccrual loans:

Real estate $ 609 $ 500 $ 1,041 $ 1,217 $ 985 $ 1,386
Commercial business 240 330 117 - - -
Consumer - 76 66 66 37 100
Total $ 849 $ 906 $1,224 $1,283 $ 1,022 $ 1,486
Accruing loans past due 90 days or more:
Real estate - - - - - -
Commercial business - - -- - - -
Consumer - - - - - -
Total - - - - - -
Total of nonaccrual and 90 days or
more past due loans 849 906 1,224 1,283 1,022 1,486
Real estate owned 131 208 108 160 136 391
Other nonperforming assets - - -- -~ - -
Total nonperforming assets 980 1,114 1,332 1,443 1,158 1,877

Troubled debt restructurings - - - - - -

Troubled debt restructurings and

total nonperforming assets $ 980 $ 1,114 $ 1,332 $ 1,443 $ 1,158 $ 1,877
Total nonperforming loans to total loans 0.46% 0.50% 0.73% 0.80% 0.68% 1.06%
Total nonperforming loans to total assets 0.35% 0.37% 0.54% 0.64% 0.58% 0.88%
Total nonperforming assets and troubled

debt restructurings to total assets 0.40% 0.46% 0.58% 0.72% 0.65% 1.11%

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 17

Classified Assets

At March 31, 2004 and at December 31, 2002 and 2003

At
March 31, At December 31,
2004 2003 2002
(In thousands)
Classified Assets:

Substandard assets 2,595 $ 2,745 2,756
Doubtful assets 21 23 -
Loss assets 2 - -

Total classified assets $ 2618 $ 2,768 $ 2,756

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 22

Deposit Activity
For the Three Months Ended March 31, 2003 and 2004 and
For the Years Ended December 31, 2001, 2002, and 2003

Three Months Ended
March 31, Year Ended December 31,
2004 2003 2003 2002 2001
(Dollars in thousands)

Beginning balance $ 183455 § 173,231 $ 173231 $ 156662 $ 136,452
Increase before interest credited 3,449 5,548 7,376 12,655 15,105
Interest credited 570 819 2,848 3,914 5,105
Net increase in savings deposits 4,019 6,367 10,224 16,569 20,210
Ending balance $ 187474 § 179588 § 183455 § 173,231 § 156,662

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 23

Borrowed Funds Activity
At or For the Three Months Ended March 31, 2003 and 2004, and
At or For the Years Ended December 31, 2001, 2002 and 2003

Three Months Ended Year Ended
March 31, December 31,
2004 2003 2003 2002 2001

{In thousands)
Maximum amount of advances outstanding

at any month end during the period:
FHLB advances $30,475 $ 27,531 $ 34,990 $ 31,119 $ 23,372
Other borrowings - -- -
Average advances outstanding during
the period:
FHLB advances $30,635 $ 27,584 $ 27,765 $ 24,376 $ 16,488
Other borrowings - - -
Weighted average interest rate during
the period:
FHLB advances 4.78% 5.12% 5.02% 5.68% 6.51%
Other borrowings - -- -
Balance outstanding at end of period:
FHLB advances $ 30,138 $ 27,531 $ 34,990 $31,119 $ 23,372
Other borrowings - --
Weighted average interest rate at end
of period:
FHLB advances 477% 5.05% 4.37% 4.65% 5.12%
Other borrowings -- - -

Source: Naugatuck Valley Financial Corporation's Prospectus




EXHIBIT 24

OFFICES OF NAUGATUCK SAVINGS AND LOAN

NAUGATUCK, CONNECTICUT
As of March 31, 2004

Net Book
Owned Date of Value as of
or Lease Year March 31,
Location Leased Expiration Opened 2004
(000)
Main Office
333 Church Street
Naugatuck, Connecticut 06770 Owned -- 1996 $2,775
Branches:
1009 New Haven Road
Naugatuck, Connecticut 06770 Owned -- 2001 1,368
127 South Main Street
Beacon Falls, Connecticut 06403 Owned -- 1997 205
860 Bridgeport Avenue
Shelton, Connecticut 06484 Leased 2006 M 2001 69
49 Pershing Drive
Derby, Connecticut 06418 Leased 2013 @ 2003 268

™ We have an option to renew this lease for one additional ten-year period.

