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July 27, 2004

Board of Directors

Atlantic Coast Federal Mutual Holding Company
Atlantic Coast Federal Corporation

Atlantic Coast Federal

505 Haines Avenue

Waycross, Georgia 31501

Members of the Boards:

At your request, we have completed and hereby provide an updated independent
appraisal (“Update™) of the estimated pro forma market value of the Common Stock which is to
be offered in connection with the Plan of Stock Issuance (the “Plan), described below.

This Update is furnished pursuant to the requirements of 563b.7 and has been prepared in -
accordance with the “Guidelines for Appraisal Reports for the Valuation of Savings and Loan
Associations Converting from Mutual to Stock Form of Organization” of the Office of Thrift
Supervision (“OTS”), including the most recent revisions as of October 21, 1994, and applicable
interpretations thereof. -

Our Original Appraisal report, dated March 5, 2004 (the “Original Appraisal”), is
incorporated herein by reference. As in the preparation of our Original Appraisal, we believe the
data and information used herein is reliable; however, we cannot guarantee the accuracy and
completeness of such information.

This update has been prepared to reflect: changes in stock market conditions for thrifts
since the Original Appraisal, including the market for all publicly-traded thrifts in mutual
holding company form and the new issue market for converting thrifts (including standard
conversions, second step conversions and initial offerings by mutual holding companies); and
Atlantic Coast Federal Corporation’s recent financial developments as of June 30, 2004. As-
noted in the Original Appraisal, the valuation will be updated at least once more prior to the
close of the Conversion to reflect such factors.

Description of Plan of Stock Issuance

Atlantic Coast Federal Mutual Holding Company (the “MHC”) is a federally chartered
mutual holding company regulated by the OTS. The MHC was formed in 2003 in conjunction
with the mutual holding company reorganization of Atlantic Coast Federal, Waycross, Georgia,
(“Atlantic Coast Federal” or the “Bank”); no stock was issued publicly in the mutual holding
company reorganization. Simultaneous with the mutual holding company reorganization, a
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wholly-owned mid-tier stock holding company was formed known as Atlantic Coast Federal
Corporation (“ACFC” or the “Company”) and Atlantic Coast Federal became a wholly-owned
subsidiary of the Company. Pursuant to the Plan, the Company will offer for sale up to 49.0% of
its common stock (the “Minority Stock Issuance”) to the Bank’s Eligible Account Holders,
Supplemental Eligible Account Holders and tax-qualified plans of the Bank (including the
employee stock ownership plan, or “ESOP”). Any shares that are not sold in the Subscription
Offering may be offered for sale in the Direct Community Offering and subsequently, if
appropriate, to the public in a Syndicated Community Offering. The number of shares of
common stock to be sold in the Offering will approximate 40% of the total shares. The number
of shares issued to the MHC will approximate 60% of the total shares.

Immediately following the Minority Stock Issuance, the primary assets of the Company
will be the capital stock of the Bank and the net offering proceeds remaining after contributing
proceeds to the Bank. The Company will retain up to 50% of the net offering proceeds. The
Company intends to use a portion of the proceeds to make a loan directly to the ESOP to enable
the ESOP to purchase up to 8.0% of the shares of common stock sold in the offering.

Limiting Factors and Considerations

Our valuation is not intended, and must not be construed, as a recommendation of any
kind as to the advisability of purchasing shares of the Common Stock. Moreover, because such
valuation is necessarily based upon estimates and projections of a number of matters, all of
which are subject to change from time to time, no assurance can be given that persons who
purchase shares of Common Stock in the Offering will thereafter be able to buy or sell such
shares at prices related to the foregoing valuation of the pro forma market value thereof.

RP Financial’s valuation was determined based on the financial condition and operations
of the Company as of June 30, 2004, the date of the supplemental financial data included in the
regulatory applications and prospectus.

RP Financial is not a seller of securities within the meaning of any federal and state
securities laws and any report prepared by RP Financial shall not be used as an offer or
solicitation with respect to the purchase or sale of any securitiecs. RP Financial maintains a
policy which prohibits the company, its principals or employees from purchasing stock of its
client institutions.

The valuation will be updated as provided for in the conversion regulations and
guidelines. These updates will consider, among other things, any developments or changes in
the Company’s financial performance and condition, management policies, and current
conditions in the equity markets for thrift shares. These updates may also consider changes in
other external factors which impact value including, but not limited to: various changes in the
legislative and regulatory environment, the stock market and the market for thrift stocks, and
interest rates. Should any such new developments or changes be material, in our opinion, to the
valuation of the shares, appropriate adjustments to the estimated pro forma market value will be
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made. The reasons for any such adjustments will be explained in the update at the date of the
release of the update. '

Discussion of Relevant Considerations

1. Financial Results

Following the preparation of the Original Appraisal, the Company’s June 30, 2004
financial data became available in supplemental form in the prospectus. The following
discussion is based on such data. In this regard, Table 1 presents summary balance sheet and
income statement data through June 30, 2004, as well as comparable data for the period ending
December 31, 2003, as set forth in the Original Appraisal report.

Growth Trends

The Company’s total assets increased by approximately $80.6 million over the six
months ended June 30, 2004, which was primarily funded by an increase in deposits and, to a
lesser extent, borrowed funds. A portion of the increase in deposits (management estimates
approximately $19 million) reflects some depositors interest in gaining subscription rights or a
higher qualifying deposit following the announcement of the Minority Stock Issuance. The
balance of loans increased during the six month period reflecting a comparatively strong level of
loan originations.

Equity increased during the six months ended June 30, 2004, as a result of interim
earnings and a modest increase in the net valuation on AFS securities.

Loans Receivable

Loans receivable increased from $435.6 million, as of December 31, 2003, to $499.4
million, as of June 30, 2004, to equal 87.2% of assets. As described in the Original Appraisal,
growth in the loan portfolio has been primarily focused in the mortgage portfolio, including 1-4
family mortgage loans as well as multi-family and commercial mortgage loans.

