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Board of Directors
- Colonial Bankshares, MHC

Colonial Bankshares, Inc.

Colonial Bank, FSB

85 West Broad Street v
Bridgeton, New Jersey 08302-2420

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 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 4, 2005 (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: (1) a review of

‘recent developments in Colonial Bankshare’s financial condition, including financial data
through March 31, 2005; (2) an updated comparison of Colonial Bankshare’s financial condition
and operating results versus the Peer Group companies identified in the Original Appraisal; and
(3) a review of stock market conditions since the date of the Original Appraisal incorporating
stock price information as of April 22, 2005. :

Description of Plan of Stock Issuance

Colonial Bankshares, MHC (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 (“Reorganization™) of Colonial Bank, FSB, Bridgeton, New
Jersey (the “Bank™); no stock was issued publicly in the Reorganization. Simultaneous with the
Reorganization, a wholly-owned mid-tier stock holding company was formed, Colonial
Bankshares, Inc. (“Colonial” or the “Company”) and Colonial became a wholly-owned
subsidiary of the Company. Pursuant to the Plan, the Company will offer for sale up to 49.0% of

Washington Headquarters

Rosslyn Center . Telephone: (703) 528-1700
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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 (collectively, the “Offering”).

The number of shares of common stock to be sold in the Offering will approximate 46% of the

total shares as noted below. The number of shares issued to the MHC will approximate 54% of

the total shares.

The Company will infuse capital into the Bank sufficient to increase the core capital ratio
to 10.0% of pro forma assets, retaining the balance of the 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 March 31, 2005, 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 securities. RP
Financial maintains a policy which prohibits the company, its principals or employees from
purchasing stock of its client institutions.

Discussion of Relevant Considerations

1. Financial Results

Following the preparation of the Original Appraisal, the Bank’s March 31, 2005 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 March 31, 2005 as well as comparable data for the period ending
December 31, 2004, as set forth in the Original Appraisal report.

Growth Trends. Colonial’s total assets increased by approximately $5.1 million over the
quarter ended March 31, 2005, as the Company continue to restructure the balance sheet to
include a higher proportion of loans. As a result, the balance of loans increased (by $6.5 million)
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Source: Colonial Bankshare's audited and unaudited financial statements and RP Financial calculations.

¢ Table 1
‘ Colonial Bankshares, Inc.
Recent Financial Data
At Dec. 31, 2004 At March 31, 2005
% of % of
Amount  Assets Amount  Assets
($000) (%) ($000) (%)
Balance Sheet Data .
Assets $291,050 100.00% $296,214 100.00%
Cash and due from banks 5,282 1.81% 12,446 4.20%
Investment securities - HTM 18,584 6.39% 16,191 547%
Investment securities - AFS 131,159 45.06% 124,107  41.90%
Loans receivable (net) 125,800  43.22% 132,300  44.66%
Cash surrender value of life ins. policies 2,314 0.80% 2,334 0.79%
Deposits 259,407 89.13% 275,423  92.98%
FHLB advances - 13,890 4.77% 3,000 1.01%
Retained earnings 16,848 5.79% 16,565 5.59%
12 Months Ended 12 Months Ended
Dec. 31,2004 March 31, 2005
% of Avg. % of Avg.
Amount Assets Amount Assets
($000) (%) ($000) (%)
Summary Income Statement
Interest Income $12,352 4.48% $12,980 4.55%
Interest Expense (4,662) -1.69% (5,087) -1.78%
Net Interest Income $7,690 2.79% $7,893 2.77%
Provision for Loan Losses (354) -0.13% (394) -0.14%
Net Interest Income after Provisions $7,336 2.66% $7,499 2.63%
Other Operating Income 851 0.31% 839 0.29%
Operating Expense (5.841) -2.12% (5937) -2.08%
Net Operating Income 2,346 0.85% 2,401 0.84%
Net Gains on the Sale of Investments 67 0.02% 67 0.02%
Net Income Before Tax 2,413 0.88% 2,468 0.86%
Income Taxes (566) -0.21% (562) -0.20%
Net Income (Loss) . $1,847 0.67% $1,906 0.67%
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while cash and investments diminished modestly. Consistent with historical trends, deposit
balances funded the majority of asset growth, increasing by $16.0 million over the most recent
quarter; deposit growth also funded the repayment of borrowed funds which diminished by $10.9
million over the quarter ended March 31, 2005.

Loans Receivable. Loans receivable increased to $132.2 million, equal to 44.7% of total
assets, as the accelerating growth trend realized over the last two fiscal years continued. The
recent growth in the portfolio reflects continued strong loan origination activity in the residential
mortgage and home equity loan portfolios, as the Company has sought to expand the proportion
of loans overall. Additionally, as discussed in the Original Appraisal, Colonial has also been
seeking to gradually restructure the loan portfolio to include a higher proportion of commercial
mortgage loans in concert with efforts to increase the Company’s yields, spreads, and interest
sensitivity of interest-earning assets. ‘

Cash, Investments and Mortgage-Backed Securities. The balance of cash, investments
and mortgage-backed securities (“MBS”) decreased in aggregate from $155.0 million as of
December 31, 2004, to $152.7 million as of March 31, 2005. The Company has recently been
largely inactive in purchasing investment securities and MBS, as Colonial has been utilizing cash
flow from maturing investments to originate mortgage loans for portfolio. The composition of
the portfolio remained relatively consistent with the prior quarter end with majority of
. investment securities classified as available for sale (“AFS”). :

Funding. Total deposits increased by $16.0 million to total $275.4 million, equal to
93.0% of total assets. As discussed in the Original Appraisal, deposit balances are weighted
toward savings and transaction accounts, as certificates of deposit (“CD”) accounts have been
diminishing to below 50% of total deposits. Deposit growth realized over the quarter funded the
repayment of borrowed funds, which decreased to $3.0 million, equal to 1.0% of total assets.