@ We have an option to renew this lease for three additional five-year periods.

Source: Naugatuck Valley Financial Corporation's Prospectus
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EXHIBIT 25

DIRECTORS AND MANAGEMENT OF THE BANK

At March 31, 2004

Director Term
Name Position(s) Held with the Bank Age ! Since Expires

Carlos S. Batista Director 54 1999 2005
Camilo P. Vieira Director 60 2002 2005
Richard M. Famiglietti Director 56 2000 2006
Richard D. Lengyel Director & Chairman 65 1971 2006
James A. Mengacci Director 45 1988 2007
Michael S. Plude Director 44 2003 2007
Jane H. Walsh Director & Senior Vice President 60 2001 2007
John C. Roman President & Chief Executive Officer & Director 50 1999 2005
Dominic J. Alegi, Jr. Executive Vice President 58 - -
William C. Nimons Senior Vice President 56 - -
Lee R. Schilesinger Senior Vice President 43 - -

™ Age as of March 31, 2004

Source: Naugatuck Valley Financial Corporation's Prospectus
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Population
Naugatuck

Fairfield County
New Haven County
Connecticut

United States

Households
Naugatuck

Fairfield County
New Haven County
Connecticut

United States

Per Capita Income
Naugatuck

Fairfield County
New Haven County
Connecticut

United States

EXHIBIT 26

Key Demographic Data and Trends

Naugatuck, Fairfield and New Haven Counties,

Connecticut and the United States
1990, 2000 and 2008

Median Household Income

Naugatuck
Fairfield County
New Haven County
Connecticut

United States

1990 2000 % Change 2008 % Change
30,625 30,989 1.2% 32,136 3.7%
827,645 882,567 6.6% 920,391 4.3%
804,219 824,008 2.5% 844,730 2.5%
3,287,116 3,405,565 3.6% 3,528,871 3.6%
248,709,873 281,421,906 13.2% 309,302,654 9.9%
11,328 11,829 4.4% 12,468 5.4%
305,167 324,232 6.2% 342,063 5.5%
304,169 319,040 4.9% 333,928 4.7%
1,230,243 1,301,670 5.8% 1,375,515 5.7%
91,993,582 105,480,101 14.7% 117,073,982 11.0%
$ 16,691 $22,757 36.3% - -
26,161 38,350 46.6% - --
17,666 24,439 38.3% - -
20,189 28,766 42.5% - -
14,420 21,587 49.7% - -
$ 39,902 $ 51,247 28.4% $ 62,608 22.2%
49,891 65,249 30.8% 89,694 37.5%
38,471 48,834 26.9% 61,659 26.3%
41,721 53,935 29.3% 68,740 27.4%
30,056 41,994 39.7% 54,319 29.3%

Source: Census Bureau and ESRI
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EXHIBIT 27

Key Housing Data
Naugatuck, Fairfield and New Haven Counties,
Connecticut and the United States

1990 & 2000

Occupied Housing Units 1990
Naugatuck 11,330
Fairfield County 305,011
New Haven County 304,730
Connecticut 1,230,479
United States 91,947,410
Occupancy Rate
Naugatuck

Owner-Occupied 67.1%

Renter-Occupied 32.9%
Fairfield County

Owner-Occupied 68.2%

Renter-Occupied 31.8%
New Haven County

Owner-Occupied 62.9%

Renter-Occupied 37.1%
Connecticut

Owner-Occupied 65.6%

Renter-Occupied 34.4%
United States

Owner-Occupied 64.2%

Renter-Occupied 35.8%
Median Housing Values
Naugatuck $ 142,000
Fairfield County 248,300
New Haven County 164,400
Connecticut 176,700
United States 79,098
Median Rent
Naugatuck $578
Fairfield County 709
New Haven County 585
Connecticut 598
United States 374

Source: U.S. Census Bureau
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2000