Cash and Investment Securities

As would be expected given the significant short-term deposit inflow reféerenced
above, the balance of cash and cash equivalents increased significantly over the most recent six
month period, from $9.0 million, or 1.8% of assets, as of December 31, 2003, to $29.3 million,
or 5.1% of assets, as of June 30, 2004, Conversely, investment securities classified as available
for sale (“AFS”) decreased from $26.0 million, or 5.2% of assets, as of December 31, 2003, to
$21.9 million, or 3.8% of assets, as of June 30, 2004, partially reflecting the redemption of
callable securities in the Company’s portfolio.
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Loans Receivable (net)
Investment Securities - AFS
FHLB Stock

Intangible Assets

Deposits

Borrowed Funds

Total Equity

Summary Income Statement
Interest Income
Interest Expense

Net Interest Income
Provision for Loan Losses

Net Interest Income afier Provisions

Other Operating Income
Operating Expense
Net Operating Income

Net Non-Operating Income

- Net Income Before Tax
Income Taxes

Net Income (I.oss) Before Extraord. Items

Less: Non-Recurring Income
Tax Effect (1)
Estimated Core Net Income

(1) Reflects a 38% effective tax rate.

Source: Atlantic Coast Federal's audited and unaudited financial statements and RP Financial calculations.

435,614  87.29%
26,039 5.22%
3,082 0.62%
2,661 0.53%
392,256  78.60%
60,971 12.22%
43,218 8.66%

Page 4 Table 1
Atlantic Coast Federal
Recent Financial Data
At Dec. 31, 2003 At June 30, 2004
% of % of
Amount Assets Amount Assets
($000) (%) ($000) (%)
Balance Sheet Data
Assets $499,040 100.00% $579,629  100.00%
Cash and Cash Equivalents 8,978 1.80% 29,264 5.05%

499423  86.16%
21,861 3.77%
4549  0.78%
2,661  0.46%
440,380  75.98%
90,971  15.69%
45019  7.77%

12 Months Ended 12 Months Ended
Dec. 31, 2003 June 30, 2004
% of Avg. % of Avg.

Amount Assets
($000) (%)

$31,213  6.43%
(11,781)  -2.43%
$19,432  4.00%

(4,238)  -0.87%
$15194  3.13%

4,893 1.01%
_(15911) -3.28%

Amount Assets
($000) (%)

$30,353  5.82%
(11,222)  -2.15%

319,131 3.67%

(1,979)  -0.38%
$17,152  3.29%

5,055 0.97%
(16.294) -3.13%

$4,176 0.86%

2,640 0.54%
$6,816  1.40%

(2,399)  -0.49%
$4,417  0.91%

(2,640)  -0.54%
1,003 021%
$2,780  0.58%

$5,913 1.13%

2,617 050%
$8,530  1.63%

(3,071)  -0.59%
$5,459  1.04%

(2,617)  -0.50%
994  0.18%
$3,836  0.72%
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Funding

Total deposits increased by nearly $48.1 million to total $440.4 million, reflecting
both the impact of the influx of funds from both in-state and out-of-state depositors seeking to
* gain subscription rights and growth in core customer deposits. In this regard, $13.8 million of
the growth was attributable to the introduction of a new tiered checking account while CDs
increased by $12.2 million.

For the six months ended June 30, 2004, borrowed funds increased by $30 million, to
total $91.0 million, equal to 15.7% of total assets. The additional borrowings were utilized for
interest rate risk management and liquidity purposes. ACFC may continue to utilize borrowings
as a supplemental funding source in the future, generally on a short-to-intermediate term basis.

Equity

Total equity increased over the six months ended June 30, 2004, to equal $45.0
million, or 7.8% of total assets. In this regard, the change to the Company’s equity was largely
attributable to the retention of earnings during the six month period as the change to accumulated
comprehensive income was comparatively modest. Since asset growth outstripped the growth of
equity, the capital ratio diminished. The Bank remains classified as “Well Capitalized” for
regulatory capital purposes.

Income and Expense Trends

The Company’s trailing 12 month earnings increased in the most recent period, from
$4.4 million for the 12 months ended December 31, 2003, to $5.5 million for the 12 months
ended June 30, 2004, with the increase driven by a reduction in the provision for loans losses, -
which was partially offset by a reduction in net interest income and increase to operating
expenses on a more limited basis. At the same time, we note that the Company’s earnings have
been relatively volatile and the core components of net income were trending less favorable as
net interest income declined and operating expenses increased for the six months ended June 30,
2004, relative to the same six month period one year earlier. Moreover, the Company’s
annualized earnings for the six months ended June 30, 2004, equaled $3.4 million, which is-
below the level for the trailing twelve month period of $5.5 million.

Net Interest Income

The Company’s net interest income decreased slightly for the most recent trailing 12
month period, both in dollar terms and as a percent of average assets. Specifically, net interest
income decreased modestly to equal $19.1 million, while the net interest income ratio decreased
by 33 basis points to 3.67% for the most recent period. The recent reduction in the net interest
margin is reflective of asset yields declining at a more rapid pace than the cost of funds.
Moreover, the increase in the average balance was insufficient to offset the impact of
diminishing spreads. ‘
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Loan Loss Provisions

Provision for loan losses decreased by $2.2 million, to equal $2.0 million for the 12
months ended June 30, 2004, equal to 0.38% of average assets. The reduction in the loan loss
provision is primarily attributable to the elimination of relatively high provisions for the six
months ended June 30, 2003, of $3.9 million from trailing twelve month earnings. A substantial
portion of the loan loss provision for the first six months of fiscal 2003 was attributable to the
delinquency of the Company’s largest loan, with a balance of $4.0 million.

Non-Interest Income

Non-interest income increased slightly relative to the level reflected in the Original
Appraisal, and totaled $5.1 million, equal to 0.97% of average assets for the twelve months
ended June 30, 2004. Non-interest income generated by the Company through various sources
including: the Company’s deposit accounts, including various service and non-sufficient fund
(“NSF”) charges and interchange fees; and ATM related fees, reflecting foreign transactions at
its: ATMs and interchange income resulting from the Company’s customers utilizing foreign
ATMs.

Operating Expenses

Non-interest expense increased modestly for the twelve months ended June 30, 2004
(by $383,000), to total $16.3 million, equal to 3.13% of average assets. Operating costs have
continued to increase (a trend noted in the Original Appraisal) as a result of the costs related to
the acquisition of branches and the related staffing costs. Additionally, the Company has
incurred expenses as it sought to resolve problem assets (including the related litigation costs)
and bolster its staff and credit administration processes and procedures in response to the
Resolution adopted in May 2003.

Operating expenses are expected to increase on a post-offering basis as a result of the -
- expense of the stock-related benefit plans and the costs related to operating as a public company.
At the same time, continued balance sheet growth and reinvestment of the offering proceeds
should at least partially offset the anticipated expense increase.