Equity. Total equity decreased over the quarter ended March 31, 2005, by $283,000 to
equal $16.6 million. In this regard, the reduction of the Bank’s equity was attributable to
unrealized losses in the portfolio of AFS securities, which more than offset earnings retained for
the quarter. The reduction in equity coupled with asset growth resulted in a reduction of the
Company’s equity/assets ratio to 5.59% as of March 31, 2005. The Bank remains classified as
“Well Capitalized” for regulatory capital purposes.

Income and Expense Trends. The Bank’s most recent trailing 12 month earnings
increased modestly based on updated financial data, from $1.8 million reported for fiscal 2004,
to $1.9 million for the 12 months ended March 31, 2005, which is consistent with the earnings
growth trend noted for the last several fiscal years. Moderate earnings growth is attributable to
an expanding net interest margin, which increased by $203,000, which was partially offset by
higher loan loss provisions, lower non-interest income and growth of operating expenses. These
trends are described more fully below.

Net Interest Income. The Bank’s net interest income increased for the most recent
trailing 12 month period as measured in dollars, while decreasing as a percent of average assets.
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Specifically, net interest income increased to equal $7.9 million, while the net interest income
ratio decreased by 0.02% of average assets to equal 2.77% of average assets for the most recent
period. Growth in the dollar amount of net interest income has been the result of growth in the
average balance of interest-earning assets which more than offset a modest reduction in spreads.
Similarly, while the initial reinvestment of the Offering proceeds should increase net interest
income, the initial reinvestment yields are expected to depress asset yields and the net interest
income ratio.

Loan Loss Provisions. The Company has been gradually increasing the level of loan loss
provisions in concert with loan growth realized over the last several years, particularly in the area
of high risk-weight loans. For the 12 months ended March 31, 2005, loan loss provisions totaled
 $394,000, or 0.14% of average assets, which reflects an increase relative to a level of $354,000,
0.13% of average assets, reported for fiscal 2004.

Non-Interest Income. Non-interest income diminished modestly relative to the level
reflected in the Original Appraisal, and totaled $839,000, or 0.29% of average assets for the 12
months ended March 31, 2005. The decrease in other income was primarily due to competitive
conditions. '

Operating Expenses. Non-interest expense increased modestly by $96,000 for the 12
months ended March 31, 2005, to total $5.9 million, equal to 2.08% of average assets. Operating
‘costs have continued to increase (a trend noted in the Original Appraisal) due to expanded
business volumes, which have resulted in growth of both the retail deposit base and loan
portfolio. Further upward pressure on the Bank’s operating expense ratio is expected over the
next several years owing to the expense of the stock-related benefit plans, the cost related to
operating as a public company and as a result of long-term plans to continue to expand the
branch network. With regard to this latter factor, the Company will be establishing one new
branch office over the next 12 to 24 months while also constructing a new administrative facility
with a branch office in the first floor retail space. Together, the new branch offices and
administrative facility will result in total capital expenditures in the range of $6 to $7 million in
fiscal 2005 and 2006. The resulting depreciation expense from these capital expenditures will be
costly; the Company will be seeking to offset such costs through growth and increased
efficiency. :

Non-Operating Income/Expense. Non-operating income and expenses have had a limited
impact on earnings over the last several years and totaled only $67,000, equal to 0.02% of
average assets for the 12 months ended March 31, 2005.

Taxes. The Bank’s tax rate approximated 23% for the 12 months ended March 31, 2005,
which approximates the average rate reported for the 12 months ended December 31, 2004.

2. 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 thrifts. The Peer Group is
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comprised of the same eleven publicly-traded subsidiaries of mutual holding companies
employed in the Original Appraisal for valuation purposes.

~ 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 lower concentration of loans
to assets, at 44.7% versus a 58.5% average for the Peer Group (see Table 2). Comparatively, the
ratio of cash, investments, and MBS for the Company remained higher than for the Peer Group
(51.6% of assets versus 36.8% for the Peer Group). The Company’s lower ratio of loans reflects
the limited loan origination activity historically, prior to management’s recent efforts to bolster
the staffing of the loan origination function. The Company continues to rely more heavily on
.deposits to fund operations, particularly as a portion of outstanding borrowings were repaid over
the most recent quarter. The ratio of deposits/assets for the Company equaled 93.0%, which was
above the Peer Group average of 74.3%. Borrowings for Colonial fell below the Peer Group
average, based on ratios of 1.0% and 10.5%, respectively.

The Company’s pre-Offering equity ratio of 5.6% of assets based on updated financial
data continues to fall well below the Peer Group average of 13.3%; moreover, even with the
addition of Offering proceeds, the pro forma capital position will remain below the Peer Group’s
ratio on both a reported and fully converted basis. The increased equity is anticipated to enhance
Colonial’s earnings 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.

Updated balance sheet growth rate comparisons continue to show that Colonial has
achieved comparatively stronger growth in such key aggregates as assets, loans and deposits.
* Specifically, Colonial experienced higher annual asset growth than the Peer Group, at 15.38%
and 2.97%, respectively, primarily reflecting the Company’s stronger loan growth (41.56%
versus 13.17% for the Peer Group on average). Similarly, the Company’s deposit growth rate
based on updated financial data equaled 16.24% versus modest shrinkage of 0.85% reported for
the Peer Group. The Company’s higher deposit growth was supported by its deposit pricing
strategies which place the Company’s offered rates in the upper end of the competitive range.
Strong borrowings growth for the Company had a limited balance sheet impact given their low
levels overall in comparison to the Peer Group.

Equity growth for the Company approximated 3.00%, as compared to growth of 1.53%
for the Peer Group. The Peer Group’s more limited equity growth, notwithstanding comparable
profitability, reflects their respective dividend and capital management strategies. On a post-
- Offering basis, the Company’s capital growth rate is expected to decline due to the increased
equity level, the marginal short-term net proceeds reinvestment benefit and the intermediate term
effect of investing in fixed assets.

Income and Expense Trends. The Company’s and the Peer Group’s profitability ratios
remained substantially unchanged based on updated financial data, as Colonial and the Peer
Group reported net income to average assets ratios of 0.67% and 0.62%, respectively (see Table
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3). Consistent with the characteristics noted in the Original Appraisal, the the Company’s
operations reflect a relatively favorable level of operating expense, the benefits of which are
offset by a comparatively lower net interest income ratio and lower level of non-interest fee
income. Going forward, the Company’s operating expenses are expected to increase to reflect
public company costs, the expense of stock benefit plans and the increased investment in fixed
assets.

