ORIGINAL

IN ACCORDANCE WITH RULE 202 OF REGULATION S-T,
THE SUPPORTING FINANCIAL DATA OF
THIS EXHIBIT 99.3 TO THE REGISTRANT’S FORM S-1 IS BEING
FILED IN PAPER PURSUANT TO A CONTINUING

HARDSHIP EXEMPTION
| .

e e commsox [

Washington, DC 20549

FORM SE

FORM FOR SUBMISSION OF PAPER FORMAT EXHIBITS [~ S5i5555——
| 1
|

BY ELECTRONIC FILERS | OMAR TG 2005 |
| 1088

United Financial Bancorp, Inc.
{Exact Name of Registrant as Specified in Charter)

0001319572
(Registrant’s CIK Number)

Exhibit 99.3 to the Form S-1
(Electronic Report, Schedule or Registration Statement of Which the Documents Are a Part
(Give Period of Report))

335 — /}}2%7/

(SEC File Number, if Available)

Not Applicable " PROCESSED

(Name of Person Filing the Document

(If Other Than the Registrant)) MAR 2 2 2005

THOMSON
FINANCIAL




I _ SIGNATURES
The Registrant has duly caused this form to be signed on its behalf by the undersigned,
thereunto duly authorized, in the City of West Springfield, Commonwealth of Massachusetts,

on Mafch \“gj . 2005.

UNITED FINANCIAL BANCORP, INC.

By: %‘%&
Richard B. Collins
President and Chief Executive Officer




PRO FORMA VALUATION REPORT
MUTUAL HOLDING COMPANY
STOCK OFFERING

UNITED FINANCIAL BAN CORP, INC.
West Springfield, Massachusetts

Dated As Of:
March 4, 2005

 Prepared By:

RP® Financial, LC.
1700 North Moore Street
Suite 2210
Arlington, Virginia 22209




RP® FINANCIAL, LC.
Financial Services Industry Consultants

March 4, 2005

Boards of Directors

United Mutual Holding Company
United Financial Bancorp, Inc.

United Bank ’

95 Elm Street

West Springfield, Massachusetts 01089

Members of the Boards of Directors:

At your request, we have completed and hereby provide an independent apprai-sal
(“Appraisal”) of the estimated pro forma market value of the common stock which is to be
offered in connection with the Stock Issuance Plan (the “Plan”) described below.

This Appraisal 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. :

‘Description of Stock Issuance Plan

_ United Mutual Holding Company (the “MHC”) is a federally chartered mutual holding
company regulated by the OTS. The MHC was formed in April 2004 in conjunction with the
mutual holding company reorganization of United Bank, West Springfield, Massachusetts,
(“United Bank™). No stock was issued publicly in the mutual holding company reorganization.
Simultaneous with the mutual holding company reorganization, a wholly-owned mid-tier stock
holding company was formed known as United Financial Bancorp, Inc. (“United Financial” or
the “Company”’) and United Bank 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, Tax-Qualified Employee Plans
including the employee stock ownership plan (“ESOP”), Supplemental Eligible Account Holders
and Other Depositors. Any shares that are not sold in the Subscription Offering may be offered
for sale in a Direct Community Offering and subsequently, if appropriate, to the public in a
Syndicated Community Offering.

- The Stock Issuance Plan provides for the establishment of a private foundation (the
“Foundation”), which will be a private charitable foundation established in connection with the
offering, funded with common stock of the Company along with $150,000 of cash.

\"Vashington Headquarters

Rosslyn Center B ' Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 , Fax No.: (703) 528-1788
Arlington. VA 22209




Boards of Directors
March 4, 2005
Page 2

Concurrent with the completion of the public stock offering, the Company will retain up
" to 50% of the net stock proceeds. The MHC will own a controlling interest in the Company of at
least 51%, and the Company will be the sole subsidiary of the MHC. The Company will
continue to own 100% of the outstanding stock of United Bank. The Company’s initial activity
will be ownership of its subsidiary, United Bank, investment of the net cash proceeds retained at -
the holding company level and extencling a loan to the ESOP.

RP Financial, LC. -

RP Financial, LC. ("RP Financial") is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses of business enterprises and securities, including the pro forma valuation for savings
institutions converting from mutual-to-stock form. The background and experience of RP
Financial is detailed in Exhibit V-1. We believe that, except for the fee we will receive for our.
appraisal, we are mdependent of the Bank, the Company and the MHC and the other partles
engaged by the Bank to assist in the stock issuance process.

Valuation Methodology

In preparing our appraisal, we have reviewed the Bank's, the Company’s and the MHC’s
regulatory applications, including the prospectus as filed with the OTS and the Securities and
Exchange Commission ("SEC"). We have conducted a financial analysis of the Company and
the Bank that has included a review of its audited financial information for the years ended
December 31, 2000 through December 31, 2004, various unaudited information and internal
financial reports through December 31, 2004 and due diligence related discussions with the
Bank’s management; Grant Thornton LLP, the Company’s independent auditor; Luse Gorman
Pomerenk and Schick, P.C., the Company’s counsel in connection with the plan of stock
issuance; and Keefe'Bruyette & Woods, Inc., the Company’s financial and marketing advisor in
connection with the stock offering. All conclusions set forth in the Appraisal were reached
independently from such discussions. In addition, where appropriate, we have considered
information based on other available published sources that we believe are reliable. While we
believe the information and data gathered from all these sources are rehable we cannot
guarantee the accuracy and completeness of such information.

We have 1nvest1gated the competitive environment within which the Company operates
and have assessed the Company’s relative strengths and weaknesses. We have kept abreast of
the changing regulatory and legislative environment for financial institutions and analyzed the
potential impact on the Company and the industry as a whole. We have analyzed the potential
effects of the minority stock offering on the Company’s operating characteristics and financial
performance as they relate to the pro forma market value. We have reviewed the economy in the
Company’s primary market area anc have compared the Company’s financial performance and
condition with publicly-traded thrifts in mutual holding company form, as well as all publicly-
traded thrifts. We have reviewed market conditions for stocks in general and market conditions
- for thrift stocks in particular, including the market for existing thrift issues and the market for
initial public offerings by thrifts. We have considered the market for the stocks of all publicly-
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traded mutual holding companies. We have also considered the expected market for the
Company’s public shares. We have =xcluded from such analyses thrifts subject to announced or
rumored acquisition, mutual holding company institutions that have announced their intent to
pursue second-step conversions, and/or those institutions that exhibit other unusual
characteristics. : ‘

Our Appraisal is based on the Company’s representation that the information contained in
- the regulatory applications and additional information furnished to us by the Company, its
independent auditors, legal counsel and other authorized agents are truthful, accurate and-
complete. We did not independently verify the financial statements and other information
provided by the Company, its independent auditors, legal counsel and other authorized agents
nor did we independently value the assets or liabilities of the Company. The valuation considers
the Company only as a going concern and should not be considered as an indication of the
Company’s liquidation value.

Our appraised value is predicated on a continuation of the current operating environment
for the Bank, the MHC and the Company and for all thrifts and their holding companies.
Changes in the local, state and national economy, the legislative and regulatory environment for
financial institutions and mutual holding companies, the stock market, interest rates, and other
external forces (such as natural disasters or significant world évents) may occur from time to
time, often with great unpredictability, and may materially impact the value of thrift stocks as a
whole or the Company’s value alone. It is our understanding that there are no current plans for
pursuing a second-step conversion or for selling control of the Company or the Bank following
the offering. To the extent that such factors can be foreseen, they have been factored into our
analysis. o

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

Valuation Conclusion

It is our opinion that, as of March 4, 2005, the aggregate market value of the Company’s
common stock at the midpoint of the valuation range, assuming a full conversion offering and
_inclusive of shares to be issued to the Foundation, is $153,061,220. Based on the foregoing -
valuation, the Board has determined to offer 44.59% of the full value for sale in the minority
stock offering and issue an additional 2.00% of the total shares issued to the Foundation such
that the minority ownership percentage at the conclusion of the transaction will equal 46.59%.
The offering and reorganization will thus incorporate the following range of value of stock
issuance:
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Shares Held by the Public
Sold inthe . Foundation
_ Total Shares  MHC Shares Offering Shares
Shares(1) ‘
Supermaximum 20,242,347 10,811,438 9,026,063 404,846
Maximum 17,602,040 9,401,250 7,848,750 352,040
Midpoint 15,306,122 8,175,000 6,825,000 306,122
Minimum 13,010,204 6,948,750 5,801,250 260,204
Distribution of Shares(2) -
Supermaximum 100.00% 53.41% 44.59% 2.00%
Maximum 100.00% 53.41% 44.59% 2.00%
Midpoint 100.00% 53.41% 44.59% 2.00%
Minimum 100.00% 53.41% 44.59% 2.00%
Aggregate Market Value : » : '
Supermaximum $202,423,470 $108,114,380 $90,260,630  $4,048,460
Maximum - $176,020,400  $94,012,500  $78,487,500  $3,520,400
Midpoint $153,061,220  $81,750,000  $68,250,000  $3,061,220
- Minimum $130,102,040 - $69,487,500  $58,012,500  $2,602,040

(1) Based on offering price of $10.00 per share.
(2) Assumes that 44.59% of the total shares issued are sold to the public and assumes that
2.00% of the total shares outstanding are issued to the Foundatlon

Limiting Factors and Considerations

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

RP Financial's valuation was determined based on the financial condition and operations
of United Financial Bancorp, Inc. as of December 31, 2004, the date of the 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.
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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 stocks. 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
made. The reasons for any such adjustments will be explained in the update at the date of the
release of the update.

Respectfully submitted,
RP FINANCIAL, LC.

' James f, Oren

Senior Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

United Finah‘cial serves the southern portion of western Massachusetts through the main
- office and ten branch offices. The Company’s branch network covers a two county market area
~of Hafnpden County ‘(_nine branches) and Hampshire County (one branch). A map of the
~ Company’s branch offices is provided in Exhibit I-1. The Company’s wholly-owned subsidiary,
United Bank, is a member of the Federal Home Loan Bank ("FHLB") system, and its deposits
are insured up to the regulatory maximums by the Bank Insurance Fund of the Federal Deposit
Insurance Corporation ("FDIC"). At December 31, 2004, United Financial had $772.0 million in
assets, $613.7 rhﬂlion in deposits and consolidated equity of $62.3 million, equal to 8.1% of total
assets, all of which was tangible capital. United Financial’s audited financial statements are

included by reference as Exhibit [-2.

Current Organizational Structure

In February 2004, the Bank reorganized from a Massachusetts chartered mutual
cooperative bank to a federally chartered mutual savings bank. In April 2004, United Bank
reorganized into the two-tier mutual holdi_ng company structure. In cbnjunction with the’
reorganization, the MHC was formed and concurrently.was issued all the capital stock of the
Company. At the same time, the Bank conveﬁed to a federally-chartered stock savings bank
with the Company owning all of its outstanding_stock. No stock was issued publicly pursuant to
the reorganization. The Bank transferred $150,000 of retained earnings to the MHC as an initial
capitalization. The Company is a unitary savings and loan holding company and conducts ifs
operations primarily through the Bank. Operations of the Company and MHC‘héve been

minimal to date, except for owning the common stock of their respective subsidiaries.

Stock Issuance Plan

On December 23, 2004, the Board of Direétors of United Financial adopted a stock
issuance plan (the “plan™). Pursuant to the plan, United Financial will issue a majority of its .

common stock to the MHC and sell a minority of its common stock to the public. Concurrent
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with the completion of the public stock offering, the Compariy will _retéiin up to 50% of the net

stock proceeds.

‘ The MHC will own a controllihg interest in the Company of at least 51%, and the
Company will be the sole subsidiary of the MHC. The Company will continue to own 100% of
the Bank’s 6utstanding stock. The Company’s initial activity will be ownership of its subsidiary,
United Bank, investment of the net cash proceeds retainéd at the holdi_rig company level (initially
iﬁ short-term investment securities) and extending a loan to the employee stock ownership plan
- (“ESOP”). Subsequent activities of the Company may include payment of regular or special
dividends, acquisitions of other financial institutions, acquisitions of other financial service

providers and/or stock repurchases.