11,829

324,232
319,040
1,301,670
105,480,101

66.5%
33.5%

69.2%
30.8%

63.1%
36.9%

66.8%
33.2%

66.2%
33.8%

$ 133,000
288,900
151,900
166,900
119,600

$ 631
838
666
681
602
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EXHIBIT 29

Unemployment Rates
Fairfield and New Haven Counties,
Connecticut and the United States
2000, 2001, 2002, 2003 and through April 2004

Through
March
Location 2000 2001 2002 2003 2004
Fairfield County 1.9% 3.1% 4.0% 4.8% 4.4%
New Haven County 2.5% 3.7% 4.8% 6.0% 5.6%
Connecticut 2.2% 33% 4.3% 5.5% 5.2%
United States 4.0% 4.8% 5.8% 6.0% 5.4%

Source: Local Area Unemployment Statistics - U.S. Bureau of Labor
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EXHIBIT 30

Market Share of Deposits
Market Area
June 30, 2003

Naugatuck
Market Area's Valley’s
Deposits Share
($000) ($000)
Banks $ 17,778,387 -
Thrifts 18,580,007 $ 188,839
$ 36,358,394 $ 188,839
Source: FDIC
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Naugatuck
Valley's
Share
%

1.0%

0.5%



Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

Prime Rate

90-Day Treasury Bills
1-Year Treasury Bills
30-Year Treasury Notes

EXHIBIT 31

National Interest Rates by Quarter

2001 - 2004
1stQtr. 2nd Qtr. 3rd Qtr.  4th Qtr.
2001 2001 2001 2001
7.50% 6.75% 5.75% 4.75%
4.75% 3.51% 2.95% 1.74%
4.90% 3.70% 3.27% 2.35%
5.92% 5.70% 5.65% 5.62%
1stQtr. 2nd Qtr.  3rd Qtr.  4th Qtr.
2002 2002 2002 2002
4.75% 4.75% 475%  4.25%
1.72% 1.68% 1.20% 1.05%
1.60% 1.59% 1.25% 1.14%
4.95% 4.94% 4.69% 4.58%
1stQtr. 2nd Qtr.  3rd Qtr.  4th Qtr.
2003 2003 2003 2003
4.00% 4.00% 4.00% 4.00%
» 1.02% 1.00% 1.98% 0.94%
1.13% 1.12% 1.10% 1.11%
4.62% 4.70% 4.78% 4.85%
1st Qtr.
2004
4.00%
0.93%
1.44%
5.48%

Source: The Wall Street Journal
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EXHIBIT 32
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EXHIBIT 34
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EXHIBIT 35

KELLER & COMPANY
Dublin, Ohio
614-766-1426

ACQUISITIONS AND PENDING ACQUISITIONS
COUNTY, CITY OR MARKET AREA OF NAUGATUCK VALLEY SAVINGS BANK

NONE
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EXHIBIT 37
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KELLER & COMPANY
Dublin, Ohio
614-766-1426

EXHIBIT 49

VALUATION ANALYSIS AND CALCULATION

Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.
Stock Prices as of May 21, 2004