Non-Operating Income/Expense

Non-operating income and expense items remain a significant factor in the Company’s
operations. In this regard, gains on the sale of loans have been the most significant contributor to
the Company’s non-operating revenues reflecting the impact of the sale of the credit card
portfolio in fiscal 2003. For the 12 months ended June 30, 2004, net non-operating income
totaled $2.6 million, equal to 0.50% of average assets, which approximates the level reported for
the twelve months ended December 31, 2004. From a valuation perspective, we will continue to
give less weight to non-recurring gains.

Taxes

The Company’s tax rate approximated 36% for the 12 months ended June 30, 2004,
which is comparable relative to the average tax rate of 35% reported for the 12 months ended
December 31, 2003.
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2. Asset Quality

Nonperforming loans decreased from $7.6 million as of December 31, 2003, to $4.0
million as of June 30, 2004, while total classified loans remained relatively unchanged at $19.8
million as of June 30, 2004, compared to the level of $19.9 million prevailing as of December
31, 2003. Total non-performing assets decreased from $8.6 million, equal to 1.73% of assets as
of December 31, 2003, to $4.2 million, equal to 0.73% of assets as of June 30, 2004.

As of December 31, 2003, approximately $2.8 million of the allowance for loan
losses balance was allocated to an individual problem loan relationship. The outstanding loan
balance for this loan relationship was approximately $4.9 million as of June 30, 2004. This loan
was made to finance the acquisition of land and the construction of a water treatment plant for
commercial and industrial customers. There is a facility in each of Waycross, Georgia and
Jacksonville, Florida. A related company, also in the waste water treatment business, provided a
guarantee for the debt. As a result of environmental contamination on the Jacksonville property,
the borrower has been delayed in getting construction permits to build the facility. The borrower
has filed suit against the seller of the property seeking damages in excess of $2.5 million alleging
fraud, among other things. The Company has taken an assignment of any judgment proceeds as
additional collateral. In early May, 2004, management learned that key business permits had
been revoked by the municipality where the borrower operated and thus its operations had
essentially ceased. Accordingly, management determined that this event, although subsequent to
March 31, 2004, is of a nature which should be recognized in the first quarter and thus ACFC has.
charged the loan down to the fair market value of its collateral. The chargeoff on this loan
approximated $4 million for the quarter ended March 31, 2004.

3. Regulatory Issués ,

On April 14, 2004, the Office of Thrift Supervision informed management during the
exit interview that all previously imposed commercial lending restrictions were being lifted as a
result of the completed examination. Management intends to re-focus efforts on the growth of
the commercial loan portfolio with particular emphasis on commercial real estate loans.

4. Peer Group Financial Comparisons

Tables 2 and 3 present the most updated financial characteristics and operating results
available for Company, the Peer Group and all publicly-traded savings institutions. The Peer
Group is comprised of the same ten publicly-traded companies operating within the mutual
holding company structure as were employed in the Original Appraisal.




“UOIEULOJU 4ONS JO $SUDIRIIWED 1o ADBINDOE ay) 99iUesEnB JoUURD am 3ng
"SIGENRI UB BATBQ M SIUNOS WY PAIBIGO UIAQ SBY QB SI) U) PEPIAGIA UONBULIOJU 3R] “SUOHEINOJED "0 EIOUBULY () PUB "SIEINOID BULago pue suoda) a1eiodios 'SJUBBIES BIUBUT PANPNEUN PUE PALIPNY 180IN0S

866 WSSSL %G5G %65'T HEGT  %I6TL %EIG %OY'T %08V %S %00 %iGL %00 %LGE %00 %LG %6°4L WGPy %6y  %CR (S'9P)V JO DHIN M PRUISOM  G-IM
. I FELNEL]
N %GI6L %GIGL %251 %CS b %000 %ol L %YEZ-  %6LE %0E0- %00 %G+ %10 %I4T %00 %T6 %S5'L9 %1'GO  %0'GH %6'L) (0'6£) V1 0 OHW pad K13 Asqm 840M
GZTE) %299 WN %S6Z %ibe %6Y°LS %vZT %GB0 %0L0Z %iPT %00 %8’ %Z't %68L %00 %L0 %168 %Y %B'IY %'y (€°99) 1 0 OHW dog BIAUSOr  ASXT
0L'84 %YE'EL  %ICEL %BE'L- %BB'L-  %OZTOT %060 %6021  %ivEE %OSL %00 %9CL %00 %IEE %00 %99 %L8L %b18 %10 %S (6'88) AN JO DHW 2u) doug awoy INOY
VN WN “WN %996 %GE'9 %9104 %CTE %041 %p9TT %969 %00 %8S %S'H %YL ALV %UGE -%yOL %619 %BST %b'S (8'9€) AN 40 OHW 08 Jopuyyied  OHEBd
68l %iT8 %iZ8 %892 %80°L %ET 6 %ZLE %00~ %SIT %89} %00 %e6 %0t %bZ %00 %ZSh Yl'tl %0'Ly 66T %8'E {22h) AN 10 OHA PUId BPRUO  24NO
ZI6F %88 %IB8 %060 %969 %0005 %L0ZL  %SL6 %ETG %1STL %00 %Okl %00 %0 %00 Y%ry %l ¥8 %P %99 %v8 (6°6%) AN JO DHW dudg 0D UBRID  HEDD
05Ce %ROG°LE  %OB'LM %69C %692 *%08'.¢ %9tL %ITBT  %IT'9C- %L O %00 %981 %00 %808 %00 %Z81 %919 BB FL %BGH %€ (S'ZPIAN 4O DHW dOgINBWAANOD  AQD
POl %REY'L %Ey'L %000 %P0~ AN HRLLO %ZLG %OGBY %691 %00 %69 54 %EY  %IE WL %062 %E6Y  %UGYP %C'T (v°02} QW Jo OHW diojueg g508 9S04
0491 %0C°6 WN %P0E %HYO'E %CTE'0 %re'e ROEEEL  %I6'6 %v0'€ %00 %y'6 %00 %P6 %00 %TIL %GeL %6PS  %H6'IE %G, (0'02) vd Jo OHW YUeg 3ouely  @TIY