Establishment of a Charitable Foundation

In order to enhanée the Cdrnpany’s historically strong service and reinvestment activities
in the local community, the Stock Issuance Plan provides for the establishment of the United
. Charitable Foundation (the “Foundation™), which will be a private charitable foundation

established funded by a cash and stock contribution. The stock component will be equal to
1.96% of the total number of shares to be issued foliowirig the conversion, inclusive of shares
issued to the public, the MHC, and the Foundation. The Bank will also make a cash contribution
“of $150,000 to the Foundation. The dilutive impact of the contribution has been factored into the

pro forma valuation.

Strategic Overview

The pnmary aspects of the Company’s business strategy include operating as a
condmunity oriented financial institution, with United Financial striving to meet the banking and
personal financial services needs of the communities in which it operates. The Company’s
operating strategy includes the goal of expanding the branch office network. The newest branch
office facility was opened in 2002. Currently operating from eleven offices, the Company
intends to continue to evaluate new branch opportunities, which could be gained through either
acquisition of other financial institutions or through de novo branching.. This would permit

expansion of the primary market area and allow for a higher level of service to current and new
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customers. United Financial also has in place a strategy to increase lending activities in the areas
of commercial real estate and connﬂercial and industrial lending, as a fnea.ns of increasing
revenue. A recent hire of an experienced commercial lender is expected to provide for additional
‘lending volume. The additional capital raised as part of the mutual holding company offéring
will also permit the Bank to originate larger balance loans and seWicq borrowers with larger

lending needs.

The Company’s strategies also include programs to maintain low levels of non-
performing assets, through adequate lending policies and procedures, alohg with sufficient
dedication to asset management and collection efforts. Furthermore, United Financial intends to
increase the level of lower cost core deposits, including non-interest bearing checking accounts,
primarily through bundling various retail deposit accounts together for customers, and reducing
fees assessed in connectioh with these bundled accounts. The core deposit accounts are
beneficial from an interest cost and interest rate risk management perspective. Finally, United
" Financial intends to continue increasing and diversifying the sources of non-interest income.
Current sources include the United Financial Services Group, a division of the Bank, which
offers customers a complete range of non-deposit investment products and financial planning
services, including mutual funds, debt, equity and government securities, insurance products,

fixed and variable annuities financial planning and estate planning services.

Over the past several years, the Company has been successful in expanding the balance
sheet, including the balance of loans receivable, funded with increases in both retail deposits and
borrowed funds. Net income has been supported by the asset growth, which has leveraged the
existing expense base, resulting in a declining operating expense ratio. The eleven branch retail
deposit offices contain an average of $56 million of deposits per ofﬁce, providing a beneficial
economy of scale in terms of operating costs. A relatively strong loans-to-assets ratio, in excess
of 70%, has enhanced revenue. In recent periods, the Company’s net interest margin has come
under some downward pressure, as the result of the use of longer term borrowed funds as a
fundmg source, along with the recent increases in shorter term interest rates. Non-interest

income has been diversified by afﬁhatlons with other financial services providers.
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The Company’s Board of Directors has elected to complete a public stock offering to
- improve the competitive position of United Financial. The capital realized from the minority
stock offeﬁng will increase the operating flexibility and overall financial strength of United -
Financial. The additional capital realized from stock proceeds will .increase liquidity and
leverage capacity to support funding of future loan growth and other interest-earning assets.
United Financial’s higher capital position resulting from the infusion of stock probeeds will also
serve to reduce interest rate risk, through enhancing the Company’s' interest-earning—éssets-to-
interest-bearing-liabilities ("IEA/IBL") ratio. The additional funds realized from the stock
offering will provide an alternative funding source to deposits and borrowings in m'eeting‘the
Company’s future funding needs, which may facilitate a reduction in United Financial’s funding
costs. Additionally, United Financial’s higher equity-to-assets ratio will also better position the
Company to take advantage of expansion opportunities as they arise. Such expansion would
“most likely occur through the establishment or acquisition of additional banking offices or
customer facilitiés that would provids for further penetration in the markets currently served by
the Company or nearby surrounding markets, including the possible extension of the branch
network into nearby markets in northern Connecticut. The Company will élso be positioned -
better to pursue growth through acquisition of other financial service providers following the
stock offering, given its strengthened capftal position. At this time, the Company has'no speciﬁc
plans for expansion other than through establishing additional branches. The projected use of

proéeeds are highlighted below.

) United Financial. The Company is expected to retain up to 50% of the net
offering proceeds. At present, funds at the Company level, net of the loan to the
ESOP, are expected to be primarily invested initially into short-term investment
grade securities. Over time, the funds may be utilized for various corporate °
‘purposes, possibly including acquisitions, infusing additional equity into the
Bank, repurchases of common stock, and the payment of regular and/or special
cash dividends. ’ o '

) United Bank. At least 50% of the net conversion proceeds will be infused into the
Bank. Cash proceeds (i.e., net proceeds less deposits withdrawn to fund stock
purchases) infused into the Bank are anticipated to become part of general
operating funds, and are expected to be primarily utilized to fund growth of loans -
and investments.
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Overall, it is the Company's objective to pursue growth that will serve to increase returns,
while, at the same time, growth will not be pursu'ed that could potentially compromise the overall
 risk associated with United Financizll’s operations.. The Company has acknowledged that it
intends toioperate with excess capital in the near term, opéréting with a below market return on
equity (“ROE”), until such time as the new capital can be leveraged in a safe and sound manner

over an extended period of time.

Balance Sheet Trends

Table 1.1 shows the Company’s historical balancé sheet data for the past five fiscal years.
From December 31, 2000 to December 31, 2004, United Financial’s assets increaséd at an 8.9%
annual rate. Asset groWi:h was channeled into. both the loan and investment securities portfolio,
“and funded with deposits, borrowings and retained earnings. A summary of United Financial’s

key operating ratios for the past five fiscal years is presented in Exhibit I-3.

United Finaﬁcial’s loans receivable portfolib increased at a 7.1% annual rate from year
end 2000 through December 31, 2004, with the highest portion of the growth realized during
2004. The growth for fiscal 2004 was due to continued strong demand for loans in the local
market area served, given the low interest rate environment, along with the strategy of retaining
essent'ially all loan originations for portfolio. The Company has also recently added an
additional loan officer to generate increased loan originations for portfolio. Growth was
recorded in most loan types, including commercial real estate and commercial and industrial
loans. Overall, the loans receivable balance increased from $432.2 million at year end 2000 to
$569.2 million at year end 2004. The stronger asset growth rate compared to the loan growth
rate served to decrease the loans-to-assets ratio slightly, from 78.6% at year end 2000 to 73.7%
at December 31, 2004. United Financial’s increasing emphasis on commercial real estate
mortgage, commercial and industrial and constmétion lehding is reflected in its loan portfolio
composition, as these three loan types totaled 39.0% of total loans receivable at December 31,
2004, versus 34.7% as of year end 2000. Over the same time period, 1-4 family permanent
residential loans, including home equity and home equity lines of credit, have remained
relatively stable at 58% of total loans receivable. Automobile loans h_éve declined as a
proportion of the loan portfolio since 2000, from 7.1% of loans to the current 3.0% at December
31, 2004.
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The intent of the Company’s investment policy is to provide adequate liquidity and to
generate a favorable return within the context of supporting United Financial’s overall credit and

interest rate risk objectives. It is anticipated that proceeds retained at the holding company level

- will primarily be invested into investrnents with short-term maturities. Over the past five fiscal

years, the Company’s level of cash and equivalents ranged from 6.2% of assets at December 31,
2002 to 2.2% of assets at Decerhber 31, 2003, and totaled $23.24mi11i’on, or 3.0% of assets at
December 31, 2004. Cash and cash equivalents are'maintéined for liquidity purposes for use in
daily business operations. Investment securities (inclusive of FHLB stock) ranged from a high
of 27.8% of assets at year end 2003 to a low of 14.7% of assets at December 31, 2000,
Mortgage-backed securities (“MBS”) comprise the most signiﬁcant component of the
Company’s investment portfolio, with the portfolio cohsisting substantially of securities
- guaranteed or insured by a federal agency or governnient sponsored enterprises (“GSEs”). As of
Deéember 31, 2004, the portfolio consisted of $101 .7 million of péss through certificates issued
by Fannie Mae, Freddie Mac and Ginnie Mae. All of the MBS were classified as avéilable-for-
sale, and the estimated fair value of such as'sets was approximately $530,000 less than the
amortized cost on the‘ Company’s books. At December 31, 2004, 48.1% of the MBS were
backed by adjustable_rate mortvgage loans, while 51.9% were backed by fixed rate mortgage
" loans. MBS are generally purchased as a means to déploy excess liquidity at more favorable
yields than other investment alternatives that are consistent with United Financial’s investment

philosophy.

| Beyond the Company’s investment in MBS, investment securities held by the Company
at December 31, 2004 consisted of U.S. Government and agency obligations ($35.1 million),
corporate bonds ($15.3 million), equity securities ($0.3 million) and FHLB stock ($6.0 million).
To facilitate management of interest rate risk, all of these investments mature or reprice within
five years' and these investments are maintained as available for sale. United Financial also
maintains a small balance of securities classified as held-to-lﬁaturity, including $1.4 million of ‘
industrial revenue Bonds and $1.1 million of municipal bonds. The industrial revenue bonds are
issued By the Massachusetts Health and Educational Facilities Authority. As of December 31,
2004, the market value of the Company’s held-to-maturity investment pbrtfolio was essentially
equal to the carrying value. Exhibif [-4 provides historical detail of the Company’s investments.
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The Company also maintains an investment in bank-owned life insurance (“BOLI”)

policies, which cover the lives of the Company’s senior officers and directors and are carried on
| the books as Cash Surrender Value of Life Insurance. The purpose of the investmént is to
provide funding for employee and director benefit plans. The life insurance policies eamn tax-
exempt income through cash value aczumulation and death pro;:eeds. Asof Deéember 31, 2004,

the cash surrender value of the Company’s BOLI equaled $5.7 million, and this has increased the

.- level of non-interest income, while at the same time reducing interest income sources.

Over the past five fiscal years, United Financial’s funding needs have been substantially
met through retail deposits, borrowin;és, internal cash flows and retained earnings. As shown in
Tablé 1.1, from year end 2000 through December 31, 2004 the Company’s deposits increased at
an annual rate of 7.6%. The slightly higher asset growth rate resulted in a decline in the ratio of
' .deposits-to-vassets from 83.3% at year end 2000 to 79.5% at December 31, 2004. Transaction |
~and savings accounts equaled 58.8% of the Company"s total deposits at December 31, 20404,‘
versus a comparable ratio of 59.5% at year end 2000. Non-interest bearing demand accounts and |
regular savings acéounts have been the largest source of deposit growth for the Company since
year end 2000. At December 31, 2004, these two account types COmpﬁsed the largest
component of the Company’s transaction and savings account deposits. Specifically, non-
interest bearing demand. accounts and regular savings accounts totaled $193.9 million, equal to

53.8% of the Company’s total transaction and savings account deposits.

Bofrowings serve as an altemative funding source for the Company to address funding
needs for growth and to support control of deposit costs. In the recent past, the Company has
utilized borrowings in conjunction with the retention of lohger term ﬁxed rate residential loans in
portfolio,'match-fuﬁding a porﬁon of the fixed rate residential loan production in order to assist
- in managing interest rate risk. The Company’s boﬁowings—to~assets ratio increased from 8.6%
' a'tvyear end 2000 to 11.8% at December 31, 2004. The Company’s use of borrowings has
'generally been liniited .to FHLB advances, along with a smaller balance of collateralized
~ repurchase agreements. The Company held $91.0 million of borrowed funds at December 31,
2004, which consist of both shorter term ‘borrowings of less than three year terms, along with

longer term borrowings, with terms exceeding five years.




RP Financial, LC.
Page 1.9

Since year end 2000, retention of earnings and the adjustment for accumulated other -
comprehensive income translated into an annual capital growth _rdte of 11.2% for the Company.
Capital growth outpaced the Company’s asset growth rate, as United Financial’s equity-tb-assets
ratio increased from 7.4% at year end 2000 to 8.1% at December 31, 2004. All of the
Company’s equity was tangible. The addition of stock proceeds will serve to strengthen the
Company’s capital position and competitive posture vwithin its market area, as well as possibly

support expansion into other nearby markets if favorable growth opportunities are presented.

