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KELLER & COMPANY, INC.

FINANCIAL INSTITUTION CONSULTANTS

555 METRO PLACE NORTH
SUITE 524
DUBLIN, OHIO 43017
(614) 766-1426 (614) 766-1459 FAX
keller@ee.net

August 10, 2004

Board of Directors

Naugatuck Valley Savings & Loan
333 Church Street

Naugatuck, Connecticut 06770

To the Board:

We hereby submit an independent appraisal update (“Update”) of the pro forma market value of the
to-be-issued stock of Naugatuck Valley Financial Corporation (the "Corporation"), which is the mid-
tier holding company of Naugatuck Valley Savings & Loan (“Naugatuck Valley” or the “Bank™), in
response to a request from the Office of Thrift Supervision (“OTS”). The Corporation is a subsidiary
of Naugatuck Valley Mutual Holding Company. Such stock is to be issued in connection with a
minority stock offering by the Corporation, with Naugatuck Valley Mutual Holding Company to own
55 percent of the Corporation. This Update of the Corporation’s pro forma market value as of
August 5, 2004, was prepared after a review of our original appraisal report as of May 21, 2004,
("Original Appraisal") and is being submitted to the OTS as an update of the Original Appraisal.

This Update is based on conversations with the management of Naugatuck Valley and the law firm
of Muldoon Murphy Faucette & Aguggia LLP, Washington, D.C. As in the preparation of the
Original Appraisal, we believe the data and information used herein are accurate and reliable, but
we cannot guarantee the accuracy of such data.

In preparing this Update, we have given consideration to current market conditions, the recent
performance and future performance of Naugatuck Valley and the recent performance of publicly-
traded thrift institutions, including those institutions in Naugatuck Valley's comparable group, and
recently converted thrift institutions. The comparable group was screened to eliminate any
institutions involved in merger/acquisition activities, but none of the comparable group institutions
was eliminated due to such involvement. Further investigation into merger/acquisition activity
involving publicly-traded thrift institutions in Naugatuck Valley’s city, county and market area
revealed no institutions involved in such activity, as indicated in Exhibit 1.

We have recognized a reinvestment rate of 1.25 percent before taxes in this Update, the same rate
indicated in the Original Appraisal, based on current short term interest rates.

We have updated the three valuation methods used in the Original Appraisal based on Naugatuck
Valley's June 30, 2004, financials and using the stock prices of publicly-traded thrift institutions as
of August 5, 2004. Exhibits 2 and 3 provide stock prices, key valuation ratios and other pertinent
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data for all publicly-traded, FDIC-insured thrift institutions excluding mutual holding companies.
Exhibits 4 and 5 provide stock prices, key valuation ratios and other pertinent data for all publicly-
traded, FDIC-insured mutual holding companies. Exhibit 6 identifies the Bank’s comparable group
and provides comparative operating and financial data on Naugatuck Valley and the comparable
group institutions.

Exhibit 7 provides a summary of publicly-traded thrift conversions since January 1, 2003, and the
relative movement of their share prices. For the nineteen conversions completed from January 1,
2003, to August 5, 2004, including nine mutual holding companies, the average percentage price
change one day after IPO in 2003 was a positive 46.82 percent with a median of 58.50 percent, from
alow of 15.10 percent to a high of 69.90 percent. The average percentage price change one day after
IPO to date in 2004 has been a much lower 22.36 percent with a median of 22.50 percent, from a low
of (0.50) percent to a high of 51.70 percent. The average percentage price changes one week after
IPO for those nineteen conversions were a similar 47.17 percent and 23.64 percent in 2003 and 2004
to date, respectively. It should be noted that of the eleven conversions completed since January 1,
2004, two were trading at prices lower than their IPO prices one month after IPO and two additional
2004 conversions were trading below their first day prices one month after IPO.