The Company’s ratio of net interest income to average assets decreased by 2 basis points
to equal 2,77% of average assets, and thus remains below the Peer Group average of 3.02%. The
Company’s lower interest income ratio was the result of its lower interest-earning assets (“IEA”)
ratio and lower asset yields which were the result of its more limited investment in loans
receivable, and were derived from its portfolio of intermediate and longer-term investments and
MBS, a portion of which are tax-exempt securities.

Non-interest operating income for Colonial remains below the Peer Group average, at
0.29% and 0.68%, respectively, which is indicative of the Company’s more traditional strategy
and lesser emphasis on other fee income generating activities. At the same time, Colonial
operates with a lower operating expense ratio than the Peer Group (2.08% versus 2.60%),
reflecting its emphasis on mortgage lending (which typically entails a lower cost structure than
non-mortgage lending), and more limited emphasis on non-traditional fee generating activities.
Additionally, the Company’s operating costs have been effectively limited by the high
proportion of investment securities in the portfolio of interest-earning assets, which entail little
cost to acquire and service. :

The Company’s updated efficiency ratio (operating expenses as a percent of the sum of
non-interest operating income and net interest income) of 68.0% remains more favorable than the
Peer Group’s ratio of 70.5%. On a pro forma basis, there may be some marginal change in the
efficiency ratio for the Company, before factoring the additional expense resulting from the
increased investment in fixed assets.

Loan loss provisions for the Company and the Peer Group were relatively modest,
amounting to 0.14% and 0.09% of average assets, respectively, reflecting relatively strong asset
quality and limited loan chargeoffs for both. The modestly higher level of loss provisions
established by the Company is reflective of the strong loan growth recently posted by Colonial,
particularly with respect to high risk-weight loans.

Non-operating expense of 0.02% of average assets for Colonial consisted solely of gains
- on the sale of investments. The Peer Group reported net non-operating expenses equal to 0.02%
of average assets, which was largely comprised of gains on the sale of loans and investments.
Such gains are subject to volatility due to fluctuations in market and interest rate conditions, and,
- are not typically viewed as being a recurring source of income and thus will be excluded in the
valuation analysis.

The Company’s effective tax rate for the last 12 months of 22.8% continues to be below
the Peer Group average of 28.1%. The Company expects that its effective tax rate will continue
to approximate the recent historical level over the balance of fiscal 2005, and thus remain at a
comparative advantage relative to the Peer Group.
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3. Stock Market Conditions

Since the date of the Original Appraisal, stock prices as measured by the broad market
indices have trended downward. Primarily as a result of strong job growth reflected in the
February employment data and better than expected retail sales for February and notwithstanding
increasing oil prices, the DJIA moved back into positive territory for the year in early-March,
increasing to a four year peak level of 10940.55. Higher oil prices and interest rates pressured
stocks lower in mid-March, as rising commodity prices rekindled inflation fears. The downturn
in stocks continued going into the second half of March, as stocks were weighed down by news
of a record U.S. trade deficit in 2004, General Motors’ warning that earnings will be significantly
below an earlier forecast and record high oil prices. A seventh interest rate increase since June
2004 by the Federal Reserve on March 22, 2005 raised fears of inflation over the near term
future and caused a drop in stock prices during the last week of March. Stocks continued to be
trend downward on the news that AIG was being investigated over accounting issues in the first
week of April. Broad market indices continued to trend downward in the middle to latter part of
April as the price of oil remained volatile, concemns about the trade deficit continued to raise
concerns about the long-term value of the dollar, and as concerns of inflation continued to impact
the major market indices. On April 22, 2005, the DJIA closed at 10,157.71 or 7.2% lower since
the date of the Original Appraisal and the NASDAQ Composue Index closed at 1,932.19 or

- 6.7% lower since the date of the Original Appraisal.

The market for thrift stocks has also declined since the date of the Original Appraisal.
Thrift stocks followed the broader market higher in early-March, as long-term interest. rates
declined slightly. Likewise, thrift stocks declined in conjunction with broader market during
mid-March on the spike-up in long-term interest rates and increased fears of inflation. Thrift and
bank stock prices trended upward during the first full week of April as a pullback in energy
prices coupled with reports of strong mortgage loan production by several key mortgage
originators supported the market overall, with gains continuing the following week following the
release of minutes of the Open Market Committee meeting that future interest rate increases
would continue to be measured. However, thrift stock prices declined through the third full
week of April as reports of first quarter earnings disappointed many investors, and worries about
a “bubble” in housing prices, and the potential for decreases in origination levels in the future.
On April 22, 2005, the SNL Index for all publicly-traded thrifts closed at 1,469.62, a decrease of
7.5% since the date of the Original Appraisal. The SNL MHC Index closed at 2,678.28 on April
22, 2005, a decline of 7.8% since the date of the Original Appraisal.

_ Similar to the performance of the SNL MHC Index, the updated pricing measures for the
Peer Group have declined since the date of the Original Appraisal. The Price/Book (“P/B”) and
Price/Tangible Book (“P/TB”) ratios for the Peer Group on a fully converted basis have
decreased by slightly more than 5%, while the earnings based pricing measures have decreased
in a range of 7% to 8%. On a reported basis, the P/B and P/TB ratios of the Peer Group
companies have decreased in the range of 10% to 11%, while the earnings based pricing
measures have diminished in a range of 4% to 10%. Trends with respect to the pricing ratios for
all publicly-traded thrift institutions have also declined, albeit to a lesser degree, as the average
earnings multiples decreased by approximately 4% to 5%, while the book based pricing ratio
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declined by 8%. Over the corresponding time frame, the SNL Thrift Index has decreased by
7.5% (see Table 4). . -