Income and Expense Trends

~ Table 1.2 shows the Company’s historical income statements for the past five fiscal
years. The Company reported positive earnings over that time period, ranging from a high of
- 0.86% of average assets in fiscal 2003 to a low of 0.73% of average assets during the most recent :
fiscal year ended December 31, 2004. In general, the Company has reported relatively consistent
earnings, on a return on average assets basis, over the past five years. This has been largely
attributable to success in efficient growth of the asset base of the Company, which. has reduced
the operating expense ratio. At the same time, United Financial has expérienced'a decline in the
level of net interest income in the low interest rate environment that has existed in the past
several yéars. Net interest income and operating expenses represent the primary components of
United Financial’s core earnings. Non-interest operating income is a‘ less a significant
contributor to the Company’s core earnings, but has been a source of supporting earnings
growth. The amount o‘f loan loss provisions established bver the past five fiscal years has varied,
but in general loss provisions have not been a significant factor in the Company’s earnings.
Gains and losses on investment securities and the sale of loans have been inconsistent factors in

the Company’s earnings over the past five years.

United Financial maintained a relatively strong net interest income ratio throughout the
period shown in Table 1.2, reflecting the yield-cost spreads maintained in the balance sheet (seé
Exhibit I-5). Over the past five years, the Company’s net interest income to average assets ratio
ranged from a high of 3.50% during 2001 and 2002 to a low of 3.25% during 2004. The general

decline in the net interest income ratio has resulted from a more significant decline in the interest
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income ratio compared to the interest expense ratio. The less significant decline in the interest
expense ratio was in part attributable io_ asset growth being funded by higher costing longb term
borrowings énd the recent increases i interest rates, in particular short-term interest rates, since
the Federal Reserve began raising interest rates in mid-2003. The Federal Reserve action has
resulted in a flattening of the yield curve, limiting increases in yields earned on longer-term
assets. Overall, the Company’s interest income ratio declined from 6.8‘0% of average assets
during 2001 to 4.86% of average zssets during fiscal 2004; a decline of 196 basis points.
Comparatively, over the same time period, the Company’s interest expense ratio declined from
3.30% of average assets to 1.60% of average assets, a decline of 170 basis points. The
Company’s historical net interest rate spreads and yields and costs are set forth in Exhibits I-3
and I-5.

Non-interest operating income has remained a noticeable earnings contributor for the
Company over the past five yeafs, with the dollar amount of such income increasing at a slightly
lower rate than assets. The primary source of non-interest operating income for the Company
consists of fees and service'charges on the retail deposit base, and this source of income has
- increased over time with the increase in the deposit balances. The Company also earns income
from the increased cash surrender value of the BOLI, and other miscellaneous income from
banking services for customers, including subsidiary operations that include insurance products
and other personal financial services producfs. Non-interest income from traditional sources,
such as deposit account fees aﬁd service charges, has been limited to an extent as the. Company
has kept deposit account fees low as a marketing tool. Over the past five years, non-interest
operating income ranged from a low of 0.63% of average assets during 2000 and 2004 to a high
of 0.70% of average assets during 2001. The decline in non-interest operating income as a
pércen’t of average assets was mostly due to increased use of borrowed funds, which increase the

asset base, but do not provide sources of non-interest income in the form of deposit fees.

Operating expenses represert the other major component of the Company’s earnings,
ranging froma low of 2.45% of average assets during 2004 to a high of 2.76% of average assets
during 2001. The comparatively lower operating expense ratios recorded since fiscal 2001
reflect continued asset growth of the Company along with efficient management of growth in

operating expenses. Expenses were increased in fiscal 2002 due to the opening of an additional
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branch office location, and overall exﬁenses have increased due to inflationary increases in
personnel costs and other operating costs. Upward pressure will be placed on the Company’s
operatihg expense ratio following the stock offering, due to expenses associated with operating
as a publicly-traded company,‘ including expenses related to the stock benefit plans. At the same
time, the increase in capital realized from the stock offering will increase the Company’S'

cépacity to leverage operating expenses through pursuing a more aggressive growth strategy.

Overéll, the general trends in the Company’s net interest income ratio and operating
expense ratio since fiscal 2000 reflect an improvement in core earnings, as indicated by the
Company’s expensé coverage ratio (net interest income divided by operating expenses). United
Financial’s expense coverage ratio equaled'1.23 times in 2000, versus a comparable ratio of 1.33
 times for fiscal 2004. The improvement in the expense coverage ratio was the result of a decline
in the operating expense ratio, offset in part by a smaller decline in the net interest income ratio.
Similarl‘y, United Financial’s efficiency ratio (operating expenses, net of amortization of
intangibles, as a percent of the sum of net interest income and other operating income) of 63.0%

in 2004 was more favorable than the 58.3% efficiency ratio maintained for fiscal 2000.

Over the past five fiscal years, maintenance of geﬂerally favorable credit quality .
measures has served to limit the amount of loss provisions established during the period. Loan
loss provisions established by the Company ranged from a low of 0.04% of average assets during
2003 to a high of 0.13% of average assets during 2004. The higher loss provisions established
during 2004 was related to growth of the loﬁn portfolio, along with higher classified loans and
non-performing loans. As of December 31, 2004, the Company maintained valuation allowaﬁccs
of $5.8 million, equal to 1.00% of net loans receivable and 151.96% of nbn-'accruing loans.
Exhibit I-6 sets forth the Company’s loan loss allowance activity during the past five and fhree-

quarter fiscal years.

Non-operaﬁng gains and losses generally have not been a significant factor in the
Company’s earnings, and have consisted of gains on the sale of loans, gains and lovsses on the
sale of investment securities, and a one-time write-off of charter conversion related expenses in
2004. Gains on the sale of Joans reached a high of $0.5 million or 0.08% of average assets in

2002, and totaled only $14,000 in 2004, with the recent low level due to the Company’s strategy
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of retaining loans in portfolio. Gains or losses on investment securities have also had a moderate
impact on the income statement, and totaled a gain of $0.1 million for fiscal 2004, or 0.02% of
average assets. Finally, during fiscal 2004, the Company expended approximately $0.7 million
in cdnnectio_n with the charter conversion activities of the Bank, along with the formation of the
| Company and the MHC. These expeases, along with the gains and losses realized from the sale
of investment securities are not considered to be part of the Company’s core earmngs glven the

volatlle and non-recurring nature of such income.

~ The Company recorded an effective tax rate of 40.9% for 2004, a rate that was in line
with recent historical trends. As set forth in the prospectus, the Company’s effective statutory

tax rate equals 40%.

Interest Rate Risk Management

The Company’s balance sheet is liability-sensitive in the short-term (less than one year)
and, thus, the net interest margin will typically be adversely affected during periods of rising and
higher interest rates. As of December 31, 2004, the Net Portfolio Value (“NPV”) analysis
prov1ded by the OTS indicated that a 200 basis point instantaneous and sustained increase in
interest rates would result in a 24% decline in the Company’s NPV (see Exhibit I-7) Umted
Financial utilizes the services of an outside advisor to provide certain analyses of interest rate

risk positions.

The Company implements certain strategies to manage interest rate risk, particularly with
respect to seeking to limit the repricing mismatch between interest rate sensitive assets and
liabilities. The Company manages interest rate risk from the asset side of the balance sheet
| through investing in adjustable rate mortgage-backed securities, diversifying into adjustable rate
and shorter-term commeréial real estate loans, construction loans, commercial and industrial
loans, and consumer loans, including automobile loans. The Company’s interest rate risk
position is made less favorable by thz current strategy of retaining for portfolio long term fixed

rate residential loan originations.

As of December 31, 2004, of the Company’s total loans due after December 31, 2005,
ARM loans comprised 34.6% of those loans (see Exhibit I-8). On the liability side of the

balance sheet, management of interest rate risk has been pursued through longer term FHLB




RP Financial, LC.
Page 1.14

advances that are “match funded” with longer term fixed rate residential mortgage loan
originations. The Company has also offered attractive rates on certain longer term time deposits
in low and declining interest rate environments and emphasized growth of lower cost and less

interest rate sensitive transaction and savings accounts.

The infusic_)h of stock proceeds will serve to reduce the Company’s interest rate risk
exposure, as most of the net proceeds will be redeployed into interest-earning assets and the
increase in the Company’s capital will lessen the proportion of interest rate sensitive liabilities

funding assets.

Lending Activities and Strategy

United Financial’s lending activities have traditionally emphasized 1-4 family permanent
mortgage loans (including home’bequity loans and home equity lines of credit), and such loans
continue to comprise the largest component of the Company’s loan portfolio. Beyond 1-4 family
loans, lending divefsiﬁcatidn by the Company has emphasized commercial real estate/multi-
family loans, commercial and industrial loans, construction loans and consumer loans. Going
fofward, the Company’s lending strﬁtegy is to pursue further diversification of the loan portfolio.
However, the origination and purchase of 1-4 family permanent mortgage loans is expected to
remain as the Company’s most prominent lending activity. Exhibit I-9 provides historical detail -
of United Financial’s loan portfolio composition over the pést five fiscal yéars and'Exhibit I-10

provides the contractual maturity of the Company’s loan ponfo'lio' by loan type as of Decer_nber
31, 2004.

Unitéd Financial originates both fixed rate and adjustable rate 1-4 family permanent

.' mortgage loans, and the current practice is to retain substantially all originations for its own
portfolio. Such loans totaled $256.1 million, or 44.6% of total loans as of December 31’ 2004.
- For residential lending activities, the Company typically requires a loan-to-value (“LTV”) ratio
“of 80% or less for 1-4 family loans, but will lend up to a 95% LTV ratio with private mortgage
insurance (“PMI”). The substantial portion of the Company’s 1-4 family permanent mortgage
loans are underwritten to secondary market guidelines, zind they follow policies and procedures
specified by Fannie Mae. In the current intefest rate environment, most of the Company’s 1-4

family lending volume consists of fixed rate loans. Fixed rate residential loans are originated
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with terms of up to 30 years, and are generally obtained through in-house loan representatives,
existing or past customers and referrals. ARM loans offered by the Company include loans with
1mt1a1 repricing terms of one, three, ﬁvé, seven or ten years that are indexed to one-year U.S.
Treasury Constant Maturity, with a higher initial rate applied to loans with longer repricing
terms. After the initial repricing period, the ARM loans convert to a one-year ARM loan for the
‘balance of the mortgage term. Adjustable rate mortgage loans generally p'rovide for maximum

rate adjustments of 2% per adjustinent, with a lifetime maximum adjustment of up to 6%.

The Company also offers home equity loans and home equity lines of credit
(“HELOCs"), secured by 1-4 family residences in the local market area. At December 31, 2004,
such loans totaled $74.7 million, or 13.0% of total loans. The combined LTV ratio for these
home equity loan products is generally limited to 80%. Home equity loans are offered with fixed
and variable rate Qf interest and terms of up to 20 yéars. HELOCs are adjustable rate loans‘

which are indexed to the prime rate.

United Financial offers its own first-time homebuyer loan program, which offers
qualified individuals fixed and adjustable rate mortgage loans with discbunted interest rates and
reduced loan origination fees. Such loans are originated in amounts up to 100% of the property’s
appraised value or sale price. PMI is required for loans with LTV’s in excess of 80%. The
Company also offers FHA/VA loans, and loans originated under the Massachusetts Housing
- Finance Agency, the Hampden County Municipal Employee Loan Program, and the Pioneer

Valley Transit Authority Ride the Bus loans. These loan programs all provide residential
| mortgage loans to qualified individuals, with higher allowable LTV’s.