95’62  WGGGL WHGSGE %65¢C %BGC  hiBTL %E9'S- ROPT %06 - %HGh'2- %00 %L S %00 %BLGE %00 %LS %622 %S'¥y WOV %e'8 sewedwoy pueiBug e
SZEL %FPLEL %G96L %92C %CBL UGLGT %bG'0 %099~ %SZZ %60°L %00 %P4 %0 %8P %00 %0% %98L %L'9% %592 %a'LL sawedwo?) 1sampiy
S96L %PE0L %SELL %10t %EY'E  %ITBL %919 %58 %6¥ L KYSL %00 %S0} %L0 BTHE %L0 %I %REVL %C 09 %Z'6T %0'S sejuediuod SRUBRY-PIN
6007  %I8'bF  %E66CL %TGE %C0E  %L6GZ %98°E %06V %00t %8Z'G %00 %811 %90 %¥ZL %S0 %86 %09 %6'LS %Ot %G9 aBesaAy dnarp) sige.edwo)
2691 %6F6  %ISE RCIY %€y  %EO6 %¥o'9 %6001 %iEE %OLD %00 %04 %l'0 %B0L %L0  %EOT %699 %TLY NlLET %SP sajueduxr) 4qnd oV
0L0t  %0ZL  %HOTL hTY'ZE  %ITOL  WEFGIE  %ED® %901 %S6'L- %eLL'LY %00 »weld %S0 %EL %00 %LSH %09 %298 %9V %S 00Z ‘0 Bunf*

3090 JI0) SQbueL  Upofh (O WOPGGY WS00ed  SUeo SYUOUASAAU]  SBsSY PRSP Tuopm  Ouewiy Upom W9 SpUnd TUSO0SQ SUBO]  TSOAUT  SYUAleAmiDg
NbBuL N swowog 7 useD ‘SEN OW3N 1IBNOUL  wmpoo  1BN _ pang  pamawog PSAN g Uused
1exden Koyenboy : SOIRY LIMQID) [ENUY 193US soueteg SI255Y JO Juatuad B S 19aug souereq

$00Z *1€ YOIBW Jo SV
- "

qeuy QI i D)
STEY LIMOID PUB UOMSOdUIND 138US ddurIeg
coKgey
9 28vg
PO0T ‘LT
s40122.41(T fo pavog




"0 evueuly 4y A9 +00Z (9) bkdos

"UOREWIOJLI YONS JO S58UFIRIdWOO 10 ADRINDIE aty) 93JUBIENG JOUURD aMm Jnq ‘ajqenal
I SADII9G 9M SIDUNOS LUOJ PBUILIGO UBBQ SBY B|QE) SIY) U) PAPIACIY UORELIOJUI 3y | "SUOHEINJJED 3] ‘[BPURLIY 4y Pue 'sieinauio Buayo pue spodal 9)e10dIos ‘SJUSILBIE)S [BIOUBLY PaYPREUN PUE paypny 80IN0S

%l9Y FA7A %29C  %l8V - %YV %000 %O0L'0 %000 %ILCT %EED %IED %000 %I00 %EIZT %600 %ILT %LSL %62y %S8'0 (S'9P)YI JO DHIN Ul PIBIISBM (M

- SB[UEU0)) PUebuy #aN
%oZ8GE  1S0'VS %68C  %iLLT %L9G %000 %200 %00 %L0Z  %IEV %LE0 %000 %000 %IPE %000 %ZVE %blZ %SG  %lLL (0°6€) W1 30 DHW Pad A1D 1SGM 810M
%Y6'GE  LvZTS %C8C  %ICT %80°S %000 %SE'0  %UE00  WUIBZ  %CL0 %850 %I00- %SO %SLT %BSO0 %NELZ %S0T  %UBLY  %ETO (e°9%)1 30 OHW dog aiAuSYOr  aSXP
%l9VE  TBE'TS %ETP %851 %98'S %000 %STO %000  %OSE %8P0 %BY'O %000 %000 %ZL'P %OL'0 %8THv %EEL %l9S %S0 (6:8€) AN JO DHIN 2uf doug awoy INOX
%SE LT L06TS %lEE  %OCT %LGS %000 %LZ0 %800  %GOE  %BI0 %YS0 %¥00 %OL0 %SBT %YTO %6L'E %661 %8S %S0 (8°9€) AN JO OHW D8 1epuyyied  DHEJ
%l¥'SC 22628 BEL'E %80T %8CS %000 %LZ0 %S00  %bb'v  %IET %OEZ %000 %000 %EBC %EVO %96T %C8L  %BLV %00 (Z'2¥) ANJO DHIN jould eplaug O4NO
%ETLE  1E2'€S %BYIE  %YGL %8L'S %000 %L0O0- %000  %BL'E %P0l %YO'L %000 %000 %EYE %900 %69E %OEL  %GOS  %EOL (6°€¥) AN JO OHIW diog 00 UdaID DD
%6LLE  ¥60'ES ROYE %IET %965 %000 %L00 %000 %I8C  %O0E0 %SE0 %S00 %000 %LLE %0L'0 %I9C %981 %EL'S  %E8 O (SZYIAN 10 DHW dogunewaanod  AQ9
%SET 91'v$ %GCT  WC9T %98'Y %000 %Y00 %00  HEET  %ITO %LL0 %00 %EDO %ILT %BLO %PET %IET  %OLV %900 {y°9¢2) QW Jo DHIN diooyued 8508 8S08
YolG'V 608'v$ %LE  %EVT %¥S'S %000 %000 %000 %69C %BEO0 %EEC %P00 %l00 %P6CT %EL0 %I0E %6LT  %GZS %090 (0'02) vd 0 OHW yueg soueny TV

sajuediic? SRueny-pIN

U1 BRSBTS
%lOV  LYTSS  WIIT  %IBL  %BYY %000 %0L0 %000 %9LT  %EED %LEO %000 %LOO %EIZ %600 %LZ %L - %ETY %S8O sapedwo) aigeredwod PYo
%BYGE  BYL'ES  %OBT  %IGT  %EES %000 %BLO  %I00  USHT  AYSO %IFO %LOC %E00 %6BLT %6ZO %B0E %OLT  %ILS %90 saiuedwon 1sompiy
%ECEZ  09E'E$  WSET  %ZLT  %OvS %000 %P0 %200 WYL'E  %BLD %SLO %00 %E00 %O0ZE %YL %E'T %FEL  %6LS  %lo0 saluedwo) InUeRy-pIN
%L6'€C  L05'CS  %OLE  %ILT  %GES %000 %200 %200  %LET %690 %SI0 %000 %EDD %OE %ILO %ETE %IBL  %E0C %G9O abesony dnaig aiqeedwod
%ELPE  Q90'GE %682  %0ET  %BLS %LO'0 %STO %00  %GKZ  %OI0 %FG'0 %LOO- %I00 %99T %OL0 %I0E %80T - WOLS  %ESO sauedwo) 21and IV
%O0'9E  LLVES  %LLE  %8ST %629 %000 %0SC %000 %ELE %60 %I60 %000 %000 %EZE %BE0 %LIOE %SLT  %IYS  %HO'L ¥00Z ‘02 sunp:

gjey xe] JWIJ1d peaIdS SpURJjO SiesSyYUD SUB)  SulES "HOUy 55USdXg BWOdU| Wl 1800 §$89] SAOlg VIjU6 N JsuedXg SWoon]  wiodu
aAROBYR  [SIOSSY  ISOO-PIA 150D PIIA oemd BN IMpooD YRS BYIO B0 T UBOT  JBYY  “smord 1N
ONIN OWan oL IN ~_ ssoq

speaids pue ‘sjson) ‘splais sway} "dO-uoN dxg JBONRO 8Wwoou] J3Y0 QWO Jsasau| 1ON