Table 4
- Average Pricing Characteristics
At March 4, - AtApril22,  Percent

| | 2005 2005 Change
Peer Group (Fully Converted Basis)
Price/Earnings (x) 29.76x 27.46x (7.7%
Price/Core Earnings (x) 33.26 31.01 (6.8)
Price/Book (%) 97.46% © 92.37% (5.2)
Price/Tangible Book (%) - 100.95 95.82 (5.1
Price/Assets (%) 23.51 21.54 8.4)
Price/Share (8) (1) , —-- — (8.4)
Market Capitalization (1) --- - (8.1)
Peer Group (Reported MHC Basis)
Price/Earnings (x) 36.26x 32.64x (10.0)%
Price/Core Earnings (x) 37.81 36.26 4.1)
Price/Book (%) 203.05% 181.69% (10.5)
Price/Tangible Book (%) 218.19 - 195.09 (10.9)
Price/Assets (%) 27.09 24.48 (9.6)
All Publicly-Traded Thrifts ‘
Price/Earnings (x) 19.50x 18.68 4.2)%
Price/Core Eamings (x) 20.96 20.02 4.5)
Price/Book (%) 161.41% 148.60 7.9)
Price/Tangible Book (%) | 178.22 164.10 (7.9)
Price/Assets (%) - 17.51 16.38 (6.5)
Other
SNL Thrift Index 1589.6 1469.6 (7.5)%
SNL MHC Index 2904.9 2678.3 (7.8)%

(1) Reflects the median percentage change.

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
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perhaps most evident in the case of the book based pricing ratios of a converting thrift will
typically result in a pricing discount relative to existing thrifts. 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, two second step conversions of mutual
‘holding companies, and five mutual holding company Offerings were completed during the past
three months. The mutual holding company Offerings are considered to be more relevant for
purposes of our analysis. All five of the mutual holding company Offerings were closed at the
top of their super ranges. On a fully-converted basis, the average and median closing pro forma
price/tangible book ratios of the recent MHC Offerings equaled 88.0% and 87.3%, respectively.
On average, reflecting the downward trend in the overall market for thrift stocks, these five
.recent MHC Offerings reflected a decline of 1.5% after one month of trading, or through April
22, 2005, if traded for less than one month. Through April 22, 2005, the five stock prices of
these five recent MHC Offerings had declined by an average of 2.6% and 5.0% based on the
median. The three most recent MHC Offerings (that have been traded for less than one month),
have traded down by an average of 10.5%, indicating more weakness to the most recently traded
stocks. : '

Similar price performance has been exhibited by the two second step conversions
completed in the last three months, which have traded down by an average of 7.2% through April
22, 2005. OC Financial, Inc., the single full stock conversion Offering completed in the last
three months (Benjamin Franklin’s Offering involved an acquisition), closed its Offering at a
price/tangible book ratio of 75.2%, and has traded up by 7%, implying a current price/book ratio
of 81.1%.

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 the Bank’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 the Bank’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 the Bank’s Prospectus

“ for Offering expenses. The assumptions utilized in the pro forma analysis in calculating the
Bank’s full conversion value, described in the Original Appraisal have not changed; however, we
did update the valuation bases to the March 31, 2005 period.

In the Original Appraisal, we made the following adjustments to Colonial’s pro forma
value based upon our comparative analysis to the Peer Group:
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Original Appraisal and Current Update Valuation Adjustments

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

Effect of Government Regulatlons and Regulatory Reform  No Adjustment

The factors concerning the valuation parameters of primary market area, dividends,
liquidity of the shares, management and effect of government regulations and regulatory reform
did not change since the Original Appralsal Accordingly, those parameters were not discussed
further in this update.

In terms of financial condition, the Company’s updated overall asset/liability composition
. remained consistent with the data as shown in the Original Appraisal, in terms of earning asset
~ and funding sources. Accordingly, the slight downward adjustment applied for the Company’s
financial condition in the Original Appraisal remained appropriate. Similarly, a slight downward
adjustment remained appropriate for Colonial’s profitability, growth and viability of earnings, as
the Company’s updated trailing twelve month earnings were unchanged on a return on assets
basis.

The general market for thrift stocks was lower compared to the date of the Original
Appraisal, as indicated by declines in the SNL Index for all publicly-traded thrifts and SNL
MHC Index for all publicly-traded MHCs. The pricing measures for the Peer Group and all
publicly-traded reflected notable declines as well, with the Peer Group experiencing more
significant declines compared to averages for all publicly-traded thrifts. On average, the five
MHC Offerings completed during the past three months traded below their IPO prices in initial
trading activity, and the most recent three Offerings declined even further. We note, however,
that all five recent MHC Offerings were oversubscribed. Because the market continues to
exhibit interest at some level in this type of Offering, we have left the “no adjustment” for
marketing of the issue unchanged.

Based on the application of the three valuation approaches, taking into consideration the
valuation adjustments discussed above, RP Financial concluded that as of April 22, 2005, the pro
forma market value of Colonial’s full conversion Offering equaled $35,000,000 at the midpoint,
equal to 3,500,000 shares at $10.00 per share. The valuation reflects an approximate 16.7%
decrease relative to the midpoint pro forma value established in the Original Appraisal, and

. reflects a reduction of the pro forma pricing rations consistent with the Peer Group.
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1. 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 Colonial’s pro forma book value (fully-
converted basis). Based on the $35.0 million midpoint valuation (fully converted -basis),
Colonial’s updated pro forma P/B and P/TB ratios equaled 75.59%. In comparison to the
average fully converted P/B and P/TB ratios for the Peer Group of 92.37% and 95.82%, the
Company’s ratios reflected a discount of 18.2% on a P/B basis and a discount of 21.1% on a
P/TB basis. By comparison, the Company’s ratios reflected a discount of 18.0% on a P/B basis
and a discount of 20.8% 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 both equaled 117.11%
at the midpoint, which reflects a discount from the Peer Group average on an MHC basis of
35.5% to 40.0%, respectively. At the supermaximum of the range, the Company’s P/B and P/TB
ratios both equaled 134.58%, which reflects a 25.9% and 31.0% discount relative to the Peer
Group average P/B and P/TB ratios.