Valuation assumptions: Comparable Group All Thrifts
Symbol Value Average Median Average Median
Post conv. price to eamings P/IE 27.22 17.37 16.13 18.76 16.04
Post conv. price to book value P/B 74.91% 120.40% 117.58% 146.90% 134.80%
Post conv. price to assets P/A 17.43% 13.65% 13.16% 14.70% 13.96%
Post conv. price to core eamings P/CE 28.17 17.78 16.97 23.31 17.09
Pre conversion eamings ($) Y $ 1,755,000 For the twelve months ended March 31, 2004
Pre conversion book value ($) B $ 21,656,000 AtMarch 31, 2004
Pre conversion assets ($) A $ 242,148,000 At March 31, 2004
Pre conversion core earnings ($) cY $ 1,697,000 For the twelve months ended March 31, 2004
Conversion expense (%) X 1.61%
Fixed asset allocation (%) FA 0.00%
ESOP stock purchase (%) E 3.60%
ESOP cost of borrowings, net (%) S 0.00%
ESOP term of borrowings (yrs.) T 15
RRP amount (%) M 3.21%
RRP term (yrs.) N 5
Tax rate (%) TAX 34.00%
Investment rate of return, net (%) R 0.83%
Investment rate of return, pretax (%) 1.25%
Foundation (%) FDN 2.00%
Tax benefit ($) BEN § 340,000
Formulae to indicate value after conversion:
1. P/E method: Value = P/E*Y = $ 49,898,579
1-P/E*((1-X-E-M-FDN-FA)*R-(1-TAX)*E/T-(1-TAX)*MN))
2. P/B method: Value = P/B*(B+BEN) = $ 50,088,662
1-P/B*(1-X-E-M-FDN)
3. P/A method: Value = P/A*A = $ 50,022,978
1-P/A*(1-X-E-M-FDN)
VALUATION CORRELATION AND CONCLUSIONS:
Shares Issued Total Value Total Number
to Public Price Net of Shares issued of Shares TOTAL
and MHC Per Share Foundation  to Foundation Issued VALUE
Appraised value - midrange 4,900,000 $10.00 $49,000,000 100,000 5,000,000 $50,000,000
Minimum - 85% of midrange 4,165,000 $10.00 $41,650,000 85,000 4,250,000 $42,500,000
Maximum - 115% of midrange 5,635,000 $10.00 $56,350,000 115,000 5,750,000 $57,500,000
Superrange - 115% of maximum 6,480,250 $10.00 $64,802,500 132,250 6,612,500 $66,125,000
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EXHIBIT 50
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EXHIBIT 51

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS
Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.
At the MINIMUM of the Range

1. Gross Conversion Proceeds

(1) Represents gross proceeds of public offering.

Minimum market value 18,275,000
Less: Estimated conversion expenses 777,000
Net conversion proceeds 17,498,000
2. Generation of Additional Income
Net conversion proceeds 17,498,000
Less: Proceeds notinvested @ 1,530,000
Total conversion proceeds invested 15,968,000
Investment rate 0.83%
Earnings increase - return on proceeds invested 131,736
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 67,320
Less: RRP expense, net of taxes 180,305
Net earnings increase -115,889
3. Comparative Earnings
Regular Core
Before conversion - 12 months ended 03/31/04 1,755,000 1,697,000
Net earnings increase -115,889 -115,889
After conversion 1,639,111 1,581,111
4, Comparative Net Worth | Total Tangible
Before conversion - 03/31/04 3 21,656,000 21,325,000
Net cash conversion proceeds 14,891,050 14,891,050
After conversion $ 36,547,050 36,216,050
5. Comparative Net Assets
Before conversion - 03/31/04 ' $ 242,148,000
Conversion proceeds © 14,602,050
After conversion $ 256,750,050

(2) Includes ESOP and proceeds invested in fixed assets.

(3) ESOP and RRP are omitted from net worth.

(4) Includes addition of tax benefit of stock contribution to foundation.

(5) Net cash conversion proceeds less tax benefit of stock contribution to foundation.
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EXHIBIT 52

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS

Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.

At the MIDPOINT of the Range

Gross Conversion Proceeds

Investment rate

After conversion

After conversion

Midpoint market value 21,500,000
Less: Estimated conversion expenses 807,000
Net conversion proceeds 20,693,000
Generation of Additional Income
Net conversion proceeds 20,693,000
Less: Proceeds not invested @ 1,800,000
Total conversion proceeds invested 18,893,000
0.83%
Earnings increase - return on proceeds invested 155,867
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 79,200
Less: RRP expense, net of taxes 212,124
Net earnings increase -135,457
Comparative Earnings
Regular Core
Before conversion - 12 months ended 03/31/04 1,755,000 1,697,000
Net earnings increase -135,457 -135,457
1,619,543 1,561,543
4. Comparative Net Worth © Total Tangible
Before conversion - 03/31/04 $ 21,656,000 21,325,000
Conversion proceeds ¢ 17,626,000 17,626,000
$ 39,282,000 38,951,000
5. Comparative Net Assets
Before conversion - 03/31/04 $ 242,148,000
Conversion proceeds © 17,286,000
$ 259,434,000

After conversion

(1) Represents gross proceeds of public offering.
(2) Includes ESQOP and proceeds invested in fixed assets.
(3) ESOP and RRP are omitted from net worth.