The secohd largest loan typé in United Financial’s loan portfolio consists of commercial
real estate loans, along with a smaller balance of loans secured by multiéfamily property. These
loans are generally secured by industrial properties, small ofﬁce buildings, hotels, motels,
~ recreational and retail facilities and cther non-residential properties. Commercial real estate and
multi-family loans totaled $137.8 million, or 24.0% of total loans as of December 31, 2004, an
increase from $105.8 million as of December 31, 2000. United Financial originates commercial
real estate and multi-family loans up to a maximum LTV ratio of 85% and requires a minimum
debt-coverage ratio of 1.2 times. Loan terms typically provide for up to 25-yeaf amortizations,

with a shorter balloon or repricing term, with the loans generally indexed to the prime rate of
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interest. At December 31, 2004, the Company’s largest commercial real estate or multi-family
loan was a $5.1 million loan located in northern Connecticut and secured by commercial real
estate. This loan was performing in accordance with its original terms at December 31, 2004.
Growth of commercial real estate and multi-family loans is expected to continue to be an area of |
lending emphasis for the Company, in which most of the growth will be realized through

continued originations by in-house loan personnel.

, Construction loans originated by the Company. consist of loans to finance the
construction of 1-4 family residences and multi-family and commercial properties. As of
December 31, 2004, United Financial’s outstanding balance of residential property construction
loans totaled $12.8 million, while commercial construction‘ loans totaled $17.0 million. Total
construction loans represented 5.2% of total loans as of December 31, 2004. Construction loans
extended for 1-4 family properties are originated to both experienced local deifelopers in the
prixhary market area and individuals for the construction of their personal residences. The loans
~are generally construction/permanent loans offered on comparable terms as 1-4 family
permanent mortgage loan rates and require payment of interest only during the construction
period. Commercial real estate and multi-family construction loans are generally subject to the
same underwriting criteria as chuire:d for permanent mortgage loans, as well as submission of
complefed plans, specifications and cost estimates related to the proposed construction. Loans
for the construction of commercial real estate and multi-family loans are extended up to a LTV

ratio of 80% based on the lesser of the appraised value of the property or cost of construction.

United Financial also originates land loans to local individuals, contractors and
developers for the purpolée of making improvements on land for developing the land for sale.
Land loans to individuals have LTVs of no more than 70% and are written With fixed interest
rates with a maximum three year term and a balloon payment at the end of the loan term.. Land |
loans to developers are limited to an LTV of 65%, can have fixed or adjustable interest rateé and

maximum three year terms.

Similar to the emphasis on commercial real estate lending, United Financial has also
recently emphasized originations of commercial and industrial loans in the local market area. At
December 31, 2004, such loans totaled $56.3 million, or 9.8% of total loans, an increase from

$30.6 million, or 7.0% as of Decemtber 31, 2000. The Company offers fixed and adjustable rate
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commercial business loans aﬁd lines of credit to small and medium sized companies in its market
areé, with the maximum loan size limited by the Company’s loans-to-one borrower limit, which
was $13.4 million at December 31, 2004. The commercial business loan portfolio consists
primarily of secured loans, while the portfolié also includes a minor amount of unsecured loans
for purposes of financing expansion or providing working capital for general business purposes.

The Company generally requires personal guarantees of the business principals.

- The Companjr’s diversification into non-mortgage loans for consumers consists primarily
of automobile loans and a minor amount of other miscellaneous consumer loans. As of
December 31, 2004, thé automobile loan portfolio totaled $i7.5 million or 90.4% of the
consumer loan portfolio. ‘Automobile loans are offered with terms of up to 60 months, with
interest rates the same for both new and used automobiles. The maximum LTV is 100% for new
automobile loans, while used automobile loans are limited to the “loan valué” of the vehicle as
established by industry guides. Other types of consumer loans offered by the Company consist
substantially of secured and unsecured personal loans, motorcycle loans and motoi' home loans,
boat loans and pogl and spa ldans. As of December 31, 2004, the other consumer loan portfolio

totaled $1.9 million.

Due to adequate lending opportunities in the communities served by the-Company, and
since the Company generally retains loans for portfolio, United Financial has not éngagcd in loan
* purchases in recent years. Exhibit I-11 provides a historical summafy of the Company’s lending
activities. Consistent with its strategy, 1-4 family permanent mortgage and home équity lending,
while comprising the largest portion of loan originations over this time frame, have been
deciining as a percent of total loan originations. Specifically, during fiscal 2004, permanent 1-4
~ family mortgage loan oﬁginations totaled $107.8 million (37% of total originations), versus 50%
of originations in fiscal 2002. Origiriations of commercial mortgage, commercial and industrial,
and construction loans have all increased in the past three fiscal years, reflecting the Company’s '

lending diversification strategy.

As reflected in Exhibit I-11, no loan purchases, and only limited amounts of loan sales
have been completed since fiscal 2002, as the Bank is primarily a portfolio lendcr. Loan sales

ranged from a high of $33.9 million in fiscal 2002, to a low of $5.2 million in fiscal 2004.
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Asset Quality

The Company’s conservative lending practices have generally supported favorable credit
quality measures. Over the past five fiscal years, United Financial’s balance of non-perforfning
- assets ranged from a high of 0.58% of assets at year end 2000 to a low of 0.17% of assets at
December 31, 2002. As shown in Exhibit I-12, the Company’e balance of non-performing assets
at December 31, 2004 con51sted of $3.8 million of non-accruing loans equal to 0.49% of total
assets. The non-accrumg loan balance 1ncluded loans secured by residential real estate,

commercial real estate and commercial and industrial assets.

To track the Company’s asset quality and the adequacy of valuatioﬁ allowances, United
Financial has established detailed asset classification policies and procedures which are
consistent with regulatory guidelines. Detailed asset classifications are reviewed quarterly by
senior management and the Board of Directors. Pursuant to these procedures, when needed, the
Company establishes additional valuation allowances to cover anticipated losses in classified or |
non-classified assets, and to replace loan charge-offs. The required level of valuation allowances -

‘is based on historical loss experience, the types and amounts of loans in portfolio, adverse.
51tuat10ns that may affect borrower’s ability to repay, estlmated values of underlying collateral |
peer group information and prevailing economic conditions. As of December 31, 2004 the
Company maihtained_ valuation allowances of $5.8 million, equal to 1.00% of net loans

receivable and 151.96% of non-performing loans.

- Funding Composition and Strategy

_ Depesits have .consistently been the Company’s primary source of- funds, and at
December 31, 2004 deposits equaled 87.1% of United Financial’s interest-bearing funding
composition.' As of December 31, 2004, deposits totaled $613.7 million, which reflects 7.6%
“compounded annual growth since the end of fiscal 2000. Exhibit I-13 sets forth the Company’s
deposit composition for the past three years and Exhibit 1-14 provides the interest rate and
maturity composition of the CD portfolio at December 31, 2004. Lower costing savings and
transaction accounts totaling $360.5 million comprised apbroximately 59% of the Company’s
deposits at December 31, 2004 (see Exhibit I-13). The proportion of savings and transaction

accounts reflects an increase since fiscal 2000 as a result of an increased marketing emphasis on
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these account types, as these accounts are beneficial to the Bank in terms of lower cost liabilities
and interest rate risk characteristics. Growth of transaction and savings accounts since year end
2001 has been primarily realized in non-interest bearing demand accounts and regular savings

accounts.

The balance of the deposit base is comprised of CDs, the majority of which have
remaining maturities of one year or less. As of December 31, 2004, the CD portfolio totaled
$251.3 millioﬁ or 41.0% of tofal deposits, including $48.5 million of retirement account (IRA)
CDs. At total of $163.2 million, or 64.9% of the CDs were scheduled to mature in one year or
less. As of December 31, 2004, jumbo CDs (CD accounts with balances of $100,000 or more)
amounted to $75.2 million or 29.9% of totai CDs. The Company currentlyvdoes not maintain
any brokered CDs. ’

Borrowings serve as an alternative funding source for the .Company to facilitate
management of funding costs and interest rate risk. Borrowings held by the Company consist‘
_primarily of FHLB advances, including short-term and longer-term borrowings, with terms in
excess of five years. As of December 31, 2004, the Company maintained $86.7 million of FHLB

- advances, with a weighted average maturity of 3.7 years and a weighted average rate of 3.53%.
The Company also utilizes collateralized repurchase agreements as a funding source, and such
b‘orrowings totaled $4.3 million at December 31, 2004. Such bbrrowed fundé carried a weighted
average rate of 1.19%. Exhibit I-15 provides' further detail of United Financial’s borrowing

| activities during the past three fiscal years. To the extent borrowings are added by the Company
in future periods, FHLB advances would likely continue to be the primary source of borrowings

- utilized.

Subsidiaries and Other Activities

United Bank is the only subsidiary of United Financial. The only subsidiary of United
Bank is UCB Sécurities, Inc. UCB Securities, Inc. was established in 1998 as a Massachusetts
_ security corporation for the purpose of buying, selling and holding investment securities. The
- income earned on UCB Securities, Iric.’s investment securities is subject to a lower state tax rafe,
lowering the Bank’s overall effective tax rate. At December 31, 2004, UCB ASecurities, Inc. had

total assets of $48.2 million, essentially all of which were in investment securities.
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In 2002, United Bank, through an opei'ating division, United Financial Services Group,
formed an alliance with Baystate Financial Services, LLC and its registered broker-dealer, New
England Securities. This alliance offers United Bank customers a range of investment products
and financial planning services, including mutual funds, debt, equity and government securities,‘
insurance products, annﬁities, financial planning and estate planning. United Bank receives a

commission on sales of products to customers.

Legal Proceedings

United Financial is involved in routine legal proceedings occurring in the ordinary course
of business which, in the aggregate, are believed by management to be ‘immaterial to the

financial condition of the Company.
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II. MARKET AREA

Introduction

The Bank conducts operations in the southern portion of western Massachusetts through '
its headquarters office location in West Springfield, Massachusetts, and 10 branch offices, with
nine branches 1océ.ted in Hampden County and one branch in Hampshire County (see Exhibit II-
1 for details of the Bank’s office facilities). These two counties represent the Bank’s primary
market area, which is located in part of the “Pioneer Valley” region. The Bank’s remaining
~ business operations are conducted in swrounding areas and counties, including northcentral
Connecticut. Hampden County reported a population of approximately 460,000 as of the year
2.004,' representing an increase from 456,000 as of the 2000 census. - The market area is both
developed and rural in nature, with a number of population centers operating as economic and
demographic centers, pn'xharily in the Connecticut River valley. TheAmaj‘or cities and population
centers within the Bank’s market area include Springfield, West Springfield, Holyoke,
Northampton, Westfield and Chicopee:.

The Bank holds a moderate market share of deposits in Hampden County-(approximately
9.0%), and thus has some potential for additional growth as the market area deposit base
expands. As with the location of the population base, most of these deposits are located in the
* population centers of the area. United competes with a number of national, regional and locally-
based financial institutions, and had the fourth largesf market share of deposits in Hampden
County as of June 30, 2004. The pnmary larger financial institution competitors include
S_overeign Bank, BankNorth, NA, Westfield Bank, Peoples Bank, Westbank and Woronoco
Savings Bank, while the Bank also competes with a number of smaller community banks. In
addition, the Bank faces competition from credit unions, mortgage banking companiés, consumer
finance companies, in,vestme'nt‘ houses, mutual funds, insurance companies and other financial .
intermediaries. Ovef the past couple of years, the competitive factors have intensified with the

growth of electronic delivery systems (particularly the Internet).

Future growth 'opportunities for the Bank depend on future growth and stability of the

regional economy (in particular the areas surrounding the Bank’s office locations), demographic
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growth trends and the nature and intensity of the competitive environment. These factors have
been briefly examined in the following pages to help determine the growth potential that exists
for the Bank and the relative economic health of the Bank’s market area, and the relative impact

on value.