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

Yalue Book Value
I. Fully Converted Basis (See Table 6)
Colonial Updated Midpoint - 75.59% 75.59%
Peer Group (At 4/22/05) _
Average o 92.37% 95.82%
Median 91.96% 94.75%
Colonial Midpoint Discount Relative to Peer Group
Original Appraisal as of March 4, 2005 -
Peer Group Average 17.98% - 20.81%
Peer Group Median ’ 17.14% 21.41%
Updated Appraisal as of April 22, 2005 ‘
Peer Group Average ’ 18.17% 21.11%
Peer Group Median 17.80% 20.22%
Colonial Supermaximum Discount Relative to
Original Appraisal as of March 4, 2005
Peer Group Average | 11.02% 14.10%
Peer Group Median 10.12% 14.75%

Update Appraisal as of April 22, 2005

Peer Group Average 10.35% 13.58%
Peer Group Median ' 9.95% 12.60%
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II. MHC Basis (see Table 7)

Colonial Updated Midpoint 117.11% 117.11%

Colonial Updated Supermaximum 134.58% 134.58%

Peer Group (At 4/22/05) ' ,
Average 181.69% 195.09%
Median - 185.16% 204.05%

Colonial Midpoint Discount Relative to Peer Group
Original Appraisal as of March 4, 2005

Peer Group Average 37.25% 41.61%

Peer Group Median 36.55% 43.78%
Updated Appraisal as of April 22, 2005

Peer Group Average 35.54% 39.97%

Peer Group Median 36.75% 42.61%

Colonial Supermaximum Discount Relative to

. s

Original Appraisal as of March 4, 2005

Peer Group Average 28.71% 33.66%

Peer Group Median 27.91% 36.13%
UpdatedAppraisal as of April 22, 2005 :

Peer Group Average 25.93% 31.02%

Peer Group Median 27.32% 34.05%

In addition to the fundamental analysis applied to the Peer Group, RP Financial
utilized a technical analysis of recent conversions. As indicated in the Original Appraisal, the
pricing characteristics of recent conversion Offerings are not the primary determinate of value.
Consistent with the Original Appraisal, particular focus was placed on the P/TB approach in this
analysis, since the P/E multiples do not reflect the actual impact of reinvestment and the source
of the conversion funds (i.e., external funds versus deposit withdrawals). The five recently
completed MHC Offerings closed their Offerings at an average pro forma price/tangible book
ratio of 88.0% (fully-converted basis) and, on average, declined 1.5%% during the first month of
trading. The most three recent MHC Offerings, all of which started trading within the past 30
days, declined in price by 10.5% through April 22, 2005. In comparison, the Company’s P/TB
ratio of 75.59% at the updated midpoint value reflects an implied discount of 14.1% relative to
the average pro forma P/TB ratio of the five recent MHC Offerings at closing. All five of the
recent MHC Offerings are quoted on the NASDAQ for purposes of calculating a current P/TB
ratio. The current average fully-converted P/TB ratio of the five recent MHC Offerings equals
82.9%, based on closing market prices as of April 22, 2005. In comparison to this fully-

~ converted current P/TB ratio of the five recent publicly-traded MHC Offerings, the Company’s

P/TB ratio at the updated midpoint value reflects an implied discount of 8.8%. At the
supermaximum of the updated valuation range, Colonial’s pro forma P/TB ratio of 82.8% is
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substantially equal to the current ratios of the five MHCs which issued stock publicly over the
last three months.

2. P/E Approach. The application of the P/E valuation method requires calculating
the Bank’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 earnings benefit of the reinvestment of the net proceeds. The
Bank’s reported earnings equaled $1,906,000 for the twelve months ended March 31, 2005. In
deriving Colonial’s core earnings, the only adjustment made to reported earnings was to
eliminate net gains on the sale of investments, which equaled $67,000 for the 12 months ended
March 31, 2005 (the same type of adjustments were made for the Peer Group). As shown below,
on a tax-effected basis, assuming an effective marginal tax rate of 39.94% for the gains
eliminated, the Bank’s core earnings were determined to equal $1,866,000 for the twelve months
ended March 31, 2005. '

Amount
($000)
Net income $1,906
Deduct: Gain on sale of investments(1) ' (40)
Estimated core earnings ‘ $1,866

(1) Tax effected at 39.94%.

Based on Colonial’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 $35.0 million midpoint value equaled 18.48 times
and 18.88 times, respectively, indicating a discount of 32.7% relative to the Peer Group’s
average reported P/E multiple (fully-converted basis) of 27.46 times and a 39.1% discount
relative to the Peer Group’s core P/E multiple of 31.01 times. By comparison, the Company’s
value at the midpoint in the Original Appraisal indicated a discount of 23.0% on a reported
earnings basis and 29.6% on a core earnings basis. At the supermaximum of the Offering range,
the Company’s pro forma earnings multiples are discounted by 10.8% based on reported
earnings and 19.3% based on core eamnings.

On an MHC basis, the Company’s pro forma P/E multiples based on reported and core
- earnings equaled 18.60 and 19.00 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 24.65 and 25.19 times,
respectively. In comparison, the Peer Group average multiples on an MHC basis based on
reported and core earnings equaled 32.64 and 36.26 times, respectively (excluding P/E ratios
over 50 times).
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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 10.74% of
pro forma fully converted assets. Comparatively, the Peer Group companies exhibited an
average P/A ratio (fully-converted basis) of 21.54% which implies a discount of 50% to the
Company’s pro forma P/A ratio (fully-converted basis), as compared to a discount of 45%
indicated at the midpoint in the Original Appraisal. On an MHC basis, the Company had a P/A
ratio of 11.31% at the midpoint, which provides for a discount of 54% to the Peer Group’s
average P/A ratio of 24.48% (the discount was 50% in the Original Appraisal).

Valuation Conclusion

Based on the foregoing, it is our opinion that, as of April 22, 2005, 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 $35,000,000 at
the midpoint, equal to 3,500,000 shares offered at a per share value of $10.00. The updated
valuation reflects an approximate 16.7% reduction relative to the fully converted midpoint
valuation established in the Original Appraisal. This reduction reflects a decline in the pro forma
pricing ratios consistent with the decline in the pricing ratios of the Peer Group.