POOZ ‘L€ UOIEW PBPUT SUIUC DAIBM L BY) Jo4
sisAjeuy uonnpisu) eqesedwor)
speads *sjs0) 'SPIRiA PUE 519ssY abrIaAy J0 Jusaad se awoou]
: € 91q8) )

6 wus&
»00T LT 41
$.40122.41(T fo ppog

-~




Board of Directors
July 27, 2004
Page 10

Financial Condition

In general, the comparative balance sheet ratios for the Company and the Peer Group
did not vary significantly from the ratios examined in the Original Appraisal analysis. The
Company’s asset composition continues to reflect a comparatively higher concentration of loans
to assets, at 86.2% versus a 57.9% average for the Peer Group. Comparatively, the ratio of cash,
investments, and MBS for the Company was lower than for the Peer Group (9.7% of assets
versus 36.9% for the Peer Group), notwithstanding the recent influx of funds which were largely
reinvested into short-term investments. The ratio of deposits/assets remained relative
comparable for the Company in comparison to the Peer Group (both were 76.0% of assets) while
the ratio of borrowings increased for the Company in comparison to the Peer Group (15.7%
versus 9.6% for the Peer Group on average).

The Company’s capital continues to fall below the Peer Group average based on their
respective ratios of 7.8% and 12.4%, respectively. Intangible assets remained comparable for
both the Company and the Peer Group, equal to 0.5% and 0.6%, respectively. The increased
equity is anticipated to enhance ACFC’s eamings potential through reinvestment of proceeds,
lower funding costs and potentially through profitable growth. However, at the same time, the
increased pro forma capital position is expected to result in a decline in the Company’s return on
equity (“ROE”), based on both reported and core earnings. Both the Company’s and the Peer
Group’s current equity ratios reflect strong surpluses over regulatory capital requirements; and
on a post-offering basis the Company’s cushion over capital requirements will be enhanced.

Updated balance sheet growth rate comparisons are impacted by the Company’s
deposit inflow as the asset, investment and deposit balances, which made its higher core retail
growth rate more pronounced. Overall, assets increased by 17.2% versus an average of 5.3% for
the Peer Group. Deposit and borrowings growth were also well above the Peer Group average,
with the deposit growth rate reflecting both organic growth through the branches and the
aforementioned influx of deposits from depositors seeking subscription rights or increased
qualifying balances. Equity growth rates for the Company and the Peer Group approximated
10.3% and 3.0%, respectively. The Peer Group’s more limited equity growth, notwithstanding
higher profitability, reflects their dividend and capital management strategies. On a post-offering
basis, the Company’s capital growth rate should be diminished due to the increased equity level
and relatively low market reinvestment rates. ’

Income and Expense Trends

The Company’s and the Peer Group reported profitability ratios of 1.04% and 0.65%,
respectively, for the most recent 12 month period (see Table 3). Consistent with the
characteristics noted in the Original Appraisal, the Company’s operations reflect a relatively
favorable level of net interest income and fee income, the benefits of which are offset by a
comparatively higher level of operating expenses and loan loss provisions. Moreover, reported
earnings for ACFC were supported by non-operating gains on sale while the Peer Group’s
earnings primarily consisted of core earnings elements.

ACFC’s ratio of net interest income to average assets diminished to 3.67% for the 12
months ended June 30, 2004, but nonetheless remains above the Peer Group average of 3.23%.
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The Company’s updated interest income and expenses continue to reflect its relatively strong
asset yields, the benefits of which are offset by a comparatively high cost of funds.

Non-interest income equaled 0.97% of average assets for ACFC versus an average of
0.69% for the Peer Group. The Company’s non-interest income ratio is comparatively higher,
primarily reflecting the high level of fee income generated through the Company’s deposit
accounts and large ATM network. The Company recently sold its credit card portfolio with a
principal balance of approximately $13.0 million for a $2.6 million gain, which is reflected as a -
non-operating income item for purposes of this analysis. In the future, ACFC expects that
interchange income (and expense) will diminish as a result of the sale of the credit card portfolio.

The operating expense ratios for ACFC and the Peer Group were 3.13% and 2.91%,
respectively, and thus, the Company remains at a disadvantage in this regard. As noted in the
Original Appraisal, several factors have caused ACFC to operate with a high operating expense
ratio including the additional compensation, marketing, and other costs related to the growth and
expansion plans. In particular, operating costs have increased as a result of the costs related to
the acquisition of branches and the related staffing costs. Additionally, the Company has
incurred expenses as it sought to resolve problem assets (including the related litigation costs)
and bolster its staff and credit administration processes and procedures-in response to the
Resolution adopted in May 2003. On a post-offering basis, ACFC’s operating expenses can be
expected to increase with the stock benefit plans and cost of operating as a public company, but
will be seeking to leverage its overhead and infrastructure through future balance sheet growth.

Loan loss provisions for the Company diminished but remained in excess of the Peer
Group average, amounting to 0.38% and 0.17% of average assets for ACFC and the Peer Group,
respectively, based on updated financial data. The comparatively higher level of loan loss
provisions for the Company in recent periods in comparison to the Peer Group reflects: (1) the
high growth in total loans, including income producing property loans; and (2) the Company’s
limited experience historically with respect to income producing property lending and the higher-
risk profile of such lending. Additionally, recent loan loss provisions also reflect the increase in
NPAs, including reserves allocated to specific problem loans included in the balance of classified
assets,

Non-operating income for the Company remains well above the Peer Group average,
primarily reflecting the gain on sale of ACFC’s credit card portfolio. Specifically, the Company
reported net non-operating income equal to 0.50% of average assets versus only 0.07% of
average assets for the Peer Group. Such gains are largely believed to be one-time non-recurring
events. - Accordingly, they will be excluded from the calculation of the core valuation earnings
base on a tax effected basis.