As presented in Exhibit 8, since May 21, 2004, there have been varying movements in the price to
earnings multiple, the price to core earnings multiple, the price to book value ratio and the price to
assets ratio of Naugatuck Valley’s comparable group, all publicly-traded, FDIC-insured thrifts in the
United States ("all thrifts") and all FDIC-insured thrifts traded on NASDAQ. The average price to
net earnings multiple for the comparable group increased by 6.97 percent, while the average price
to core earnings multiple for the comparable group increased by 5.34 percent from 17.78 times
earnings to 18.73 times earnings during that period. The average market price to book value ratio
for all thrifts increased by 0.66 percent from 146.90 percent at May 21, 2004, to 147.87 percent at
August 5, 2004, and increased 3.26 percent from 120.40 percent to 124.33 percent for the
comparable group. The average price to assets ratio decreased from 14.70 percent to 14.32 percent
for all thrifts and decreased from 13.65 percent to 13.38 percent for the comparable group for the
same time period. Exhibit 8 also presents the values, numerical changes and percentage changes of
the SNL Thrift Index, the Dow Jones Industrial Average (DJIA) and the Standard and Poors 500
(S & P 500) as of May 21, 2004, and August 5, 2004. As indicated, from May 21, 2004, to August
5, 2004, the SNL Thrift Index decreased 3.31 percent, while the DJIA decreased 0.87 percent and
the S & P decreased 1.18 percent. The trend in the market price of thrift stocks since the Original
Appraisal indicates a 3.04 percent decrease in the average price per share for all publicly-traded
thrifts and an increase of 2.67 percent for the comparable group.

Exhibit 9 presents detailed market, pricing and financial ratios for Naugatuck Valley, all thrifts, the
two publicly-traded Connecticut thrifts and the comparable group as of August 5, 2004.

Exhibit 10 provides Naugatuck Valley’s June 30, 2004, assets and equity, which are different from
those used in the Original Appraisal. The Bank had assets of $253,653,000 and equity of
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$21,577,000 at June 30, 2004, and net and core income after taxes of $1,663,000 and $1,621,000,
respectively, for the twelve months ended June 30, 2004. This Update recognizes and incorporates
such current assets, equity and earnings.

The trend in the market price of thrift stocks since the Original Appraisal indicates a $0.59 or 2.67
percent increase in the average price per share of the ten comparable group institutions. Of those ten
institutions, six experienced decreases in their price per share and four experienced increases,
dominated by a 19.0 percent increase for one institution. As previously detailed, the pricing ratios
also demonstrated varying movement since May 21, 2004. From May 21, 2004, to August 5, 2004,
the comparable group’s average price to core earnings multiple increased by 5.34 percent, and its
average price to book value ratio increased by 3.26 percent.

This Update is based on a review of each of the adjustments made in the Original Appraisal relative
to the comparable group and of the pro forma closing pricing ratios of converting thrift institutions
and trends in market pricing and pricing ratios. This Update incorporates four adjustments as shown
below with no adjustments made for the remaining items of Market Area, Financial Condition,
Liquidity of the Stock, Management and Marketing of the Issue. '

Original Appraisal Update
Earnings Performance Downward Upward &V
Asset, Loan and Deposit Growth Downward None
Dividend Payments Downward None
Subscription Interest Upward None

M The adjustment is focused on the Bank’s planned use of proceeds in large measure for its branch expansion and the
potential of this expansion to increase earnings in the future.

