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PROSPECTUS

= Lake Shore Bancorp, Inc.

(Proposed Holding Company for Lake Shore Savings Be)
Up to 2,587,500 Shares of Common Stock

Lake Shore Bancorp, Inc. is offering common stawksfle in connection with the reorganization oké&hore Savings and Loan
Association into the mutual holding company fornoojanization. The shares we are offering for sgeesent 45% of the to be outstanding
common stock of Lake Shore Bancorp. In connectidh the reorganization, Lake Shore Savings and Lassociation will convert its New
York State mutual savings and loan charter to arfddstock savings bank charter and change its naiake Shore Savings Bank. In addition,
Lake Shore Savings Bank will form Lake Shore Bapgarhich will own 100% of Lake Shore Savings Bamplon completion of the
reorganization. Lake Shore, MHC, the federally-tdr@d mutual holding company to be formed by Laker& Savings Bank, will own 53% of
the outstanding common stock of Lake Shore Bandarponnection with the reorganization, we will@ferm The Lake Shore Charitable
Foundation. We intend to contribute to the chal@dbundation an amount of authorized but unissretes that will equal 2% of the Lake St
Bancorp common stock outstanding after the reoegdioin. The common stock of Lake Shore Bancorp vélljuoted on the Nasdaq National
Market under the symbol “LSBK.”

We are offering up to 2,587,500 shares of commaocksfor sale on a best efforts basis, subject tmreconditions. We must sell a
minimum of 1,912,500 shares to complete the ofterie may sell up to 2,975,625 shares without feiiog subscribers due to regulatory
considerations, demand for our shares or changesiket conditions. The offering is expected tonieate at 11:00 a.m., Eastern Time, on
March 16, 2006. We may extend this expiration a@dtbout notice to you until April 30, 2006.

Ryan Beck & Co., Inc. will use its best effortsassist us in our selling efforts, but is not regdito purchase any shares of the common
stock being offered for sale. Purchasers will reopt p commission to purchase shares of common stdble offering. All shares are offered for
sale at a price of $10.00 per share.

If you are or were a depositor of Lake Shore Sasjizgu may have a priority right to purchase shafesmmon stock. The minimum
purchase is 25 shares. Once submitted, ordersrav@c¢able unless the offering is terminated oeeraed beyond April 30, 2006. If the offering
is extended beyond April 30, 2006, with Office dfrift Supervision approval, subscribers will bealested and given the right to modify or
rescind their purchase orders. Funds received éefampletion of the offering will be held in a segated account at Lake Shore Savings, or at
our discretion at another insured depository ingth, and will earn interest at our passbook sgwirate. If we terminate the offering, or if we
extend the offering beyond April 30, 2006 and yescind or modify your order, we will promptly retuapplicable funds with interest at our
passbook savings rate.

We expect our directors and executive officersetogr with their associates, to subscribe for 89 &tares, which equals 3.8% of the
shares that will be sold in the offering at the paiht of the offering range plus shares issueditocharitable foundation.

OFFERING SUMMARY
Price Per Share: $10.00

Maximum, As

Minimum Maximum Adjusted
Number of share 1,912,501 2,587,501 2,975,62!
Gross offering proceec $19,125,00 $25,875,00 $29,756,25
Estimated offering expens $ 1,392,001 $ 1,453,001 $ 1,489,00!
Estimated net procee: $17,733,00 $24,422,00 $28,267,25
Estimated net proceeds per sh $ 9.27 $ 9.44 $ 9.5C

This investment involves a degree of risk, includig the possible loss of principal
Please read “Risk Factors” beginning on page 24.

These securities are not deposits or savings ads@md are not insured or guaranteed by the FedBegposit Insurance Corporation or
any other government agency.

Neither the Securities and Exchange CommissiorQffiee of Thrift Supervision nor any state sedesitregulator has approved or
disapproved of these securities or determinedisfphospectus is accurate or complete. Any repriegiem to the contrary is a criminal offense.

For assistance, please contact the Stock InformaticCenter, toll-free, at (800) 80-8430.

RyaN BeEck & Co.