Pursuant to conversion guidelines, the 15% Offering range indicates a minimum value of
$29.8 million and a maximum value of $40.3 million. Based on the $10.00 per share Offering
price determined by the Board, this valuation range equates to total shares outstanding of
2,975,000 at the minimum and 4,025,000 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 $46.3 million without a resolicitation. Based on the $10.00 per share
Offering price, the supermaximum value would result in total shares outstanding of 4,628,750.
The Board of Directors has established a public Offering range such that the public ownership of
the Company will constitute a 46.00% ownership. Accordingly, the Offering to the public of the
minority stock will equal $13.7 million at the minimum, $16.1 million at the midpoint, $18.5
million at the maximum and $21.3 million at the supermaximum of the valuation range. The pro
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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 reported financials are shown in Table 7 and are detailed in Exhibits
4 and 5.

Respectfully submitted,
RP® FINANCIAL, LC.

Gt

Ronald S. Riggins
President and Managing Director

g

- JaMfies P. Hennessey
Senior Vice President
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EXHIBIT 2

Pro Forma Analysis Sheet — Fully Converted Basis
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EXHIBIT 3

Pro Forma Effect of Conversion Proceeds — Fully Converted Basis




‘ Exhibit 3
- PRO FORMA EFFECT OF CONVERSION PROCEEDS
Colonial Bankshares, Inc.
At the Minimum

(1) Includes ESOP and MRP stock purchases equal to 8.0 and 4.0 percent of the offering, respectively.
(2) ESOP stock purchases are internally financed by a loan from the holding company.

1. Pro Forma Market Capitalization $29,750,000
Less: Foundation Shares . -
2. Offering Proceeds $29,750,000
Less: Estimated Offering Expenses 892,500
Net Conversion Proceeds $28,857,500
3.' Estimated Additional income from Conversion Proceeds
Net Conversion Proceeds $28,857,500
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 3.570.000
Net Proceeds Reinvested $25,287,500
Estimated net incremental rate of return 1.65%
Reinvestment Income $417,661
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 71,471
Less: Amortization of Options (4) 213,700
Less: Recognition Pian Vesting (5) 142,943
Net Earnings Impact ($10,453)
Net
Before Earnings After
4. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2005 (reported) $1,906,000 ($10,453) $1,895,547
12 M‘onths ended March 31, 2005 (core) $1,866,000 ($10,453) $1,855,547
_ : Before " Net Cash Tax Benefit After
5. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
March 31, 2005 $16,555,000 $25,287,500 $0 $41,842,500
March 31, 2005 (Tangible) $16,555,000 $25,287,500 $0 $41,842,500
Before Net Cash Tax Benefit After
. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
March 31, 2005 $296,214,000 $25,287,500 $0 $321,501,500

(3) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 39.94 percent rate.

' (4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.
(5) MRP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.




' Exhibit 3 .
PRO FORMA EFFECT OF CONVERSION PROCEEDS
Colonial Bankshares, Inc.
At the Midpoint

(1) Includes ESOP and MRP stock purchases equal to 8.0 and 4.0 percent of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.
(3) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 39.94 percent rate.

(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) MRP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.

1. Pro Forma Market Capitalization $35,000,000
Less: Foundation Shares -
2. Offering Proceeds $35,000,000
Less: Estimated Offering Expenses 1,050,000
Net Conversion Proceeds $33,950,000
3. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $33,950,000
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 4,200,000
Net Proceeds Reinvested $29,750,000
Estimated net incremental rate of return 1.65%
Reinvestment Income $491,366
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 84,084
Less: Amortization of Options (4) 251,412
Less: Recognition Plan Vesting (5) 168,168
Net Earnings Impact ($12,298)
Net ‘
Before Earnings After
4. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2005 (reported) $1,906,000 ($12,298) $1,893,702
12 Months ended March 31, 2005 (core) $1,866,000 ($12,298) $1.853,702
Before Net Cash Tax Benefit After
5. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
March 31, 2005 $16,555,000 '$29,750,000 $0 $46,30'5,000
March 31, 2005 (Tangible) $16,555,000 $29,750,000 $0 $46,305,000
Before Net Cash Tax Benefit After
6. Pro Forma_Assets Conversion Proceeds Of Contribution Conversion
March 31, 2005 $296,214,000 $29,750,000 $0 $325,964,000




: Exhibit 3
‘_ PRO FORMA EFFECT OF CONVERSION PROCEEDS
: Colonial Bankshares, Inc.
At the Maximum

(1) Includes ESOP and MRP stock purchases equal to 8.0 and 4.0 percent of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

. Pro Forma Market Capitalization $40,250,000
Less: Foundation Shares -
Offering Proceeds $40,250,000
Less: Estimated Offering Expenses 1,207,500
Net Conversion Proceeds - $39,042,500

. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds $39,042,500
Less: Cash Contribution to Foundation 0
Less: Non-Cash Stock Purchases (1) 4,830,000
Net Proceeds Reinvested $34,212,500
- Estimated net incremental rate of return 1.65%
Reinvestment Income $565,071
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 96,697
Less: Amortization of Options (4) 289,124
Less: Recognition Plan Vesting (5) 193,393
Net Earnings impact ($14,143)
Net
Before Earnings After
. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2005 (reported) $1,906,000 ($14,143) $1,891,857
12 Months ended March 31, 2005 (core) $1,866,000 ($14,143) $1 851,857
Before Net Cash Tax Benefit After
. Pro Forma Net Worth Conversion Proceeds Of Contribution Conversion
March 31, 2005 $16,555,000 $34,212,500 $0 - $50,767,500
March 31, 2005 (Tangible) $16,555,000 $34,212,500 $0 $50,767,500
: Before Net Cash Tax Benefit After
. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
March 31, 2005 $296,214,000 $34,212,500 $0

$330,426,500

(3) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 39.94 percent rate

4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.
(5) MRP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.