ACFC’s effective tax rate of 36.00% remains above the Peer Group’s average tax rate
of 23.97% based on updated financial data.

3. Stock Market Conditions

Since the date of the Original Appraisal, the overall stock market has moved lower,
Stocks generally declined during the first half of March, reflecting valuation concerns following
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a year of strong gains and weaker than expected job growth during February. Concerns about
terrorism and higher oil prices caused stocks to tumble in late-March, before rebounding at the
close of the first quarter on more attractive fundamentals- and optimism about first quarter
earnings. Stocks moved higher in early April 2004, as investors reacted favorably to a strong
employment report for March. For the balance of April trading in the broader market produced
uneven results, as generally favorable first quarter earnings and strong economic data weighed
against the growing threat of inflation and higher interest rates. The DJIA closed below 10000
for the first time in 2004 in the second week of May, as strong job growth during April raised
expectations of a rate increase by the Federal Reserve. The downward trend in stocks prevailed
through most of May and into June, on concerns about higher oil prices, violence in the Middle
East and higher interest rates. Stock prices continued to trend downward in July amid concerns
regarding corporate earnings, which some analysts are expecting to come in below their prior
estimates. '

, As an indication of the general trends in the nation's stock markets over the past year,
as of July 27, 2004, the DJIA closed at 10085.14, a decrease of 4.8% from the date of the
Original Appraisal, and the NASDAQ closed at 1869.10, a decrease of 8.7% from the same date.
The Standard & Poors 500 Index closed at 1094.83 on July 27, 2004 a decrease of 5.4% from
March 5, 2004.

Since the date of the Original Appraisal, the market for thrift issues has moved
significantly lower. Thrift issues generally experienced some selling pressure during the first
half of March, reflecting profit taking and weakness in the broader stock market. Higher interest
rates and weakness in the broader market pressured thrift issues lower in late-March, which was
followed by an upward move in thrift prices at the close of the first quarter. Thrifts stocks
generally traded lower at the start of the second quarter of 2004, as a strong employment report
for March pushed interest rates higher. Higher interest rates and inflation worries pressured
interest rate sensitive issues lower through most of April, with the sell-off sharpening in early-
May following another strong employment report for April, Thrift stocks recovered modestly in
mid-May as the yield on 10-year Treasury note declined slightly. Additional interest rate
worries, along with the uncertain economic outlook, resulted in continuing weakness to banking
industry stocks through June and July. On July 27, 2004, the SNL Index for all publicly-traded
thrifts closed at 1442.7, a decrease of 11.0% from the date of the Original Appraisal. The SNL
MHC Index closed at 2564.4 on July 27, 2004, a decrease of 11.9% from March 5, 2004, the date
of the Original Appraisal.

The updated market prices and pricing ratios for the Peer Group and all publicly-traded
thrifts reflect the market weakness since the date of the Original Appraisal. The P/B and P/TB
ratios have decreased in a range of 6% on a fully converted basis since the date of the Original
Appraisal while reflecting a decrease in the range of 20% to 21% on a reported basis, which
slightly exceeds the level of decrease in the price per share and market capitalization of the Peer
Group companies based on the median change. The reduction in the Peer Group’s pricing
exceeded the range exhibited by the SNL Thrift Index and the SNL. MHC Index which decreased
in a range of 11% to 12% (see Table 4).
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Table 4
Average Pricing Characteristics
At March 5, At July 27, Percent
2004 2004 Change
Peer Group (Fully Converted Basis)
Price/Earnings (x) - 33.53x 28.69x (14.4)%
Price/Core Earnings (x) - 37.29 32.08 (14.0)
Price/Book (%) 102.33% 95.68 (6.5)
Price/Tangible Book (%) 105.86 99.29 (6.2)
Price/Assets (%) 25.49 22.03 (13.6)
Price/Share ($) (1) --- --- (18.2)
Market Capitalization (1) --- - (15.8)
Peer Group (Reported Basis)
Price/Earnings (x) - 39.78x 34.52x (13.2)%
Price/Core Earnings (x) 44.05 35.96 (18.4)
Price/Book (%) 254.21% 203.15 (20.1)
Price/Tangible Book (%) 273.39 216.09 (21.0)
Price/Assets (%) 30.82 35.96 (16.7)
All Publicly-Traded Thrifts
Price/Earnings (x) 18.08x 17.19x (4.9)%
Price/Core Earnings (x) 20.65 19.12 (7.4)
Price/Book (%) , 167.69% 153.75 (8.3)
Price/Tangible Book (%) 195.29 166.19 (7.8)
Price/Assets (%) 18.37 16.67 9.1)
Other . ,
SNL Thrift Index 1621.5 1442.7 (11.0)%
SNL MHC Index 2910.0 2564.4 (11.9%
1) Reflects the median of the percentage change for the Peer Group companies.

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

As shown in Table 5, two standard conversions and two MHC offerings have
been completed during since the beginning of March. The MHC offerings were deemed to be
most relevant to the Bank’s offering. The closing pro forma price/tangible book ratio of the
recent MHC offerings equaled 78.7% on a fully converted basis, while the core price/earnings
multiple was 23.7 times for the one company reporting a meaningful multiple. These four
conversion offerings exhibited an average price increase of 6.7% during the first month of
trading. As an indicator of weakness in the market for thrift stocks, including the new issue
market, two of the companies completing conversions during the last three months are currently
below their IPO prices in aftermarket trading. Specifically, SE Financial Corp of PA completing
its standard conversion offering as of May 6, 2004, at the supermaximum of the offering range,
at a pro forma P/B of 85.7% and 41.7 times earnings. SE Financial Corp. traded down nominally
on the first day of trading and closed at 6% below its IPO price after the first month of trading.
Monadnock Community Bancorp of NH completed its minority stock offering as of June 29,
"2004, at the midpoint of the offering range, at a pro forma fully converted P/B of 84.1% and at
an earnings multiple which was not meaningful. Monadnock Community Bancorp traded up
modestly on the first day of trading and was trading 5% below its IPO price as of July 23, 2004. -

Valuation Approaches: Fully Converted Basis

In applying the accepted valuation methodology promulgated by the OTS and adopted by
the FDIC, i.e., the pro forma market value approach, including the fully-converted analysis
described above, we considered the three key pricing ratios in valuing ACFC’s to-be-issued
stock -- price/earnings (“P/E”), price/book (“P/B”), and price/assets (“P/A”) approaches -- all
performed on a pro forma basis including the effects of the stock proceeds. In computing the pro-
forma impact of the conversion and the related pricing ratios, we have incorporated the valuation
parameters disclosed in ACFC’s prospectus for reinvestment rate, effective tax rate and stock
benefit plan assumptions (summarized in Exhibits 2 and 3). Pursuant to the minority stock
offering, we have also incorporated the valuation parameters disclosed in ACFC’s prospectus for
offering expenses. The assumptions utilized in the pro forma analysis in calculating the
Company’s full conversion value, described in the Original Appraisal have not changed;
however, we did update the valuation bases to the June 30, 2004 period.