National Economic Factors

The future succéss of the Bank’s operations is partially dependent upon various national
and local economic trends. The economy in general showed signs of accelerating goihg into the
second quarter of 2004, even thbugh first quarter GDP growth increased at a slower than
expected 3.9% annual rate. Job growth in April exceeded expectations, as the economy created
288,000 new jobs and thevnational unemployment rate fell to 5.6% in April. - Some other
economic data for April was not as strong, as higher interest rates slowed new housing starts and
sales of new homes. Orders for durable goods also fell in April, while fears of higher interest
rates fueled a strong increase in home resales during April. Job growth remained strong in May,
bincludi’ng in the manufacturing sector. An additiona1'248,000 jobs were created in May, bringing
the three month total of jobs added to almost one million — the biggest three month increase since
2000. The May unemployment- rate remained at 5.6%, as more p‘eople entered the labor market
looking for work. Despite higher mortgage rates, sales of new and existing homes surged to
record highs in May. Consumer spending rose 1.0% in May, which was the largest increase
sihce October 2001. However, orders for durable goods posted an uﬁexpected decline in May, -
resulting in the first back-to-back month drops in durable goods orders since the end of 2002.
The economy showed additional signs of slowing at the end of the second quarter of 2004, as
higher energy prices reduced consumer spending. Retail sales, industrial pfoduction and housing
starts all fell in June. Job growth was also less than anticipated in June and the unemployment
rate remained uilchanged at 5.6% for the third straight month. The index of leading indicators
fell in June for the first time in over a year and second quarter GDP declined to a 3.0% annual

growth rate.

Surging oil prices continued to hamper the U.S. economy-at the beginning of the third
quarter, as employers added just 32,000 jobs in July. Despite modest job growth, the July

unemployment rate dropped to 5.5%. A decline in July new home sales and only a modest gain
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in July durable goods orders further suggested that the economy had hit a soft patch.
Employment data showed a strengthening jobs market for August, as the 5.4% unemployment
rate reported for August was its lowest level since October 2001. Comparatively, other
economic data for August generally showed the pace of economic activity continued to
decelerate, which included a decliné in retail sales and the third straight monthly drop in the
- index of leading indicators. ‘Howe‘vér, new home sales bounced back in August, rising 9.4%
from July. Third quarter GDP rose at a slower than expected 3.7% annual rate, while lower
interest rates supported a 3.5% increase in new home sales for September. Job growth was less

than anticipated in September, although the unemployment rate remained unchanged at 5.4%.

High oil prices remained as a damper on the économy at the beginm'ﬁg of the fourth
quarter, as U.S. manufacturing activity fell fo a thirteen month low in October 2004. Consumer
confidence also fell in October reflecting concerns over sluggish job growth. However, job
growth was strong in October as 337,000 jobs were added, although the national unemployment
rate for October ticked up to 5.5% as more people started to look for jobs. Helped by the strong
job growth and lower oil prices, consumer confidence rose in November. Notwithstanding the
‘employment gains, the leading economic indicators fell for a fifth straight month in October.
Low mortgage rates continued to support strong home sales for October. U.S.‘ job growth for
" November slowed sharply, although the U.S. unemployment rate for November declined to

5.4%. Economic data at the close of the year generally reflected signs of an improving economy,
' Whjch included a jump in durable-goods orders in November, the largest increase in December
-rétail sales in five year, December consumer confidence increasing to its best level since the
Summer and solid job growth in December with the December national unemployment holding
steady at 5.4%. Housing starts werz also up strongly in December and the leading ecoﬁomjc
indicators rose in December for the second straight month. However, fourth quarter GDP gréw’th

- was slower than expected, increasing at a 3.1% annual rate for the quarter.

Economic data for the beginning of the first quarter of 2005 was mixed. The
manufacuning sector continued to expand in January 2005 and retail sales continued-to
| contribute to the economy in January. While the January 2005 unempldyment rate declined to
- 5.2%, its lowest rate since 2001, it was mostly attributable to a decline in the number of people

looking for jobs as job growth fell below expectations in January. After gaining 0.3% in
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December, the Index of Leading Economic Indicators slipped 0.3% in January. Data for
February 2005 was not available as of the date of this appraisal.

In terms of interest rate trends over the past year, an upward trend in interest rates was in =~

effect at the beginning of the second quarter of 2004, as strong economic data increased
_expectatioris that the Federal Reserve would increase interest rates. Bond yields were also
pushed higher by signs of inflation coming back into the economy, as the consumer price index
for March rose 0.5%. March economic data that showed a strengthening economy pressured
bond yields higher through the end of April. Robust job growth in April, combined with rising
oil prices, sharpened the sell-off in long-term Treasuries during the first half of May, reﬂecting‘
ihcreased expectations that the Federal Reserve would raise interest rates soon. Treasury yields
- eased lower during m_id-May, as investors shifted money to the relative safety of bonds in
reaction to India’s election results and the assassination of the head of the Iragi Governing
Council. Strong job growth reflected in the May employment data and growing inflation |
concerns reversed the downward trend in bond yields during the first half of June, with the yield

on the 10-year U.S. Treasury note hitting a two year high in mid-June. Bond yields stabilized '

ahead of the Federal Reserve meetihg at the end of June, as only a moderate increase in core
consumer prices duﬁng May served to subdue concerns of a sharp rise in inflation. The Federal
ReserVefs decision to raise its short-term rate from 1.00% to 1.25% provided a boost to bond
prices at the close of the second quarter, as the Federal Reserve indicated that it would _éontinue :

to raise the Federal Funds rate a quari;‘er-pointv at a time.

Signs of slower economic growth and a smaller than expected increase in June consumer
prices served to stabilize interest rates through most of July 2004. Bond yields declined during
the first half of August, as higher oil prices slowed the pace of economic expansion. The Federal
Reserve raised short-term rates a cuarter-point to 1.50% in August and signaled that more
increases were in store for 2004, based on expectations that the slowdown in the economy would
only be temporary. Interest rates stabilized from mid-August through mid—Septembef, while
higher oil priées and only a modest increase in August consumer prices contributed to a rally in
bond prices in mid-September. The bond market reacted favorably to the Federal Reserve’s -
decision to raise the target rate to 1.75% at its September meeting, with the yield on the ten-year

U.S. Treasury note edging below 4.0% in late-September. Treasury prices declined slightly at
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the close of the third quarter, which was largely attributed to profit taking and stronger than
expected GDP growth reported for the second quarter

Weaker than expected employment data for September and hlgher oil prices pushed bond
ylelds lower at the start of the fourth quarter, with the yield on the ten-year U.S. Treasury note
edging back below 4.0% in late-October. Treasury yields increased during early-November, on
news of stronger than expected job growth for October and a decline in oil prices to e three week
low. The Federal Reserve raised the Federal Funds rate a quarter-point to 2.00% as expected at
its November meeting, which combined with mixed economic data served to stabilize long term
bond yields in mid-November. Lower oil prices and concern about the weak dollar pushed
bonds prices lower in late-November. In early-December, bonds rallied on the weaker than
expected employment data for November. The positive trend in U.S. Treasuries conﬁnued
through mid-December, as the Federal Reserve raised its key interest rate target by a quarter
point to 2.25% and indicafed that it would continue to raise interest rates at a measured pace
based on expectations of moderate ¢conomic growth and well contained inflation. Treasury
yields moved higher at the close of 2004 on news of a surge in consumer confidence during

December.

U.S. Treasury yields increased sharply at beginning of 2005 on signs that economic
growth was picking up momentum and indications from the Federal Reserve that it was ﬁkely to
keep raising rates because of wariness about inflation. Despite the generally favorable economic
data, Treasury yields eaéed lower during mid- and late-January as investors dumped stocks in
favor of bonds. The Federal Reserve raised its target interest by another quarter point in early-
February and signaled no change in its plan for more increases. The as expected rate increase
and January employment data showing lower than expected job growth sparked a rally in long-
term Treasury bonds, with the yield on the ten-year Treasury falling below 4% in early-February.
Bond yields moved higher in mid-February on inflation concerns and indications of higher
interest rates from the Federal Reserve. As of March 4, 2005, the bond equivalent yields for U.S. '
Treasury bonds vsrith terms of one and ten years equaled 3.23% and 4.38%, respectively, versus

comparable yields of 1.20% and 3.86% at December 31, 2003.

Based on the consensus outlook of 56 economists surveyed by The Wall Street Journal,

the U.S. economy for 2005 will see GDP growth of about 3.6%, subdued inflation and only
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slight rises in interest rates. The consensus calls for the Fedefal Reserve’s short-term target
interest rate to rise to 3% by June and to 3.5% by December. The economists expected the yield
on 10-year U.S. Treasury notes to rise to more than 5% by year end 2005. Exhibit II-2 provides
historical interest rate trends from 1995 through March 4, 2005.

Market Area Demographics

Table 2.1 presents information regarding the demographic and economic trends for the
- Bank’s market area counties from 2000 to 2004 and projected through 2009, with additional data
| provided in Exhibit II-3. Data for the nation and the Commonwealth of Massachusetts is
included for comparative purposes. The Bank’s market area contained a total population of |
approximately 614,000 as of 2004. The population base 'of Hampdch County is relatively |
concentrated in the center section of the county, primarily in the cities of Springfield, West
Springfield, Holyoke and Chicopee. Hampden County repdrted a rélatively stable population
base in recent years, with annual population growth from 2000 to 2004 at a rate of 0.2%, a rate
lower than the state and national averages. Hampshire County, containing a smaller population
base of approximately 150,000, is al:;d a relatively slow growth market. These trends for bbth

counties are projected to continue over the next five years through 2009.

These population trends represent a moderately positive trend for Bank as the market area
has certain areas of strong growth and certain areas of weaker growth. The overall population

| base provides a source of busif;ess for financial institutions. As shown in Table 2.1, the number

and growth of households performed somewhat better over the same time period, although this

reflects a national trend towards a lower average household size and an increase in the nunibér of

households overall. In addition, the population and household growth trends described above are

forecasted to remain relatively constant over the next five years, indicatihg that the Bank’s

business prospects are expected to rernain stable in the foreseeable future.

Table 2.1 also details the age distribution of the residents of the Bank’s market area
county and reveals that overall, Hampden County has a similar age distribution characteristics as
~ the state and nation. Hampshire County contains a higher proportion of residents aged 15-34
years, due to the presence of a number of universities in the county, including thé Univefsity of

Massachusetts. Examination of another characteristic of the Bank’s market area, median




Population(000)
United States

Massachusetts
Hampden County
Hampshire County

Households(000)
United States
Massachusetts
Hampden County
Hampshire County

Median Household Income($)

Table 2.1

United States
Massachusetts
Hampden County
Hampshire County

Per Capita Income($)
United States
Massachusetts
‘Hampden County
Hampshire County

2002 Age Distribution(%)
United States '
Massachusetts

Hampden County
Hampshire County

2002 HH income Dist.(%)
United States

- Massachusetts
Hampden County
Hampshire County

United Bank
Summary Demographic/Economic Information
Growth Growth
Year Rate Rate
2000 2004 2009 2000-04 2004-2009
(%) (%)
281,422 292,937 307,116 1.0% 0.9%
6,349 6,447 6,545 0.4% 0.3%
456 460 463 0.2% 0.1%
152 154 156 0.3% 0.3%
105,480 109,949 115,474 1.0% 1.0%
2,444 2,495 2,551 0.5% 0.4%
175 178 181 0.4% 0.3%
56 58 60 0.8% 0.7%
$42,729  $46,475  $51,597 2.1% 21%
50,707 57,033 64,912 3.0% 2.6%
39,914 42,946 - 47,418 1.8% 2.0%
46,290 51,048 57,388 - 2.5% 2.4%
$21,587 $24,092 $27,309 2.8% - 2.5%
25,952 29,837 34,701 3.5% 3.1%
19,541 - 21,661 24,471 2.6% 2.5%
21,685 24,655 28,633 " 3.3% 3.0%
0-14 Yrs. 15-34 Yrs. 35-54V¥Yrs. ~ 55+ Yrs.
21.0% 28.0% - 29.0% 22.0%
19.0% 27.0% 31.0% 1 23.0%
20.0% 27.0% 29.0% 24.0%
14.0% 35.0% 30.0% 21.0%
Less Than  $25,000 to
$25.000 50,000 $50,000+
26.0% 28.0% 46.0%
22.0% 22.0% 56.0%
30.0% 27.0% 43.0%
23.0% 26.0% 51.0%

Source: SNL Financial, LC.
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-household income and per capita income, revealed that both market area counties reported
income levels lower thén state averages, with Hampden County’s income levelé lower than both
the staté and nation. The lower average incomes reflect the impact on the statewide average of
the Boston metropolitan area, where income levels can be expected to be higher. The relatively
lower income levels indicate the potential for increased levels of financial institution deposits,

deposit growth and overall need for financial institution services.