{4) iIncludes addition of tax benefit of stock contribution to foundation.

(5) Net cash conversion proceeds less tax benefit of stock contribution to foundation.
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EXHIBIT 53

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS
Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.

At the MAXIMUM of the Range

1. Gross Conversion Proceeds

Maximum market value @
Less: Estimated conversion expenses

Net conversion proceeds

2. Generation of Additional Income

Net conversion proceeds
Less: Proceeds notinvested @
Total conversion proceeds invested

Investment rate

Earnings increase - return on proceeds invested
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings, net of taxes
Less: RRP expense, net of taxes

Net earnings increase

Comparative Earnings

Before conversion - 12 months ended 03/31/04
Net earnings increase
After conversion

24,725,000
837,000

23,888,000

23,888,000
2,070,000
21,818,000

0.83%
179,999
0
91,080
243,943

-155,024

Regular

Core

1,765,000
-155,024
1,689,976

Tangible

4. Comparative Net Worth © Total
Before conversion - 03/31/04 $ 21,656,000
Conversion proceeds 20,360,950
After conversion $ 42,016,950

5. Comparative Net Assets
Before conversion - 03/31/04 $ 242,148,000
Conversion proceeds © 19,969,950
After conversion $ 262,117,950

(1) Represents gross proceeds of public offering.
(2) Includes ESOP and proceeds invested in fixed assets.
{3) ESOP and RRP are omitted from net worth,

(4) Includes addition of tax benefit of stock contribution to foundation.

21,325,000
20,360,950
41,685,950

(5) Net cash conversion proceeds less tax benefit of stock contribution to foundation.
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EXHIBIT 54

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS
Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.

At the SUPERRANGE Maximum

1. Gross Conversion Proceeds

Superrange market value
Less: Estimated conversion expenses

Net conversion proceeds

2. Generation of Additional Income

Net conversion proceeds
Less: Proceeds not invested @
Total conversion proceeds invested

Investment rate

Earnings increase - return on proceeds invested
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings, net of taxes
Less: RRP expense, net of taxes

Net earnings increase

Comparative Earnings

Before conversion - 12 months ended 03/31/04
Net earnings increase
After conversion

28,433,750
850,000

27,583,750

27,583,750
2,380,500
25,203,250

0.83%
207,927
0
104,742
280,534

-177,349

Regular

Core

1,755,000
-177,349
1,677,651

Tangible

Comparative Net Worth @ Total

Before conversion - 03/31/04 $ 21,656,000
Conversion proceeds © 23,527,643
After conversion $ 45,183,643

5. Comparative Net Assets

Before conversion - 03/31/04 $ 242,148,000
Conversion proceeds © 23,077,993
After conversion $ 265,225,993

(1) Represents gross proceeds of public offering.
(2) Includes ESOP and proceeds invested in fixed assets.
(3) ESOP and RRP are omitted from net worth. -

(4) Includes addition of tax benefit of stock contribution to foundation.

21,325,000
23,527,643
44,852,643

(5) Net cash conversion proceeds less tax benefit of stock contribution to foundation.

155

1,687,000
-177,349
1,519,651



KELLER & COMPANY

Dublin, Ohio
614-766-1426

EXHIBIT 55

SUMMARY OF VALUATION PREMIUM OR DISCOUNT

Midpoint:

Price/earnings
Price/book value
Price/assets
Priceftangible book value
Price/core earnings

Minimum of range:

Price/earnings
Price/book value
Pricefassets
Priceftangible book value
Price/core earnings

Maximum of range:

Super maximum of range:

Price/earnings
Price/book value
Price/assets
Price/tangible book value
Price/core earnings

Price/earnings
Price/book value
Price/assets
Price/tangible book value
Price/core earnings

Naugatuck Valley

27.22 x
7491 %
1743 %
75.24 %
28.17 x

23.34 x
70.93 %
1517 %
7132 %
2411 X

3115 x
78.08 %
19.57 %
78.43 %
3217 x

35.55 x
81.08 %
21.93 %
81.41 %
36.69 x
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Premium or (discount)
from comparable group.