In our opinion, a 15.0 percent upward adjustment to the pro forma midpoint value of the Corporation

is warranted at this time, based on all the foregoing factors, current market conditions and
Naugatuck's planned expansion and effective use of proceeds.
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This updated valuation of the Corporation is based on the following valuation ratios as of August
5, 2004:

Price to earmnings multiple:
Midpoint 31.11x
Super maximum 39.90x

Price to core earnings multiple:
Midpoint 31.89x
Super maximum 40.80x

Price to book value ratio:
Midpoint 77.59%
Super maximum 83.30%

Price to assets ratio:
Midpoint 18.83%
Super maximum 23.44%

As indicated above, at the midpoint, the price to book value ratio increased from 74.91 percent at
May 21, 2004, to 77.59 percent as of August 5, 2004; the price to net earnings multiple increased
from 27.22 to 31.11; the price to core eamnings multiple increased from 28.17 to 31.89; and the price
to assets ratio increased from 17.43 percent to 18.83 percent as of August 5, 2004. At the super
maximum, the price to book value ratio increased from 81.08 percent at May 21, 2004, to 83.30
percent as of August 5, 2004; the price to net earnings multiple increased from 35.55 to 39.90; the
price to core earnings multiple increased from 36.69 to 40.80; and the price to assets ratio increased
from 21.93 percent to 23.44 percent as of August 5, 2004.

Exhibit 15 details the fully converted pricing ratio premium or discount applied to the comparable
group to determine the value of the Corporation. The midpoint discount from the comparable group
average price to book value ratio was 37.59 percent at August 5, 2004, lower than the discount of
37.78 percent at May 21, 2004. The price core earnings multiple premium at the midpoint increased
from 58.43 percent to 70.25 percent during that time period. The midpoint premium of 27.74
percent in the price to assets ratio at May 21, 2004, increased to a premium of 40.71 percent. At
August 5, 2004, the super maximum price to book value ratio discount was 33.00 percent, the price
to core earnings multiple premium was 117.83 percent and the price to assets ratio premium was
75.23 percent.

As indicated in the Prospectus, at or for the three months ended March 31, 2004, based on the
minority shares to be sold in the offering, representing 45 percent of the total number of shares to
be issued, and the actual net proceeds of the offering, the price to book value ratio will range from
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116.41 percent at the minimum to 146.63 percent at the super maximum; and the price to core
earnings multiple will range from 27.78 times earnings at the minimum to 41.67 times earnings at
the super maximum.

The valuation range in the Original Appraisal indicated a fully converted midpoint value of
$50,000,000, with a minimum of $42,500,000, a maximum of $57,500,000, and a super maximum
of $66,125,000. In our opinion, based on Naugatuck Valley’s June 30, 2004, financials, the pricing
ratios and price fluctuation of the Bank’s comparable group, current pricing ratios and trends in the
market since the Original Appraisal and the revised adjustments relative to the comparable group
indicated previously, the fully converted midpoint value of the Corporation as of August 5, 2004,
is $57,500,000, with a minimum of $48,875,000, a maximum of $66,125,000, and a super maximum
of $76,043,750, representing 4,887,500 shares, 5,750,000 shares, 6,612,500 shares and 7,604,375
shares at $10.00 per share at the minimum, midpoint, maximum and super-maximum, respectively.

The fully converted pro forma market value or appraised value of the Corporation is $57,500,000
at the midpoint as of August 5, 2004.

Sincerely,

KELLER & COMPANY, INC.

[In accordance with Rule 202 of Regulation S-T, the exhibits to this Conversion Valuation
Appraisal Report Update are being filed in paper pursuant to a continuing hardship
exemption.]



EXHIBIT 1

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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KELLER & COMPANY
Dubiin. Qhio
614-786-1426

SNL Thrift Index
DJIA
S & P 500

All U.S. thrifts
NASDAQ fraded thrifts

Comparable group

SNL Thrift Index
% change

DJIA
% change

S &P S00
% change

All U.S. thrifts
% change

NASDAQ traded thrifts
% change

Caomparaale group
% change

EXHIBIT 8

NAUGATUCK VALLEY
VALUATION RATIOS

May 21, 2004

1,468 .14

9,966.74

1,093.56

Price/ Price/Core Price/ Price/
Earnings Earnings Book Vaiue Assets

(0 (%) (%) (%)