In examining the valuation adjustments made relative to the Peer Group in the Original
Appraisal, we concluded that no adjustment for financial condition were necessary, as the
Company’s pro forma balance sheet based on updated financial data through June 30, 2004,
reflected limited change from the Peer Group comparison contained in the QOriginal Appraisal
overall. For the valuation parameter of profitability, growth and viability of earnings, we
considered that earnings have increased in relation to the Peer Group. At the same time, the
improvement in earnings was primarily attributable to a reduction in loan loss provisions which
was anticipated in the Original Appraisal, as a substantial portion of the loan loss provisions
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were related to a single large problem asset. In this regard, the core elements of net income (i.e.,
primarily net interest income and operating expense) continue to trend less favorable from a core
earnings perspective. Overall we have concluded that the parameter of profitability, growth and
viability of earnings should be upgraded to a moderate upward adjustment.

In terms of other valuation adjustments relative to the Peer Group, except for the
valuation parameters of “Marketing of the Issue¢” and “Effect of Government Regulation and
Regulatory Reform”, there was no new information that would lead us to a different conclusion
other than that reached in our Original Appraisal. For example, there was no significant change
in market area, dividend paying capacity or management. With respect to marketing of the issue,
however, we believe that it is appropriate to change our previous adjustment from “moderate
upward ‘adjustment” to “no adjustment” in view of the selloff in the market generally, the Peer
Group specifically, and the recent trading in new issues.

The general market for thrift stocks has moved lower since the date of the Original
Appraisal, as indicated by the decreases recorded in the SNL Index for all publicly-traded thrifts
and SNL MHC Index for all publicly-traded MHCs. Specifically, the market for all publicly
traded thrifts declined in a range of 5% to 9% while the SNL Index of all thrifts and the SNL
MHC index decreased by 11% and 12%, respectively. On a reported basis, the pricing of the
Peer Group companies declined by approximately 13% to 21% and on a fully converted basis,
the pricing of the Peer Group declined by between 6% to 14%. Activity in the new issue market
reflects a lower level of aftermarket in appreciation relative to the average over the last several
years and SE Financial and Monadnock Community Bancorp are currently trading below their
respective . IPO prices. Taking into account the foregoing, we have changed the valuation
parameter of Marketing of the Issue from a moderate upward adjustment applied in the Original
Appraisal to no adjustment in this updated valuation.

In the Original Appraisal, we noted that as a federally-insured savings bank operating in
the MHC form of ownership, ACFC will operate in substantially the same regulatory
environment as the Peer Group members -- all of whom are adequately capitalized institutions
and are operating with no apparent restrictions. While the Company’s lending operations have
been a source of scrutiny of and identified as an area of criticism in the regulatory safety and
soundness examination completed in 2003, such scrutiny has had a beneficial impact on the
Company’s risk profile, by mandating the employment of qualified and experienced lending
personnel and the adoption of more stringent policies and procedures. Accordingly, the
previously commercial lending restrictions which were previously imposed on the Company
have been lifted. On balance, we believe that no adjustment for the valuation parameter of Effect
of Government Regulation and Regulatory Reform is appropriate and have revised this valuation
parameter from a slight downward adjustment applied in the Original Appraisal.
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v Valuation Adjustment v

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

Regulatory Reform Slight Downward No Adjustment

Based on the application of the three valuation approaches, taking into consideration the
updated valuation adjustments discussed above, RP Financial concluded that as of July 27, 2004
the pro forma market value of ACFC’s full conversion offering equaled $110,000,000 at the
midpoint, equal to 11,000,000 shares at $10.00 per share. The valuation reflects an approximate
8% decrease relative to the midpoint pro forma value established in the Original Appraisal. This
adjustment is less than the indicated reduction in the Peer Group’s price per share in the range of
18% and reflects the changes in the valuation parameters including the changes in the Peer
Group’s pricing on a reported and fully converted basis, and the improvement in the Company’s
regulatory environment following its recent examination and the lifting of lending restrictions.
Furthermore, the pricing takes into account the Company’s improved earnings, albeit tempered
by the fact that the improvement is the result of diminished loan loss provisions as the core
elements of income (net interest income and non-interest income net of operating expenses) have
diminished based on updated earnings.

1. P/E Approach. The application of the P/E valuation method requires calculating
the Company’s pro forma market value by applying a valuation P/E multiple (fully-converted
basis) to the pro forma earnings base. In applying this technique, we considered both reported
earnings and a recurring earnings base, that is, earnings adjusted to exclude any one-time non-
operating items, plus the estimated after-tax eamings benefit of the reinvestment of the net
proceeds. ‘The Company’s reported earnings equaled $5,459,000 for the 12 months ended June
30, 2004. In deriving ACFC’s core earnings, there were three adjustments made to reported
‘earnings was to eliminate non-recurring gains on the sale of loans and AFS investments, net of
losses on foreclosed assets. As shown below, on a tax effected basis, assuming an effective
marginal tax rate of 38.00% for the gains eliminated, the Company’s core earnings were
determined to equal $3,836,000 for the 12 months ended June 30, 2004. v

1
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Amount
($000)
Net income $5,459,000
Adjustment for non-recurring items(1) (1,623.,000)
Core earnings estimate $3,836,000

(1) Non-recurring expense of $2,617,000, tax effected at 38.00%.

Based on ACFC’s reported and estimated core earnings, and incorporating the impact of
the pro forma assumptions discussed previously, the Company’s pro forma reported and core P/E
multiples (fully-converted basis) at the $110.0 million midpoint value equaled 21.72 times and
31.97 times, respectively, indicating a discount of 24.3% relative to the Peer Group’s average
reported P/E multiple (fully-converted basis) of 28.69 times the Core P/E multiple was
substantially equivalent to the Peer Group’s core P/E multiple (see Table 6, excludes P/E ratios
over 50 times). By comparison, the Company’s value at the midpoint in the Original Appraisal
indicated a discount of 11.0% and a premium of 34.8% relative to the Peer Group’s average
reported and core P/E multiples (fully-converted basis), respectively. The implied discounts or
premiums reflected in the Company’s pro forma P/E multiples take into consideration the
Company’s pro forma P/B and P/A ratios.