Average Median
56.68% 68.77%
(37.78)% (36.29)%
27.74% 32.52%
(38.27)% (36.96)%
58.43% 65.98%
34.36% 44.72%
(41.09)% (39.68)%
1117% 15.33%
(41.49Y% (40.25)%
35.62% 42.08%
79.32% 93.15%
(35.15)% (33.59)%
43.44% 48.80%
(35.65)% (34.29)%
80.93% 89.54%
104.60% 120.38%
(32.66)% (31.04)%
60.66% 66.67%
(33.20)% (31.79)%
106.39% 1186.22%
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EXHIBIT A
KELLER & COMPANY, INC.

FINANCIAL INSTITUTION CONSULTANTS
555 METRO PLACE NORTH
SUITE 524
DUBLIN, OHIO 43017
(614) 766-1426

(614) 766-1459 FAX

PROFILE OF THE FIRM

KELLER & COMPANY, INC. is a full service consulting firm to financial institutions,
serving clients throughout the United States from its office in Dublin, Ohio. The firm consults
primarily in the areas of regulatory and compliance matters, financial analysis and strategic
planning, stock valuations and appraisals, mergers and acquisitions, mutual to stock
conversions, conversion/mergers and branching. Since its inception in 1985, KELLER &
COMPANY has provided a wide range of consulting services to over 150 financial institutions
including thrifts, banks, mortgage companies and holding companies located in twenty-three
states, extending from Oregon to Massachusetts. KELLER & COMPANY is an affiliate
member of numerous trade organizations including American Bankers Association and

America's Community Bankers.

Each of the firm's senior consultants has over twenty-two years front line experience and
accomplishment in various areas of the financial institution and real estate industries. Each
consultant provides to clients distinct and diverse areas of expertise. Specific services and
projects have included financial institution charter and deposit insurance applications, market
studies, institutional mergers and acquisitions, branch sales and acquisitions, operations and
performance analyses, business plans, strategic planning, financial projections and modeling,
stock valuations, fairess opinions, conversion appraisals, capital plans, policy development
and revision, lending, underwriting and investment criteria, data processing and management

information systems, and incentive compensation programs.

It is the goal of KELLER & COMPANY to provide specific and ongoing services that are
pertinent and responsive to the needs of the individual client institution within the changing
industry environment, and to offer those services at reasonable fees on a timelybasis. Inrecent

years, KELLER & COMPANY has become one of the leading consulting firms in the nation.
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CONSULTANTS IN THE FIRM

MICHAEL R. KELLER has over twenty-four years experience as a consultant to the
financial institution industry. Immediately following his graduation from college, Mr. Keller
took a position as an examiner of financial institutions in northeastern Ohio with a focus on
Cleveland area institutions. After working two years as an examiner, Mr. Keller entered Ohio

State University full time to obtain his M.B.A. in Finance.

Mr. Keller then worked as an associate for a management consulting firm specializing in
services to financial institutions immediately after receiving his M.B.A. During his eight years
with the firm, he specialized in mergers and acquisitions, branch acquisitions and sales, branch
feasibility studies, stock valuations, charter applications, and site selection analyses. By the
time of his departure, he had attained the position of vice president, with experience in almost

all facets of banking operations.

Prior to forming Keller & Company, Mr. Keller also worked as a senior consultant in a larger
consulting firm. In that position, he broadened his activities and experience, becoming more
involved with institutional operations, business and strategic planning, regulatory policies and
procedures, performance analysis, conversion appraisals, and fairness opinions. Mr. Keller
established Keller & Company in November 1985 to better serve the needs of the financial

institution industry.
Mr. Keller graduated from Wooster College with a B.A. in Economics in 1972, and later

received an M.B.A. in Finance in 1976 from the Ohio State University where he took

numerous courses in corporate stock valuations.
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Consultants in the Firm (cont.)