The date of this prospectus is February 13, 20(
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QUESTIONS AND ANSWERS ABOUT THE OFFERING

The following are answers to frequently asked qaest You should read this entire prospectus, liolg “ Risk Factors’ beginning on

page 24. The sections entitle&timmary and “ The Reorganization and Offerifigheginning on page 5 and page 117, respectivebyige
detailed information about the offering and placatgck orders.

Q:
A:

What will happen as a result of the reorganizatiorof Lake Shore Savings and Loan Association

Lake Shore Savings is undertaking a transactiarned to as a mutual holding company reorganizatisrpart of the reorganization, La
Shore Savings will convert from a New Yockartered mutual savings and loan associatiorféderal stock savings bank. Currently, Li
Shore Savings is a New Yodhartered mutual (meaning no stockholders) sawangisloan association. As a result of the chartaversior
and reorganization, Lake Shore Savings and Loaondsaton will change its name to Lake Shore Savidgek and become a federally-
chartered stock savings bank in a mutual holdimgmamy structure with two holding companies. Laker8lSavings will form a new
federallychartered stock holding company, Lake Shore Bandowll sell 45% of its common stock to the publnd will issue 53% of it
common stock to Lake Shore, MHC, a federal muteédihg company. In connection with the reorganmatiwe will also form The Lake
Shore Charitable Foundation. We intend to contgliatthe charitable foundation an amount of autlearibut unissued shares that will
equal 2% of the Lake Shore Bancorp common stocktanding after the reorganization and offeringeAthe reorganization and offering,
Lake Shore Bancorp will own 100% of Lake Shore BgsiBan’s outstanding common stoc

Will the reorganization affect my deposit account®r loans?

No. The reorganization is an internal change tocouporate structure. It will not affect the balarar terms of deposit or loan accoul
and deposits will continue to be federally insubgdhe Federal Deposit Insurance Corporation upeéanaximum legal limits. Deposit
accounts are not being converted to st

How many shares of common stock are being offeredifsale and at what price?

We are offering for sale up to 2,587,500 shafesommon stock at a price of $10.00 per sharerdier to complete the offering, we must
sell at least 1,912,500 shares of common stocksl§ result of regulatory considerations, demanddr shares or changes in market
conditions, the independent appraiser determinesnauket value has increased, we may sell up 652625 shares without giving you
further notice or the opportunity to modify or cahgour stock ordel

Who may purchase shares of common stock in the offeg?

Rights to subscribe for common stock in a suipsion offering have been granted under our plareofganization to the following persons
in the following descending order of priorit

1. Lake Shore Savin’ depositors with deposit balances aggregating $50ave as of June 30, 20C*eligible account holde”);
2. Ourtay-qualified employee benefit plar
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3. Lake Shore Savings’ depositors with depositiizda aggregating $50 or more as of December 35 ¢80pplemental eligible
account holder"); and

4. Lake Shore Savin’ depositors as of February 6, 20

In the event that the above do not subscribe fafahe shares of common stock being offered &de,swe may offer shares in a
community offering to the general public, givingarchase preference to natural persons who resi@adautauqua, Erie and Cattaraugus
Counties, New York.

What factors should | consider when deciding whetheto purchase shares of common stock in this offeng?

There are many important factors for you to édesbefore making an investment decision. You &hoead this entire prospectus,
including the" Risk Factors” section, before making your investment decis

Will | be charged a commission if | purchase sharesf common stock in the offering”

No. You will not be charged a commission or feptiochase shares in the offerit

How many shares of common stock may | buy

The minimum order is 25 shares. The individuaighase limitation is $200,000 of common stock @R0,shares) in the offering.
Furthermore, no person, together with associatégparsons acting in concert with such person, maghase more than $400,000 of
common stock (40,000 shares) in all categorieb®bffering combinec

Will my common stock be insured by deposit insurane or guaranteed by any government agency

No. Unlike insured deposit accounts at Lake Shangrfgjs, our common stock, like all common stock| mot be insured or guaranteed
the Federal Deposit Insurance Corporation or ahgragovernment agenc

When is the deadline for subscribing for common sitk?