18.76 23.31 146.90 14.70

19.60 22.23 150.40 15.42

17.37 17.78 120.40 1365
Auqust 5, 2004

1,419.58

(3.31}%

9,880 00

(0.87)%

1,080.70

(1.18)%

Price/ Price/Core Price/ Price/
Earnings Earnings Book Value Assets
(x) (x) (%) (%)
18.55 21.62 147.87 14.32
(1.12) (7.25) 0.66 (2.58)
19.53 2347 151.09 15.13
{0.36) 5.58 0.46 (1.88)
18.58 18.73 124 .33 13.38
6.97 5.34 3.26 (1.98)
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EXHIBIT 10

KELLER & COMPANY
Dublin, Ohio
614-766-1426

VALUATION ANALYSIS AND CALCULATION

Naugatuck Valley Savings Bank/Naugatuck Valley Financlal Carp.
Stock Prices as of August 5, 2004

Valuation assumptions: Comparable Group All Thrifts
Symbol Value Average Median Average Median
Post conv. prica to earnings P/E 31.11 18.58 18.48 18.55 15.83
Post conv. price to book value P/B 77.59% 124.33% 118.05% 147.87% 134.23%
Post conv price to assets P/A 18.83% 13.38% 13.81% 14.32% 13.51%
Post conv. price to core earnings P/CE 31.89 18.73 19.03 2162 16.64
Pra conversion earnings (3$) Y $ 1,663,000 For tha tweive months ended June 30, 2004
Pre conversion book value (3) B $ 21,577,000 At Jjune 30, 2004
Pre conversion assets ($) A 3 253,653,000 Al June 30, 2004
Pre conversion core earnings ($) CcyY $ 1,621,000 For the twalve months ended June 30, 2004
Conversion expense (%) X 1.43%
Fixed asset allocation (%) FA 0.00%
ESOP stock purchase (%) E 3.92%
ESOP cost of borrowings, net (%) S 0.00%
ESOP term of borrowings (yrs.) T 15
RRP amaount (%) M 1.96%
RRP term (yrs.) N ]
Tax rate (%) TAX 34.00%
Invastment rate of return, net (%) R 0.83%
Investment rate of return, pratax (%) 1.25%
Foundation (%) FON 2.00%
Tax benefit (8) BEN % 391,000
Formulae to indicate value after conversion:
1. P/E method: Value = PIE*Y = $§ 57402395
1-P/E*{(1-X-E-M-FON-FA)*"R-(1-TAX) E/T-(1-TAX)"MN))
2. P/IB method: Value = P/B*(B+BEN) = § 57518,771
1-P/B~(1-X-E-M-FDN)
3. P/A mathod: Value = PIA"A = $ 57,583,650
1-PIA™(1-X-E-M-FDN)
VALUATION CORRELATION AND CONCLUSIONS:
Sharas Issued Total Value Total Number
to Public Price Net of Shares Issued of Shares TOTAL
and MHC Per Share Feyndation  to Foundation Issued VALUE
Appralsed vaiue - mldrange 5,835,000 $10.00 $56,350,000 115,000 5,750,000 357,500,000
Minimum - 85% of midrange 4,789,750 $10.00 347,397,500 87,750 4,887,500 $48,875,000
Maximum - 115% of midrange 6,480,250 $10 00 $654 802,500 132,250 6.612.500 §66,125000
Superrange - 115% ot maximum 7,452,288 $10.00 $74,522.880 152,087 7,604,375 $75.043750



EXHIBIT 11

KELLER & COMPANY

Oublin, Ohlo
614-786-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS

Naugatuck Vafley Savings Bank/Naugatuck Valley Financial Corp.