JOHN A. SHAFFER has over twenty years experience in banking, finance, real estate

lending, and development.

Following his university studies, Mr. Shaffer served as a lending officer for a large real estate
investment trust, specializing in construction and development loans. Having gained
experience in loan underwriting, management and workout, he later joined Chemical Bank of
New York and was appointed Vice President for Loan Administration of Chemical Mortgage
Company in Columbus, Ohio. At Chemical, he managed all commercial and residential loan
servicing, administering a portfolio in excess of $2 billion. His responsibilities also included
the analysis, management and workout of problem commercial real estate loans and equity
holdings, and the structuring, negotiation, acquisition and sale of loan servicing, mortgage and
equity securities and real estate projects. Mr. Shaffer later formed and managed an
independent real estate and financial consulting firm, serving corporate and institutional

clients, and also investing in and developing real estate.

Mr. Shaffer's primary activities and responsibilities have included financial analysis, projection
and modeling, asset and liability management, real estate finance and development, loan
management and workout, organizational and financial administration, budgeting, cash flow

management and project design.

Mr. Shaffer graduated from Syracuse University with a B.S. in Business Administration, later

receiving an M.B.A. in Finance and a Ph.D. in Economics from New York University.
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Consultants in the Firm (cont.)

JAMES E. CAMPBELL has over twenty-five years experience in the banking and thrift
industry. He served in upper management and was involved in asset and liability management,

lending policy, retail management, public policy and Community Reinvestment Act policy.

From 1969 to 1991, Mr. Campbell was employed by National City Bank of Columbus, Ohio.
He was appointed Executive Vice President of the Retail Banking Group in 1984. He had
management responsibility for 135 banking officers with over 1,500 associates in Central and

Southern Ohio. He also managed the consumer and real estate functions of the Bank.

Mr. Campbell became Chairman, President and Chief Executive Officer of Jefferson Savings

Bank, West Jefferson, Ohio in 1993 and remained with them until the bank was sold in 1997.

Mr. Campbell graduated from Stonier School of Bank, Rutgers University in 1979.
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EXHIBIT B

RB 20
CERTIFICATION

I hereby certify that I have not been the subject of any criminal, civil or administrative
judgments, consents, undertakings or orders, or any past administrative proceedings
(excluding routine or customary audits, inspections and investigation) issued by any federal
or state court, any department, agency, or commission of the U.S. Government, any state or
municipality, any self-regulatory trade or professional organization, or any foreign
government or governmental entity, which involve:

@) commission of a felony, fraud, moral turpitude, dishonesty or breach of trust;

(i)  violation of securities or commodities laws or regulations;

(ii1)  violation of depository institution laws or regulations;

(iv)  violation of housing authority laws or regulations;

(v)  violation ofthe rules, regulations, codes or conduct or ethics of a self-regulatory trade
or professional organization,

(vi)  adjudication of bankruptcy or insolvency or appointment of a receiver, conservator,
trustee, referee, or guardian.

I hereby certify that the statements I have made herein are true, complete and correct to the best of
my knowledge and belief.

Conversion Appraiser

o 1, 2204 e A

y Date Michael R. Keller
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EXHIBIT C

AFFIDAVIT OF INDEPENDENCE

STATE OF OHIO,

COUNTY OF FRANKLIN, ss:

I, Michael R. Keller, being first duly sworn hereby depose and say that:

The fee which I received directly from the applicant, Naugatuck Valley Savings and Loan,
S.B., in the amount of $20,000 for the performance of my appraisal was not related to the value
determined in the appraisal and that the undersigned appraiser is independent and has fully disclosed
any relationships which may have a material bearing upon the question of my independence; and that

any indemnity agreement with the applicant has been fully disclosed.

MICHAEL R. KELLER

Further, affiant sayeth naught.

Swom to before me and subscribed in my presence this 11th day of June 2004.

e%gﬂ : o, y W % Mffé'l/
: s JANETM. MOHR 4

% Notary Public, State of Ohio NOTARY PUBLIC

My Commission Expires
/Y /67

oy,

* N

Jrenes LI T

162