On an MHC basis, the Company’s pro forma P/E multiples based on reported and core
earnings equaled 20.75 and 29.91 times at the midpoint, respectively (see Table 7, excludes P/E
ratios over 50 times). At the supermaximum of the range, the Company’s reported and core
earnings multiples based on the minority stock offering equaled 27.70 and 40.08 times,
respectively. In comparison, the Peer Group average multiples on an MHC basis based on
reported and core earnings equaled 34.52 and 35.96 times, respectively (excluding P/E ratios
over 50 times).

2. P/B Approach. The application of the P/B valuation method requires calculating
the Company’s pro forma market value by applying a valuation P/B ratio, as derived from the
Peer Group’s P/B ratio (fully-converted basis), to ACFC’s pro forma book value (fully-converted
basis). Based on the $110.0 million midpoint valuation (fully converted basis), ACFC’s updated
pro forma P/B and P/TB ratios equaled 79.41% and 80.97%, respectively. In comparison to the
average fully converted P/B and P/TB ratios for the Peer Group of 95.68% and 99.29%, the
Company’s ratios reflected a discount of 17.0% on a P/B basis and a discount of 18.5% on a
P/TB basis. By comparison, the Company’s ratios reflected a discount of 19.3% on a P/B basis
and a discount of 20.5% on a P/TB basis at the midpoint of the of the valuation range on a fully
converted basis in the Original Appraisal (based on the Peer Group averages).

On an MHC basis, the Company’s pro forma P/B and P/TB ratios equaled 133.41% and
137.85%, respectively, at the midpoint, which reflects a discount from the Peer Group average
on an MHC basis of 34.3% to 36.2%, respectively. At the supermaximum of the range, the
Company’s P/B and P/TB ratios equaled 153.41% and 157.84%, respectively, which reflects a'
24.5% and 27.0% discount relative to the Peer Group average P/B and P/TB ratios.
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A detailed comparison of these P/B ratios relative to the Peer Group, on both a fully-
converted basis and an MHC basis, appears below.

Price/Book Price/Tangible

Value Book Value
I. Fully Converted Basis (See Table 6)
ACFC Updated Midpoint - 79.41% 80.97%
Peer Group (At 7/27/04) ’
Average 95.68% 99.29%
Median 90.45% 96.58%
ACFC Midpoint Discount Relative to Peer Group
Updated Appraisal as of July 27, 2004
Peer Group Average 17.00% 18.45%
Peer Group Median 12.21% 16.16%
Original Appraisal as of March 5, 2004 »
Peer Group Average 19.25% 20.48%
Peer Group Median 19.52% 21.49%
II. MHC Basis (see Table 7)
ACFC Updated Midpoint 133.41% 137.85%
ACFC Updated Supermaximum - 153.41% 157.84%
Peer Group (At 7/27/04)
Average 203.15% 216.09%
Median ) 177.43% 205.11%
ACFC Midpoint Discount Relative to Peer Group
Updated Appraisal as of July 27, 2004
Peer Group Average 34.33% 36.21%
Peer Group Median 24.81% 32.79%
QOriginal Appraisal as of March 5, 2004 _
Peer Group Average 43.90% 46.13%
Peer Group Median 39.52% 44.94%
ACFC Supermaximum Discount Relative to
Updated Appraisal as of July 27, 2004
Peer Group Average 24.48% 26.96%
Peer Group Median 13.54% 23.05%
Original Appraisal as of March 5, 2004
Peer Group Average 36.06% 38.88%

Peer Group Median 31.08% 37.53%
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3. P/A_Approach. The P/A valuation methodology determines market value by
applying a valuation P/A ratio to the Company’s pro forma asset base, conservatively assuming
no deposit withdrawals are made to fund stock purchases. In all likelihood there will be deposit
withdrawals, which results in understating the pro forma P/A ratio which is computed herein.
Moreover, any withdrawal of deposits will result in a further increase in the post-offering P/A
ratio. At the midpoint of the updated valuation range, the Company’s value equaled 16.34 pro
forma fully converted assets.. Comparatively, the Peer Group companies exhibited an average
P/A ratio (fully-converted basis) of 22.03 which implies a discount of 26% to the Company’s pro
forma P/A ratio (fully-converted basis), as compared to a discount of 22% indicated at the
midpoint in the Original Appraisal. On an MHC basis, the Peer Group companies exhibited an
average P/A ratio of 25.59%, which provides for a discount of 30% to the Company’s pro forma
P/A ratio of 17.83% (the discount was 28% in the Original Appraisal).

Valuation Conclusion

Based on the foregoing, it is our opinion that, as of July 27, 2004, the estimated aggregate
pro forma market value of the shares to be issued immediately following the conversion,
including the shares issued publicly, as well as to the MHC, equaled $110,000,000 at the
. midpoint, equal to 11,000,000 shares offered at a per share value of $10.00. The updated
valuation reflects an approximate 8% reduction relative to the fully converted midpoint valuation
established in the Original Appraisal.

Pursuant to conversion guidelines, the 15% offering range indicates a minimum value of
$93.5 million and a maximum value of $126.5 million. Based on the $10.00 per share offering
price determined by the Board, this valuation range equates to total shares outstanding of
9,350,000 at the minimum and 12,650,000 at the maximum. In the event the appraised value is
subject to an increase, the aggregate pro forma market value may be increased up to a
supermaximum value of $145,475,000 without a resolicitation. Based on the $10.00 per share
offering price, the supermaximum value would result in total shares outstanding of 14,547,500.
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The Board of Directors has established a public offering range such that the public
ownership of the Company will constitute a 40.0% ownership interest. Accordingly, the offering
to the public of the minority stock, will equal $37.4 million at the minimum, $44.0 million at the
midpoint, $50.6 million at the maximum and $58.2 million at the supermaximum of the
valuation range. The pro forma valuation calculations relative to the Peer Group (fully-
converted basis) are shown in Table 6 and are detailed in Exhibit 2 and Exhibit 3; the pro forma
valuation calculations relative to the Peer Group based on MHC financials are shown in Table 7
and are detailed in Exhibits 4 and 5.

Respectfully submitted,

William E. Pommerening
Chief Executive Officer and
Managing Director

James P. Hennessey
Senior Vice President
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