At the MINIMUM of the Range

Gross Conversion Proceeds

Minimum market value 21,016,250

Less: Estimated convorsion expenses 791,000
Net conversion proceeds 20,225250
Generation of Additional Income
Net conversion proceeds 20,225,250

Less: Proceeds not invested 1,915,900
Total conversion proceeds invasted 18,309,350
Investment rate 0.83%
Earnings increase - return on proceeds invested 151,052

Less: Eslimated cost of ESOP borrowings 0

Less: Amortization of ESOP borrowings, net of taxes 84,300

Less: RRP expense, net of taxes 126,449
Net earnings increase -58,697
Comparative Earnings

Regular Core

Before conversion - 12 months ended 06/30/04 1,863,000 1,621,000
Net earnings increase -59,697 -59,697
After conversion 1,603,303 1,561,303
Comparative Net Worth Total Tangible
Bafore conversion - 06/30/04 $ 21,577,000 21,246,000
Net cash conversion proceeds ' 17.683,750 17,683,750
After conversion $ 39,260,750 38,928,750

Comparative Net Assets

Before conversion - 06/30/04 $ 253,653,000
Conversion proceeds * 17,351,400
After conversion $ 271004400

(1) Represents gross proceeds of public offering.

(2} Indudes ESOP and procaads Invested in fixed assets.

(3) ESOP and RRP ara amitted from net worth.

(4) 'ndudes addition of tax baneft of stock contribution to foLndation

{(5) Net cash convarsion procesads less tax benefit of stock contribution to foundation.



EXHIBIT 12

KELLER & COMPANY

Dublin, Ohio
614-766-1426

PRQJECTED EFFECT OF CONVERSION PROCEEDS

Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.

At the MIDPOINT of the Range

Gross Conversion Proceeds

Midpoint market value ™ 24,725,000

Less. Estimated conversion expenses 823.000
Net conversion proceeds 23,902,000
Generation of Additional Income
Net conversion proceeds 23,902,000

Less: Proceeds notinvested ? 2,254,000
Total conversion proceeds invested 21,648,000
Investment rate 0.83%
Earnings increase - return on proceeds invested 178,596

Less: Estimaled cost of ESOP borrowings 0

Less: Amortization of ESOP borrowings, net of taxes 99,176

Less: RRP expense, net of taxes 148,764
Net earnings increase -69,344
Comparative Earnings

Regular Core

Before conversion - 12 months ended 06/30/04 1,663,000 1,621,000
Net earnings increase -69,344 -69,344
After conversion 1,593,856 1,551,856
Comparative Net Worth ** Total Tangible
Before conversion - 06/30/04 $ 21,577,000 21,248,000
Conversion proceeds 20,912,000 20,912,000
After conversion $ 42,489,000 42,158,000
Comparative Net Assets
Before conversion - 06/30/04 $ 253,653,000
Conversion proceeds 20,521,000

After conversion $ 274,174,000

{1) Represents gross proceeds of public offering.

(2) Includes ESOP and proceeds invested in fixed assels

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

{4) Includes aaditicn of tax bensefit of stack contribulion to fcundation.

(5) Net cash convarsion procescs less tax benefit of stock contribution to foundation.



EXHIBIT 13

KELLER & COMPANY

Dublin, Ohic
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS

Naugatuck Valiey Savings Bank/Naugatuck Valley Financial Corp.

At the MAXIMUM of the Range

1. Gross Conversion Procaeds

Maximum market value $ 28,433,750
Lcss: Estimated conversion expenses 854,000
Nel conversion proceeds s 27,579.750

2. Generation of Additional Income

Net conversion proceeds $ 27,579,750
Less: Proceeds notinvested ™ 2,592,100
Total conversion proceeds invested $ 24,987,650
Investment rate 0.83%
Earnings increase - return on proceeds invesled $ 206,148
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 114,052
Less: RRP expense, net of taxes 171,079
Net earnings increase ' $ .78,983

3. Comparative Earnings

Regular Cere
Before conversion - 12 months ended 06/30/04 $ 1,663.000 1,621,000
Net eamings increass -78,983 -78,983
$ 1,584,017 1,542,017

After conversion

4. Comparative Net Worth ™ Total Tangible
Before conversion - 06/30/04 $ 21.577.000 21.246.000
Conversion proceeds “ 24,141,250 24,141,250
After conversion S 45,718,250 45,387,250

5. Comparative Net Assets
Before conversion - 06/30/04 $ 253,653,000
Conversion proceeds * 23,691,600

After conversion

$ 277,344,600

(1) Represents gross procaeds of public offenng.