. : Exhibit 3
. ' PRO FORMA EFFECT OF CONVERSION PROCEEDS
Colonial Bankshares, inc.

At the Supermaximum Value

. Pro Forma Market Capitalization $46,287,500
" Less: Foundation Shares ' -
Offering Proceeds $46,287,500
Less: Estimated Offering Expenses 1,388,625
Net Conversion Proceeds $44,898,875
. Estimated Additional Income from Conversion Proceeds
Net Conversion Proceeds $44,898,875
Less: Cash Contribution to Foundation 0
~Less: Non-Cash Stock Purchases (1) 5,554,500
Net Proceeds Reinvested $39,344,375
Estimated net incremental rate of return 1.65%
Reinvestment Income | : $649,831
Less: Estimated cost of ESOP borrowings (2) 0
Less: Amortization of ESOP borrowings (3) 111,201
Less: Amortization of Options (4) 332,492
Less: Recognition Plan Vesting (5) 222402
Net Earnings Impact ($16,264)
Net
Before Earnings After
. Pro Forma Earnings Conversion Increase Conversion
12 Months ended March 31, 2005 {reported) $1,906,000 ($16,264) $1,889,736
12 Months ended March 31, 2005 (core) $1,866,000 ($16,264) $1,849,736
_ Before Net Cash Tax Benefit After
. Pro Forma Net Worth . Conversion Proceeds Of Contribution Conversion
March 31, 2005 $16,555,000 $39,344,375 $0 $55,899,375
March 31, 2005 (Tangible) $16,555,000 $39,344,375 $0 $55,899,375
Before Net Cash Tax Benefit After
. Pro Forma Assets Conversion Proceeds Of Contribution Conversion
March 31, 2005 $296,214,000 $39,344,375 $0 $335,558,375

(1) Includes ESOP and MRP stock purchases equal to 8.0 and 4.0 percent of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 20 Years, amortization expense is tax-effected at a 39.94 percent rate.
{4) Option valuation based on Black-Scholes mode!, 10 year vesting, and assuming 25 percent taxable.

5) MRP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.




EXHIBIT 4

Pro Forma Analysis Sheet — Minority Stock Offering
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EXHIBIT 5

Pro Forma Effect of Stock Proceeds — Minority Stock Offering



Exhibit 5

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Colonial Bankshares, Inc.
At the Minimum

Pro Forma Market Capitalization

" Less: Foundation Shares
Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income
‘Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)
Less: Amortization of Options (4)
Less: Recognition Plan Vesting (5)

Net Earnings Impact

Before

Pro Forma Earnings Conversion
12 Months ended March 31, 2005 (reported) $1,906,000
12 Months ended March 31, 2005 (core) $1,866,000

Before Net Cash
Pro Forma Net Worth Conversion Proceeds
March 31, 2005 $16,555,000 $11,233,698
March 31, 2005 (Tangible) $16,555,000 $11,233,698

Before Net Cash
Pro Forma Assets Conversion Proceeds

March 31, 2005

$296,214,000 $11,233,698

Net
Earnings
Increase

$13,685,000

$13,685,000

773.402
$12,911,598

$12,911,508

0

1,677,900

$11,233,698
1.65%

$185,541

0

32,877

104,713

70.042
($22,090)

After
Conversion

- ($22,090)
($22,090)

Tax Benefit

Of Contribution

$1,883,910
$1,843,910

- After
Conversion

$0
$0

Tax Beheﬂt

Of Contribution

$27,788,698
$27,788,698

After
Conversion

$0 $307,447,698

(1) Includes ESOP and SBIP stock purchases equal to 8.00 and 4.26 percent of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 39.94 percent rate.

" (4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) SBIP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.



Exhibit 5

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Colonial Bankshares, Inc.
At the Midpoint

Pro Forma Market Capitalization
Less: Foundation Shares
Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income
Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)
Less: Amortization of Options (4)
Less: Recognition Plan Vesting (5)

Net Earnings Impact

- Before

Pro Forma Earnings Conversion
- 12 Months ended March 31, 2005 (reported) $1,906,000
12 Months ended March 31, 2005 (core) $1,866,000

Before Net Cash

Pro Forma Net Worth Conversion Proceeds
March 31, 2005 - $16,555,000 $13,330,380
March 31, 2005 (Tangible) $16,555,000 $13,330,380

Before Net Cash

Pro Forma Assets Conversion Proceeds

March 31, 2005

$296,214,000 $13,330,380

Net
Earnings
Increase

($24,102)
($24,102)

Tax Benefit

* Of Contribution

$16,100,000

$16,100,000

1 795,620
$15,304,380

$15,304,380
0

1,974,000
$13,330,380
1.65%
$220,171

. o
38,679
123,192
82.402
($24,102)

After
Conversion

- $1,881,898

$1,841,898

After
Conversion

$0

$0

- Tax Benefit
Of Contribution

$29,885,380
$29,885,380

After
Conversion

$0 $309,544,380

(1) Includes ESOP and SBIP stock purchases equal to 8.00 and 4.26 percent of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP bhorrowings are amortized over 20 years, amortization expense is tax-effected at a 39.94 percent rate.

(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) SBIP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.




PRO FORMA EFFECT

1. Pro Forma Market Capitalization
Less: Foundation Shares

2. Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Exhibit 5
OF CONVERSION PROCEEDS

Colonial Bankshares, Inc.
At the Maximum

3. Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income

Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)

~ Less: Amortization of Options (4)

Less: Recognition Plan Vesting (5)

Net Earnings Impact

@

Pro Forma Earnings

12 Months ended March 31, 2005 (reported)
12 Months ended March 31, 2005 (core)

- 5. Pro Forma Net Worth
March 31, 2005
March 31, 2005 (Tangible)
6. Pro Forma Assets

March 31, 2005

(1) Includes ESOP and SBIP stock purchases equal to 8.00 and 4.26 percent of the offering, respectively.