. Local Economy

The Pioneer Vélley area economy was historically: based on agriculture and
manufacturing but, similar to many zreas of the U.S., has been transferred into a more services
oriented eccnomy in the last several decades with employment in most large economic sectoré.
However, mahufdcturing maintains a2 material presence in the area; The Connecticut River,
which bisects the region to the north and south, is the physical feature that provided energy for
the mill towns of Holyoke and Chicopee, and the productive farmland for the earliest settlers
who practiced agriculture. Hampdcn and Hampshire Counties are linked economically to
northcentrai Connecticut, which also shares the Connecticut River valley, Interstate 91 and
Bradley International Airport. Daily commuting patterns ‘of residents include travel between -

Massachusetts and Connecticut, including into Hartford, the state capital of Connecticut.

The Bank’s market area includes employment in health care, insurance, higher education
and manufacturing, and as shown in Table 2.2 below, the largest employers are diversified into‘
several economic areas. - As shown in Table 2.3, the Bank’s market area reported the largest
proportion of employment in health care, government, trade and manufacturing, indicative of a
relatively diversified employment base. Hampden County reported a higher level of
manufacturing employment, while Hampshire County reported a higher level of education
employment. Overall, however, the employment base of the Bank’s market area was quite
similar to the western statewide averages. The presence of a higher level of manufacturing
employment generally is an unfavorable characteristic, as the manufacﬁning sector of the
economy has been declining for a number of decades. See Exhibit II-4 for additional data and

details.
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_. Table 2.2 .
Market Area Employers
Company - : Industry Employees
Baystate Health System ' Health Care 9,300
University of Massachusetts Education 4,700
U.S. Postal Service Government 4,300
MassMutual Financial Group Insurance ' 4,000
Big Y Supermarkets ' Groceries 3,700
Yankee Candle ' " Consumer Products 3,000
Sisters of Providence Health System  Health Care ‘ 2,800
Cooley Dickenson Hospital Health Carea - 1,700
Hasbro Games/Milton Bradley Manufacturing 1,600
" Verizon . Communications 1,400

Source: Business West, Berkshire Chamber of Commerce.

Table 2.3
Primary Market Area Employment Sectors
(Percent of Labor Force)

. Employ. Sectors Western MA Hampden Cty. Hampshire Cty. .
' Health Care/Social Assist. 15.3% 16.6% 11.9%
Government 16.9 16.5 ' 22.8
Trade . 157 15.7 - 16.6
Manufacturing 12.2 12.6 : 7.1
-Arts/Entertainment/Food 9.9 8.6 - 104
Finance/Insur./Real Estate 5.1 - 6.2 3.2
Educational Services 42 2.0 9.9
Prof./Scientific/Mgmt. 4.1 43 3.7
Construction 3.7 3.6 34
Other - oBa 14.0 112
100.0% 100.0% 100.0%

Source: REIS DataSource.

As shown in Table 2.4, sﬁnilar to national trends, ﬁnemployment in Massachusetts and

the two market area counties has decreased in the last twelve months. While Massachusetts had

. an unemployment rate below the national average, Hampden County’s rate was above the state

average and in line with the national average, an unfavorable sign as it reflects a certain lack of

. employment opportunities for residents of the area. Hampshire County reported the lowest

comparative unemployment rate.
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Market Area Unemployment Trends
Dec. 2003 : Dec. 2004
Region Unemployment Unemployment
United States 5.4% : o 51%
Massachusetts 5.4% 4.1%
- Hampden County 6.5% 5.0%
Hampshire County 3.8% 3.0%

Source: U.S. Bureau of Labor Statistics.

Compétition

Due to the overall size of the Hampden County market in which the Bank operates,
United holds a moderate market share of deposits of 9.0% (see Table 2.5). With the current

market share, - additional deposit growth in the market area may be somewhat achievable,

although United competes with a number of regional and super-regional competitors, along with - .

a number of locally-based financial institutions. New competitors have also recently entered the
market, with a Webster Financial branch schedule to open in 2005 across the street from the

main office in West Springfield.

- Table 2.5 displays deposit trends for thrifts and commercial banks in Hampden and
Hampshire Counties. Since 2000, deposit growth in-Massachusetts has been positive for both
commercial banks and savings institutions, with savings institutions increasing deposits at a rate

slightly faster than commiercial banks. Commercial banks continue to maintain the majority of

* deposit funds in the state of Massachusetts, approximately 63% of all deposits as of the most

recent date.

Within Hampden County, the location of ten of the Bank’s offices, United recorded an
annualized increase in deposits of 9.1% over the four-year period, while Hampden County
recorded a lower deposit growth rate of 4.6%. The Bank was thus able to increase its market
share of deposits from 7.6% at June 30, 2000. Commercial banks and savings institutions have |

approximately equal market share of depdsits in Hampden County. In Hampshire County, the

‘Bank has a minimal market share of 0.8% of deposits from its single office location. While

recent growth of the Bank’s office has been much higher than the county as a whole, United




o ' : Table 25
) United Bank

Deposit Summary

As of June 30, ‘
2000 . 2004 Deposit
Market # of Market # of Growth Rate
Deposits Share Branches Deposits Share Branches 2000-2004
(Dollars in Thousands) _ ' (%)
State of Massachusetts $133,949,000 100.0% 1,972 $172,722,000' 100.0% 2,115 6.6%
Commercial Banks $85,554,000 63.9% 951 $108,180,000 626% 1,008 6.0%
Savings Institutions © $48,395,000 36.1% 1,021 $64,542,000 37.4% 1,107 7.5%
Hampden County $5,423,671 100.0% 125 $6,500,429 100.0% 141 . 46%
. Commercial Banks ‘ $2,614,680  48.2% 67 $3,221,034  496% 81 5.4%
Savings Institutions $2,808,991 51.8% 58 $3,279,385  50.4% - 60 3.9%
United Bank $412,149 7.6% 9 $583,963 9.0% 10 9.1%
‘Hampshire County $1,869,183  34.5% 47  $2,546,035  100.0% - 56 8.0%
Cor_nmércial Banks $603,584 11.1% 20 $727,678 28.6% 22 4.8%
Savings Institutions ' $1,265,599 23.3% 27 - $1,818,357 71.4% 34 95%
‘Qnited Bank $11,369 0.6% 1 $20,160 0.8% 1 15.4%
ource: FDIC
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remains a small part of the Hampshire County deposit base. The overall large size of the deposit
base in both counties does provide the opportunity for local community based financial .

institutions, such as United, to compete effectively.

Summary

The overall condition of the primary market area can be characterized as stable, with
moderate growth potential based on regional population and economic projections. The overall
total population base within the Bank’s market _‘area counties does provide the potential for
additional banking customers, particularly in light of the current market share of deposits held by
the Bank and the dollar amount of ‘deposits held in banking institutions in the m'érket aiea.
Going forward, in view of the local demographic and economic trends and the numbers and
types of competitors in the market area, the competition for deposits is expected to remain
substantial, which will result in United having to pay competitive deposit rates, provide high
quality service and consider providing electronic banking capabilities to increase local market

share. In addition, the Bank also will have to engage in sufficient levels of marketing activities.
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III. PEER GROUP ANALYSIS

‘This chapter presents an analysis of United Financial operations versus a group of
comparable companies (the "Peer Group") selected from the universe of all publicly-tréded
savings institutions. The primary basis of the pro forma market valuation of United Financial is
provided by these pubiic companies. Factors affecting the Company’s pro forma market value
such as financial condition, ‘credit risk, interést rate risk, and recent operating results can be
readily assessed in relation to the Peer Group. Current market pricing of the Peer Group, subject
to appropriate adjustments to account for differences between United Financial and the Peer
Group, will then be used as a basis for the valuation of the United Financial to-be-issued

common stock.

Peer Group Selection

The mutual holding company form of ownership has been in existence in its present form
-since 1991. As of the date of this appraisal, there were appfoximately 27 publicly-traded
. institutions (those traded on the NYSE, AMEX, or NASDAQ), operating as subsidiaries of
MHCs. We believe there are a number of characteristics of MHC shares that make them
different from the shares of fully-converted companies. These factors include: (1) lower.
aftermarket liquidity in the MHC shares since less than 50% of the shares are available for
trading; (2) guaranteéd minority ownership interest, with no opportunity of exerciéing voting
control of the institution in the MHC form of organization; (3) the potential impact of "second-
step” conversions on the pricing of public MHC institutions; (4) the regulatory policies regarding
the dividend waiver by MHC institutions; and (5) most MHCs have formed‘mid;tier ‘holding
companies, facilitating the ability for stock repurchases, thus irnproving the liquidity of the stock
on an interim basis. We beliéve that each of thebse factors has an impact on the pricing of the
bshares of MHC institutions, and that such factors are not reflected in the pricing of fully-

converted public compam'és.

Given the unique characteristics of the MHC form of ownership, RP Financial concluded
that the appropriate Peer Group for the United Financial valuation should be comprised of

subsidiary institutions of mutual holding companies. The selection of publicly-traded mutual
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holding companies for the Company’s Peer Group is consistent with the regulatory guidelines
and other iecently completed MHC transactions. Further, the Peer Grbup should be comprised
of only those MHC institutions whose common stock is either listed on a national exchange or is
NASDAQ listed, since the market for companies trading in this fashion is regular and reported.
We believe non-listed MHC institutions are inappropriate for the Peer Group, sini_:e the trading
actiizity for thinly-traded stocks is typically highly irregular in terms of frequency and price and .
may not be a reliable indicator of market value. We have excluded from the Peer Group those
public MHC institutions that are currently pursuing a second-step conversion and/or companies
whose market prices appear to be distorted by speéulative factors or unusual operating
conditions. MHCs which have recenily completed a minority stock offering have been excluded
as weli, due to the lack of a séasoned trading history and insufficient quarterly financial data that
includes the impact of the offering proceeds. | The universe of all publicly-traded thrift
institutions is included as Exhibit TII-1.

Basis of Comparison

This appraisal includes two sets of financial data and ratios for the Peer Group
institutions. The first set of financial data reflects the actual book value, earnings, assets and
operating results reported by the Peer Group institutions in its public filings inclusive of the
minority ownership interest outstandiing'tci the public. The second set of financial data, discussed
at length in the following chapter, places the Peer Group institutions on equal footing by
restating their financial data and pricing ratios on a "fully-converted" basis through assuming the
sale of the majority shares held by the MHCs in public offerings based on their current trading
prices and standard assumptions for a thrift conversion offering. Throughout the appraisal, the |
adjusted ﬂgures will be specifically identified as being on a “fully-converted” basis. Unless so
noted, the figures referred to in the appraisal will be actual financial déta reported by the Peer

Group institutions.

Both sets of financial data have their specific use and applicability to the appraisal. The
actual financial data, as reported by the Peer Group companies and reflective of the minority
interest outstanding, will be used in Chapter III to make financial comparisons between the Peer

Group and the Company. The differences between the Peer Group's reported financial data and |
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the financial data of United Financial are not significant enoﬁgh to distort the conclusions of the -
comparison (in fact, such differences are greatef in a standardv conversion appraisal). The
adjusted financial data (fully-converted basis) will be more fully described and quantified in the
» pricing analysis discussed in Chapter IV. The fully-converted pricing.ratios are considered
critical to the valuation analysis in Chapter IV, because they place each Peer Group institution on
a fully-converted basis (making their pricing ratios comparable to the pro forma valuation
conclusion reached herein), eliminate distortion in pricing ratios between Peer Group institutions
_that have ‘sold different percentage ownership interests to the public, and reflect bthe implied
pricing ‘fatios being placed on the Peer Group institutiohs.in th‘e‘market today to reflect the

unique trading characteristics of publicly-traded MHC institutions.

United Financial Peer Group

Under ideal circumstances, the Peer Group would be comprised of ten publicly-traded
Massachusetts-based MHC institutions with capital, earnings, credit quality and intefest rate risk
comparable to United Financial. However, given the limited number of publicly-traded
institutions in the MHC form of ownership, the selection criteria was necess‘arily broad-based
and not confined to a particular geographic market area. In light of the asset size of the
Company, the selection criteria used for the Peer Group was the ten smallest publicly-traded
MHCs in terms of asset size that have been in publicly traded form for at least a year. The asset
sizes of the Peer Group companies ranged from $110 million to $1.1 billion. The universe of all
publicly-traded MHC institutions, exclusive of institutions that have announced second-step
.conversions, is included ‘as Exhibit III-2 and Exhibit III-3 prdvides summary demographic and
- deposit market share data for the primary market areas served by each of the Peer Group

‘companies.