(2) Inciudes ESOP and proceeds investad in fixed assets.

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

(4) Includes addition of tax beneft of stock contrhution to foundation.

(5) Net cash convarsion proceeds less tax benefit of slock contribution o foundation,



EXHIBIT 14

KELLER & COMPANY

Dubhin. Chio
614-766-1426

PROJECTED EFFECT OF CONVERSION PROCEEDS

Naugatuck Valley Savings Bank/Naugatuck Valley Financial Corp.

At the SUPERRANGE Maximum

1. Gross Conversion Procaeds

Superrange market vaiue $ 32,698,813
Less: Estimated conversion expenses 855.000
Net conversion proceeds $ 31,843,813

2. Generation of Additional income

Net conversion proceeds $ 31,843,813
Less: Proceeds notinvested @ 2,980,915
Total conversion proceeds invested ) 28,862,898
Investment rate 0.83%
Earnings increase - retumn on proceeds invesled $ 238119
Less: Estimated cost of ESOP borrowings 0
Less: Amortization of ESOP borrowings, net of taxes 131,160
Less: RRP expense, net of taxas 196,740
Net earnings increase $ -89,782
3. Comparative Earnings
Regular Core
Before conversion - 12 months ended 06/30/04 $ 1,663,000 1,621,000
Net earnings increase -89,782 -89,782
3 1,573,218 1,531,218

After conversion

4. Comparative Net Worth " Total Tangible
Before conversion - 06/30/04 5 21,577.000 21,246,000
Conversion proceeds ™ 27,889,538 27,889,538
After conversion $ 49 466,538 49,135,538

5. Comparative Net Asgets
Before conversion - 06/30/04 5 253,653,000
Conversion proceeds * 27,372,440
After conversian $ 281025440

(1) Represants gross proceads of public offering.

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

(3) ESOP and RRP are ecmitted from net worth,

(4} Includas addition of tax benefit of stock contribution ta foundation.

(5) Net cash convarsion proceeds less tax benefit of stack contribution to foundation.



KELLER &
Dublin, Ohio
614-768-1426

COMPANY

EXHIBIT 15

SUMMARY OF VALUATION PREMIUM OR DISCOUNT

Midpoint:
Price/earnings
Price/book value
Price/assets
Price/tangible book value
Price/core earmnings

Minimum of range:
Price/earnings
Price/book value
Pricef/assets
Price/tangible book value
Price/core earnings

Maximum of range:
Price/earnings
Price/book value
Price/assets
Price/tangible book value
Price/core earnings

Super maximum of range:

Price/feamings
Price/book value
Pricelassels
Price/tangible book value
Price/core eamings

Naugatuck Valley

31.11 x
77.59 %
18.83 %
76.74 %
31.89 x

26.90 x
7389 %
16.35 %
73.18 %
27.53 x

35.30 x
80.55 %
20.99 %
79.59 %
36.11 x

39.90 x
83.30 %
23.44 %
8223 %
40.80 x

Premium or {discount}
from comparable group.

Average

67.48%
(37.59)%
40.71%
(39.04)%
70.25%

44.78%
(40.57)%
22.23%
(41.87)%
47 01%

90.01%
(35.21)%
56.89%
(36.77)%
92.79%

114.77%
(33.00)%
75.23%
(34.68)%
117.83%

Median

68.41%
(34.27)%
38.37%
(35.32)%
67.56%

45.58%

(37.40)%
20.20%

(38.32)%
44.68%

91.05%
(31.76)%
54.28%
(32.91)%
89.74%

115.95%
(28.43)%
72.32%
(30.69)%
114.38%