Before

Conversion

$1,906,000

$1,866,000

Before Net Cash

Conversion Proceeds
$16,555,000 $15,427,062

$16,555,000 $15,427,062

Before Net Cash

Conversion Proceeds
$296,214,000 $15,427,062

Net
Earnings
Increase

$18,515,000

$18,515,000

817,838
$17,697,162

$17,697,162
0
2,270,100

$15,427,062

1.65%
$254,801
0
44,480
141,671
94,763
($26,113)

After
Conversion

($26,113)
($26,113)

Tax Benefit
Of Contribution

$1,879,887
$1,839,887

After
Conversion

$0
$0

‘Tax Benefit
Of Contribution

$31,982,062
$31,982,062

After
Conversion

$0 $311,641,062

(2) ESOP stock purchases are internally financed by a loan from the holding company.
(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 39.94 percent rate.

(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable. -

(5) SBIP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.




Exhibit 5

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Colonial Bankshares, Inc.

At the Supermaximum Value

Pro Forma Mafket Capitalization
Less: Foundation Shares
Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Cash Contribution to Foundation

Less: Non-Cash Stock Purchases (1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Reinvestment Income
Less: Estimated cost of ESOP borrowings (2)
Less: Amortization of ESOP borrowings (3)
Less: Amortization of Options (4)
Less: Recognition Plan Vesting (5)

Net Eamnings Impact

Before

Pro Forma Earnings Conversion
12 Months ended March 31, 2005 (reported) $1,906,000
12 Months ended March 31, 2005 (core) $1,866,000

Before Net Cash
Pro Forma Net Worth Conversion -Proceeds
March 31, 2005 $16,555,000 $17,838,246
March 31, 2005 (Tangible) $16,555,000 $17,838,246

Before Net Cash
Pro Forma Assets Conversion Proceeds

March 31, 2005

$296,214,000 $17,838,246

Net
Earnings
Increase

$21,292,250

$21,292,250

843,389
$20,448,861

$20,448,861
-0
2,610,615
$17,838,246
1.65%
$294,625
0
51,153
162,921
108,977
($28,425).

After
Conversion

($28,425)
($28,425)

Tax Benefit

- Of Contribution

$0
$0

Tax Benefit

Of Contribution

$1.877,575
$1,837,575

After
Conversion

 $34,393,246

$34,393,246

After
Conversion

$0 $314,052,246

(1) Includes ESOP and SBIP stock purchases equal to 8.00 and 4.26 percent of the offering, respectively.

(2) ESOP stock purchases are internally financed by a loan from the holding company.

(3) ESOP borrowings are amortized over 20 years, amortization expense is tax-effected at a 39.94 percent rate.

(4) Option valuation based on Black-Scholes model, 10 year vesting, and assuming 25 percent taxable.

(5) SBIP is amortized over 5 years, and amortization expense is tax effected at 39.94 percent.
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RP® FINANCIAL, LC. | |
Financial Services Industry Consultants FIRM QUALIFICATION STATEMENT

.P Financial prov1des financial and management consulting and valuatlon services to the financial services industry
nationwide. RP® Financial establishes long-term client relationships through its wide array of services, emphasis on
quality and timeliness, hands-on involvement by our principals and senior consulting staff, careful structuring of strategic
‘plans and transactions and providing sophisticated valuation analyses consistent with accepted valuation practices. RP®

. Financial’s staff draws from backgrounds in consulting, regulatory agencies and investment banking. Our clients include
commercial banks, thrifts, credit unions, mortgage companies and a variety of financial service companies.

STRATEGIC AND CAPITAL PLANNING

RP® Financial’s strategic and capital planning services are designed to provide effective workable plans with quantifiable
results. In this regard, RP® Financial analyzes strategic options to enhance shareholder value, achieve regulatory approval
or other established objectives. Our planning services involve conducting situation analyses; establishing mission
statements, strategic goals and objectives; and identifying strategies for enhancement of franchise and/or market value,
capital management and planning, eamings improvement, operational matters and charter and organizational issues.
Strategy development typically includes the following areas: capital formation and management, asset/liability targets,
profitability, return on equity and market value of stock. Our proprietary financial simulation model provides the basis for
evaluating the financial impact of alternative strategies and assessing the feasibility/compatibility of such strategies with
regulations and/or other guidelines.

MERGER AND ACQUISITION SERVICES

RP® Financial’s merger and acquisition (M&A) services include targeting potentia] buyers and sellers, assessing
acquisition merit, conducting detailed due diligence, negotiating and structuring merger transactions, preparing merger
business plans and financial simulations, rendering fairness opinions, preparing mark-to-market analyses and assisting in
fmplementing post-acquisition strategies. Through our financial simulations, comprehensive in-house data bases, valuation
‘U_Jdxpertise and regulatory knowledge, RP® Financial’s M&A consulting focuses on structuring transactions to enhance
shareholder returns.

VALUATION SERVICES

RP® Financial’s extensive valuation practice includes valuations for a variety of purposes including mergers and
acquisitions, thrift mutual-to-stock conversions, insurance company demutualizations, ESOPs, subsidiary companies, mark-
to-market transactions and various other corporation valuation requirements. Our principals and staff are highly
experienced in performing valuation appraisals which conform with regulatory guidelines and appraisal industry standards.
RP® Financial is the nation’s leading valuation firm for mutual-to-stock conversions of thrift institutions.

OTHER CONSULTING SERVICES AND DATA BASES

RP® Financial offers other services including branching and diversification strategies, feasibility studies and special
research studies. RP® Financial assists banks and thrifts prepare CRA plans and applications for Community Development
Entity (“CDE”) certification and New Markets Tax Credit (“NMTC”) allocation. RP® Financial’s consulting services are
aided by its in-house data bases resource and proprietary valuation and financial simulation models.

RP® Financial’s Key Personnel (Years of Relevant Experience)

Ronald S. Riggins, Managing Director (24)
- William E. Pornmerening, Managing Director (20).
Gregory E. Dunn, Senior Vice President (22)
James P. Hennessey, Senior Vice President (19)
‘ James J. Oren, Senior Vice President (17)

Washington Headquarters

Rosstyn Center ‘ Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 Toll-Free No.: (866) 723-0594

www.rpfinancial.com E-Mail: mail@rpfinancial.com