Unlike thé universe of fully-converted publicly-traded thrifts, which includes
approximately 147 companies, the universe of puBlic MHC institutions is small, thereby
reducing the prospects of a highly comparable Peer Group. Nonetheless, because the trading
characteristics of public MHC institution shares are significantly differeﬂt from those of fully-
converted companies, public MHC institutions were the most appropriate group to consider as

Peer Group candidates for this valuation. Relying solely on full stock public companies for the
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Peer Group would not capture the difference in current market pricing for‘,p’ublic MHC
_ institutions and thus could lead to distorted valuation conclusions. The federal regulatory
agencies have previously concurred with fhis selection procedure of the Peer Group for MHC
valuations. To account for differences between United Financial and the MHC Peer Group in
reaching a valuation cdnclﬁsion; it will be necessary to make certain valuation adjustments. The
following discussion addreéses financial similarities and differences between United Financial

and the Peer Group.

Table 3.1 on the following page lists key general characteristics of the Peer Group
companies. Although there are differences among several of the Peer Group members, by and
large they are well-capitalized and profitable institutions and their decision to reorganize in
MHC form suggests a commonalify of operating philosophy. Importantly, the trading prices of
the Peer Gfoup companies reflect the unique operating and other charaCteﬁStics of public MHC
insfitutions. While the Peer Group is not exactly comparable to United Financial, we believe
such companies form a good basis for the valuation of United Financial, subject to certain

valuation adjustments.

In aggregate, the Peer Group compa.ni.es maintain a higher level of capitalization relative _
to the universe of all public thrifts (13.93% of assets versus 11.00% for the all public average),
- generate lower eamings on a return on average assets basis (0.64% ROAA versus 0.76% for the
all public avcfage), and generate a lower return on equity (5.11% ROE versus 8.02% for the all
public average). The summary table below underscores the key differences, partiéularly in the
~ average pricing ratios between full stock and MHC institutions, both as reported and on a fully-

converted basis.
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Fully
Peer Group . Converted
All "~ Reported Basis
Publicly-Traded Basis (Pro Forma)
Financial Characteristics (Averages) ’ N
Assets (§Mil). ' $2,565 o $473 $567
Equity/Assets (%) : 11.00% 13.93% 24.89%
Return on Assets (%) ‘ - 076 0.64 0.69
Return on Equity (%) 8.02 5.11 2.95
Pricing Ratios (Averages)(1) -
Price/Earnings (x) _ - 19.50x 32.85x 28.63x -
Price/Book (%) ' 161.41% 206.89% 96.21%
Price/Assets (%) 17.51 12826 23.70

(1)  Based on market prices as of March 4, 2005.

The following sections present a comparison of the Company’s financial condition,
income and expense trends, loan composition, interest rate risk and credit risk versus the figures

reported by the Peer Group. The conclusions drawn from the comparative analysis are then

- factored into the valuation analysis discussed in the final chapter.

Financial Condition

Table 3.2 shows comparative balance sheet measures for United Financial and the Peer
Group. The United Financial and Peer Group ratios reflect balances as of December 31, 2004,

unless otherwise indicated for the Peer Group companies. The United Financial net worth base

" of 8.1% was below the Peer Group's average net worth ratio of 13.9%. HoWever, the Company’s

pro fofma capital position will ‘increase with the addition of stock proceeds and will be

comparable to or somewhat above the Peer Group’s ratio following the stock offering; Tangible

" equity-to-assets ratios for the Company and the Peer Group equaled 8.1% and 13.3%,

respectively, as goodwill and intangibles maintained by the Company and the Peer Group
equaled 0.0% and 0.6% of assets, respectively. The increase in thé United Financial pro forma
capital position will be favorable from a risk perspective and in terms of future eafnings potenﬁal ‘
that could be realized throﬁgh leverage and lower fuhding costs. At the same time, the
Company’s higher pro forma capitalization will also result ina relatively lower return on equity.

Both the Company’s and the Peer Group's capital ratios reflected capital surpluses with respect
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to the regulatory capital requiremernts, with the Peer Grohp’s ratios currently exceeding the
Company’s ratios. On a pro forma basis, the differences between the Company’s and the Peer

“Group’s regulatory capital ratios will be less significant.

The interest-earning asset compositions for the Company and the Peer Group ‘were
somewhat similar, with loans constituting the bulk of interest-earning assets for both United
‘ Financial' and the Peer Group. The Company’s loans-to-assets ratio of 73.7% was higher than
the comparable Peer Group ratio of 54.7%. Comparétively, the Company’s cash and
investments-to-assets ratio of 23.8% was lower than the comparable ratio for the Peer Group of
40.1%, as the Company reported lower ratios of mortgage-backed and other investment
securities and cash and cash equi\?alents. Overallv, the Company’s interest-earning assets

amounted to 97.5% of assets, which exceéded the comparable Peer Group ratio of 94.8%.

The Company"s funding liabilities reflected a funding strategy similar to the Peer Group'é
funding composition. The Company’s deposits equaled 79.5% of assets, which was above the
comparable Peer Group ratio of 69.8%. Comparatively, borrowings accounted for a higher
pbrtion of the Peer Group’s interest-bearing funding composition, as indicated by borrowings-to-
assets ratios of 11.8% and 14.1% for United Financial and the Peer Group, respectively. Total
interest-bearing liabilities maintained by the Company and the Peer Group, as a percent of assets,
equaled 91.3% and 83.9%, fespectiv<31y. Following the increase in capital provided by the net
~ proceeds of the stock offering, the Company’s ratio of interest-bearing liabilitieé as a percent of

assets will be more comparable to the Peer Group’s ratio.

A key measuré of balance sheet strength for a thrift institution is its IEA/IBL ratio, |
Presently, the Peer Group maintains a more favorable IEA/IBL ratio than the Company, based on
IEA/IBL ratios of 113.0% and 106‘.8% for the Peer Group and the Company, respectively. The
additional capital realized from stock proceeds should serve to provide United Financial with an :
IEA/IBL ratio that is more comparable to the Peer Group’s ratio, as the increase in capital
provided by the infusion of stock proceeds will serve to lower the level of interest-bearing

liabilities funding assets and will be primarily deployed into interest-earning assets.

The grthh rate section of Table 3.2 shows annual growth rates for key balance sheet
items. The United Financial growth rates are based on growth for the year ended December 3 1,
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2004, while the Peer Group's growth rates are based on annual growth fer the twelve months
ended D_ecember.3 1, 2004 or the most recent peﬁod available. United Financial recorded a 4.7%
ihcrease in assets, versus asset growth for the Peer Group of 5.6%. Asset growth experienced by
 the Company was the result of a 16.6% decline in cash and investments and a 14.5% increase in
loans. The Peer Group’s asset 'growth was largely realized through a 7.3% increase in loans,
which was supplemented with a 0.6% increase in cash and investments. Following the stock
offering, the Company’s growth capacity will be more cemparable to the Peer Group’s, as the
result of the increase in leverage capacify that will be provided byv the infusion of the ﬁet stock

proceeds.

The Company’s asset growth was funded with a 3.2% increase in deposits and a12.3%
/increase in borrowings. Comparatively, deposit growth of 2.6% and a 12.6% increase in
borrowings funded the Peer Group’s asset growth. Capital growth rates poéted by the Company
and the Peer Group equaled 5.1% and 3.3%, respectively. The Company’s higher capital growth
rate was achieved through earning a higher return on assets on a relatively lower capital base,
while there were other factors that negatively impacted the Peer Group’s capital growth relative
to the Company’s capital growth such as dividend payments, stock repurchases and the higher
level of capital maintained by the Peer Group. The increase in capital realized from stock
‘proceeds, as well as possible dividend payments and stock repurchases, will initially depress the

- Company’s capital growth rate following the stock offering.

Income and Expense Components

, Table 3.3 displays comparable statements of operetions for the Company and the Peer
Group, based on eamings for the twelve months ended December 31, 2004, unless otherwise
indicated for the Peer Group companies. United Financial and the Peer Group reported net
income to average assets ratios of 0.73% and 0.64%, respectively. A higher level of net interest
income and lower operating expenses, offset by somewhat lower non-interest income and higher.
loss provisions accounted for the Company’s higher return. The Company also maintained an

earnings disadvantage with respect to its tax position.for the twelve month period.

The Company’s stronger net interest income ratio was realized through maintenance of a

higher interest income ratio and a lower interest expense ratio. The higher interest income ratio
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was realized through earning a higher yield on interest-earning assets (5.02% versus 4.96% for
the Peer Group), which was supported by the Company’s interest-earning asset composition that
reflected a higher‘coﬁcentration of loans than maintained by the Peer Group and the Company’s
loan portfolio composition that reflected a greater degree of diversification into higher yielding
' typés of loans than maintained by the Peer Group. Interest expense ratios for the Company and
the Peer Group equaled 1.60% and 1.59% of average assets, respectively. The Company’s lower
interest expense ratio was supported ':by a lower cost of funds (1.95% versus 2.03% for the Peer
Group), reflecting the Company’s lower utilizatibn of borrowings and lower deposit ﬁmdiﬁg
costs, offset in part by a higher level of interest-bearing liabilities funding assets. Overall,
United Financial and the Peer Group reported net interest income to average assets ratios of

3.25% and 3.02%, respectively.

In another area of core earnirgs, the Peer Group maintained a higher level of operating
expenses than the Company. For the period covered in Table 3.3, the Cornpany and the Peer
Group reported operating expense to average assets ratios of 2.45% and 2.69%, respectively.
The Company’s lower operating expense ratio was also evident in the lower numbér of
employees maintained by United Financial in comparison to the Peer Group relativevto their
respective asset sizes. Assets per full time equivalent employee equaled $4.9 million for the
Company and $3.7 million for the Peer Group. On a post-offering basis, the _Company’s
operating expenses can be expected to increase with the addition of stock beneﬁt'plan.s and
certain expenses that result from being a publicly-traded company, with such expenses already
impacting the Peér Group's operating expenses. At the same time, the Company’s capacity to -
l‘everage operating expenses will be comparable to or greater than the Peer Group’s leverage

capacity following the increase in capital realized from the infusion of net stock proceeds.

When viewed together, net interest income and operating expenses provide considerable
insight into a thriﬁ's earnings strength, since those sources of income and expenses are typically
the most prominent components of earnings and are generally more predictable than losses and
gains realized from the sale of assets or other non-recurring activities. In this regard, as
measured by their expense coverage ratios (net interest income divided by operating expenses),.
the Company’s earnings were stronger than the Peer Group’s. Expense coverage ratios posted

by United Financial and the Peer Group equaled 1.33x and 1.12x, respectively. An expense
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coverage ratio of greater than 1.0x indicates that an institution is able to sustain pre-tax

profitability without having to rely on non-interest sources of income.

Sources of non-interest operating income provided a higher relative contribution to the
Peer Group’s earnings, with such income amounting to 0.63% and 0.74% of the Company’s and
the Peer Group’s average assets, respectively. Taking non-interest operating income into
- account in comparing the Company’s and the Peer Group's earnings, the United Financial
efficiency ratio (operating expenses, net of amortization of intangibles, as a percent of the sum of
non-interest operatiﬁg income and net interesf_incomc) of 63.1% was more favorable than the
Peer Group's efficiency ratio of 71.5%. . The Company’s more favorable efficiency ratio was
realized through earning a higher level of net interest incomp and a lower operating expense

ratio, which more than offset the Company’s lower non-interest income ratio.

- Loan loss provisions had a larger impact on the Company’s earnings, with loss provisions
 established by United Financial and the Peer Gfoup equaling 0.13% and 0.10% of avéragc assets,
respectively. The higher level of loss provisions established by United Financial was consistent
with its greater degree of diversification into higher risk types of lending (see Téble 3.4), as well

as the Company’s higher ratio of total loans-to-assets.

Net gaihs realized from the sale of assé’_ts and net other non-recurring income or expensé
_items were a contributor to the Peer Group's earnings, with such gains amounting to 0.03% of
average assets, while United Financial recorded a net loss on non-fecurring items of 0.08% of
average asset, primarily} due to the write-off of charter com}ersion related expenses. Given the
- generally non;re'cun'ing nature of gains and losses resulting from the sale of loans, inveétments
and other assets, th‘e net gains reflected in the Company’s and the Péer Group's earnings will be
discounted in evaluating the relative strengths and weaknessés of their respective éarnings.

Extraordinary items were not a factor in either the Company’s or the Peer Group's earnings.

Taxes had a larger impact on the Company’s earnings, as the Company recorded an
effective tax rate of 40.90% for the twelve month period. Comp.arativelvy, the Peer Group had an
effective tax rate of 25.20%. |
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Loan Composition

Table 3.4 presents data related to the Company’s and the Peer Group’s loan portfolio
compositions and investment in mo‘rtgage‘-bzltcked securities. The Company’s loan portfolio
composition reflected a higher concentration of 1-4 family permanent mdrtgage loans and
mortgage-backed securities than mairitained by the Peer Group (56.0% versus 50.6% for the Peer
Group). The Compahy’s higher ratio was‘attributable to maintaining a higher concentration of 1-
4 family loans relative to the ‘comparable Peer Group ratio. Loans serviced for others
represented a similar off-balance sheet item for both, equaling 8.6% of the Peer Group’s aséets,
while the Company maintained loans serviced for others equal to 7 .1% of assets. Both the Peer
Group and the United Financial balances of loans serviced for others translated into modest

balances of servicing inta.ngiblés.

Diversification into higher risk types of lending was more significant for the Company on
average. Commercial real estate/m‘ulti-family loans represented‘ the most significant area of |
lending diversification for United Financial (16.9% of assets), followed by commercial and
industrial loans (7.3% of assets) and constructic;n/land loans (4.8% of assets). The Peer .Group’s
lending diversification also consisted primarily of cor_mriercial real estate/multi-family loans and
commercial and industrial loans,lwi.th those poftfolios ‘equaling 9.7% and 4.0% of assets,
respectively, along with construction/land loans (1.7% of assets). Consumer loans accounted for
the only lending area where the Peer Group maintained a greater degree of lending
diversification than the Peer Group (3.5% of assets versus 2.5% of asset for the Peer Group).
The Cémpany’s more significant diversification into higher risk types of loans and higher
concentration of assets maintained in loans compared to lower risk-weighted investments
translated into a higher risk-weighted assets-to-assets ratio of 69.4%, as compared to the Peer

Group’s ratio of 54.0%.

_ Credit Risk

Overall, the credit risk associated with the Company’s loan portfolio was considered to
be similar to the Peer Group’s, as the Company’s somewhat more favorable credit quality
measures for non-performing loans was offset by the Company’s more significant diversification

into higher risk types of lending. As shown in Table 3.5, the United Financial ratio of non-
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performing assets and accruing loans. that are more than 90 dajrs past due as é percent of assets
was less than the comparable Peer Group ratio (0.49% versus 0.57% for the Peer Group).
Likewise, the United Finanéial non-performing loans-to-loans raﬁo, which does not include
- accruing loans that are more than 90 days past due, Was lov__ver than the Peer Group'é ratio (0.66%
versus 0.73% for the Peer Group). ' The Company maintained a lower level of loss reserves as a
percent of non-performing loans (152.0% versus. 206.1% for the Peer Group), while fhe Peer
- Group maintained a higher level of reserves as a percent of loans A(1.08% versus 1.00% for the
Company). Net loan charge-offs were higher for the Company than the Peer Group on an
absolute basis, although such charge-offs were much lower th_an the Peer Group on a relative

basis as a percent of their respective loan balances.

Interést Rate Risk

Table 3.6 reflects various key ratios highlighting the relative interest rate risk exposure of
the Company versus the Peer Group Companies. In terms of balance sheet composition, the
United Financial interest rate risk characteristics were considered to be less favorable than the
Peer Group’s. Most notably, the Cornpany’s lower tangible capital position and lower IEA/IBL
ratio indicate a greater depéndence on the yield-cost spread to sustain the net interest margin. In
addition, the Company is currently following a strategy of retaining for portfolio long-term fixed
rate mortgage loans secured by 1-4 family residential property. However, a lower level of non-
- interest earning assets represented an advantage for the Compahy with respect to capacity to
generafe net interest income and', in turn, limit the interest rate risk associated with the balance.
sheet. On a pro forma basis, the infusion of stock prqceeds should provide the Company with
- balance sheet interest rate risk characteristics that are more comparable to the Peer Group’s -

measures.

To analyze interest rate risk associated with the net interest margin, we reviewed
quarterly changes in net interest income as a percent of average assets for United Financial and
the Peer Group. In general, the more significant fluctuations in the Company’s ratios implied
there was a greater degree of interest rate risk associated with its net interest income compared to
the Peer Group’s, based on the interest rate environment that prevailed during thé period covered

in Table 3.6. The stability of the Company’s net interest margin should be enhanced by the
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infusion of stock proceeds, as interest rate sensitive liabilities will be funding a lower portion of
" the United Financial asset base and the proceeds will be substantially deployed into interest-

earning assets.

Summary

Based on the above analy_sis, RP Financial concluded that the Peer Group fofms a
reasonable basis for determining the pro forma market value of United Financial. Such general
characteristics as asset size, capital position, the composition of interest-earning assets, funding
composition, core earnings measures, loan composition, credit quality and exposure to interest
rate risk all tend to support the rea:;onability of the Peer Group from a financial standpoint.
Those areas where differences exist will be addressed in the form of valuation adjustments to the

extent necessary.
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IV. VALUATION ANALYSIS

Introduction

This chapter presents the valuation analysis and methodology used to determine the
- estimated pro forma market value of United Financial for purposes of pricing the minority stock.

The valuation incofporates the appraisal methodology promulgated by the OTS and adopted in
| practice by the FDIC for standard conversions and mutual holding company offerings,
particularly regarding selection of the Peer Group, fundamental analysis on both the Company
and the Peer Group, and determination of the Company’s pro forma market value utilizing the

market value approach. '

- Appraisal Guidelineé

The OTS _Wﬁtten appraisal guidelines specify the market value methodology for
estimating the pro forma market value of an institution. The FDIC, state banking agencies and
other Federal agencies have endorsed the OTS appraisal guidelines as the appropriate guidelines
involving mutual-to-stock conversions. As previously noted, the appraisal guidelines for MHC
offerings are somewhat different, particularly in the Peer Group selection process. Specifically,
th‘e regulatory agencies have indicat?:d that the Peer Group should be based on the pro forma
fully-converted pricirig characteristics of publicly-traded MHCs, rather than on already fully-
converted publicly-traded stock thriﬁ:s, given the unique differences in stock pricing of MHCs
and fully-converted stock thrifts. Pursuant to this methodology: (1) a peer group of comparable
publicly-traded MHC institutions is selected; (2) a financial and operational comparison of the
subject company to the peer group is conducted to discern key differences; and (3) the pro forma
‘market value of the subject company is determined based on the market pricing of the peer
group, subject to certain valuation adjustments based on key differences. In addition, the pricing

characteristics of recent conversions and MHC offerings must be considered.

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.

* Accordingly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in’
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Chapter III, which constitutes "fundamental analysis" téchn_iques. Additionally, the valuation
incorpofates a "technical analysis" of fecently completed conversions and stock offerings of )
comparable MHCs,-bincluding closing pricing and aftermarket trading of such offerings. It
should be noted that these valuation analyses, based on either the Peer Group or the recent
conversions and MHC transactions, cannot possibly fully account for all the market forces which

impact trading activity and pricing characteristics of a stock on a given day.

The pro forma markef value ciletenﬁined herein is a preliminary value for the Company’s
to-be-issued stock. Throughout the MHC process, RP Financial will: (1) review changes in the
Company’s operations and financial condition; (2) monitor the Company’s operations and
financial cbndition relative to the Peer Group to identify any fundamental changés; 3) monitor
the external factors affecting value including, vb'ut not limited to, local and national economic
conditions, interest rates, and the stock market environment; including the market for thrift
sfocks; and (4) monitor pending MHC offerings, and to a lesser extent, standard Conversibn
offerings, both regionally and nationally. If material changes should occur prior to close of the
offering, RP Financial wﬂl evaluate if updated valuation reports should be pr_eparéd reflecting
such changes and their related impact on value, if any. RP Financial will also prepafe a final
valuation update at the closing of the offering to determine if the prepared valuation analysis and

resulting range of value continues to be appropriate.

The appraised value determined herein is based on the cﬁrrent market and operating
environment for the Cofnpany and for all thrifts. Subsequent changes in the local and national
economy, the legislative and regulatory environment, the stock market, interest rates, and other
external forces (such as natural disasters or major world events), which may occur from time to
time (often with great unpredictability) may materially impact the market value of all thrift
stocks, including the United Financial value, the market value of the stocks: of public MHC
institutions, or the United Financial value alone. To the extent a change in factors impacting the
~ Company’s value can be reasonably anticipated and/or quantified, RP Financial has incorporated |

the estimated impact into its analysis.
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Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the Peer Group
was presented in Chapter III. The folldWing sections summarize the key differences between the
Company and the Peer Group and how those differences affect the pro forma ‘valuation.i
Emphasis is placed on the specific strengths and weaknesses of the Company relative to ﬂle Peer
- Group in such key areas as financial condition, profitability, growth and viability of earnings,
asset growth, primary market area, dividends, liquidity of the shares, marketing of the issue,
management, and the effect of government regulations and/or regulatory reform. ‘We have also
considered the market for thrift stocks, in particular new issues, to assess the impact on value of

United Financial coming to market at this time.

1. }Financial Condition

The financial condition of an institution is an important determinant in pro forma market
value because investors typicélly look to such factors as liquidity, capital, asset composition and
quality, and funding sources in assessing investment aftractiveness. The similarities and

differences in the Company’s and the Peer Group's financial strength are noted as follows:

e QOverall A/L Composition. Lcans funded by retail deposits were the primary components
of both the United Financial and the Peer Group's balance sheets. The Company’s
interest-earning asset composition exhibited a higher concentration of loans and the
United Financial loan portfolio composition reflected a greater degree of diversification -
into higher risk and higher yielding types of loans. Overall, in comparison to the Peer
Group, the Company’s asset composition provided for a higher yield earned on interest-
earning assets and a higher risk weighted assets-to-assets ratio. The United Financial

- funding composition reflected a higher level of deposits and a lower level of borrowings
than the comparable Peer Group ratios, which translated in a lower cost of funds for the
Company. Overall, as a percent of assets, the Company maintained a higher level of
interest-earning assets and a higher level of interest-bearing liabilities than indicated for
the Peer Group, which resulted in a lower IEA/IBL ratio for the Company. The infusion
of stock proceeds will increase the Company’s capital position and, in turn, provide
United Financial with an IEA/IBL ratio that is more comparable to the Peer Group’s
ratio. - At the same time, the composition of the Company’s assets and liabilities will
continue to provide for a more favorable interest rate spread than maintained by the Peer
Group. For valuation purposes, RP Financial concluded that a slight upward adjustment
was warranted for the Company’s overall asset/liability composition.
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e Credit Quality. The Co'mpanyvmaintained lower ratios of non-performing assets-to-assets

and non-performing loans-to-loans. Loss reserves maintained as a percent of non-
performing loans were higher for the Peer Group, and the Peer Group maintained higher
reserves as a percent of loans. Net loan charge-offs as a percent of loans were lower for
the Company than the Peer Group. As noted above, the Company maintained a higher
risk weighted assets-to-assets ratio than the Peer Group, reflecting the Company’s higher
loans-to-assets ratio and greater degree of lending diversification into higher risk types of
lending. Overall, in comparison to the Peer Group, the Company’s measures imply a
similar degree of credit risk exposure and, thus, RP Financial concluded that no
adjustment was warranted for the Company’s credit quality.

Balance Sheet Liguidity. The Company operated with 