We must receive at our Stock Information Cemtg@roperly signed and completed stock order forth thie required payment no later than
11:00 a.m., Eastern Time, on March 16, 2006. Dgfiwé a stock order form may be made

» mail, using the order reply envelope provided;
« overnight delivery to the Stock Information Ceraeldress on the stock order form; or

» hand-delivery to the Stock Information Center, tedaat our administrative office, at 31 East Fo@tieet, Dunkirk, New York. Stock
order forms may not be ha-delivered to our main banking office in Dunkirktorany Lake Shore Savings branct

Can | change my mind after | place a stock order’
No. Once we receive your stock order, you cannotebor modify it, unless we are required to resblubscribers

2
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Q: How can | pay for the common stock”
A: You have two payment options as described on theksirder form

e you can pay by personal or bank check or moneyrondgle payable to Lake Shore Bancorp, Inc., whiithoe cashed upon receipt
(please do not submit a third party check)

» you can authorize a withdrawal from certain typkkake Shore Savings deposit accounts as explaingtie stock order form. There
will be no penalty for early withdrawal from ceitiate accounts

The amount(s) designated by you for withdrawal nibgsavailable within your account(s) at the timereeeive the stock order form.
Funds will not be withdrawn prior to completiontbg offering period, but a hold will be placed twe tollar amounts designated, so the
amounts will not be available to you during theeoiffig period.

Q: May | obtain a loan from Lake Shore Savings to payor my common stock?

A: No. Federal law prohibits Lake Shore Savings fravawingly loaning funds to purchase shares of comstook in the offering. You ms
not submit a check drawn on a Lake Shore Savingsdf credit as payment for shar

Q: Can | subscribe for common stock using funds in mindividual retirement account at Lake Shore Saving®

A:  You may be able to use individual retirementaot funds, however you may not authorize diret¢hdriawal from a Lake Shore Savings
individual retirement account. Furthermore, usimdjvidual retirement account funds for this typgafchase requires special
arrangements and additional processing time. Fedevaequires that such funds first be transfetied self-directed retirement account
with a trustee other than Lake Shore Savings. Uf i@ interested in using individual retirementcast funds held at Lake Shore Savings
or elsewhere, please promptly call the Stock Inftion Center for assistance, preferably at leastwweks before the March 16, 2006
offering expiration date. We cannot guarantee ybatwill be able to use retirement funds held dtd_&hore Savings or elsewhere for this
purchase. Your ability to use these funds may depentiming constraints and, possibly, limitatiomgposed by the individual retirement
account trustee

Q: Does Lake Shore Bancorp intend to pay dividends aime common stock

A: Yes. After the offering, we expect to adopt digoof paying cash dividends, but we have notdetided on the amount or frequency of
payments or when payments, if any, may be

Q: What happens if there are not enough shares of conon stock to fill all orders?

A: If there is an oversubscription, you might neteive any or all of the shares you ordered. Wkalldcate shares in the order of priority
established in our plan of reorganization. Ordecived in the subscription offering will have pitp. If we are unable to fill your order,
or can only fill your order in part, you will reced an appropriate refund, with interest. If youdplay check or money order, we will issue
you a refund/interest check. If you paid by authiog a withdrawal from your Lake Shore Savings d#fpaccount(s), we will only
withdraw the fund:
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necessary to pay for the shares you receive. Urfuseld, along with accrued interest, will remairyour account(s

Q: How do I sell my common stock after | purchase it’

A:  Upon completion of the reorganization and offigriwhen our shares have begun trading, you matacoa firm offering investment
services in order to buy or sell our shares. Ouanroon stock will be quoted on the Nasdaq Nationatkdaunder the trading symbol
“LSBK.” We cannot assure you that you will be able toysmir shares at or above the $10.00 per share mdferice.

Q: Who can help answer any other questions | might havabout the offering?

A:  We encourage you to read this entire prospedtas.may direct questions to our Stock Informati@enter at (800) 806-8430. You may
also visit our Stock Information Center, whichasédted at our administrative office (not our maamking office in Dunkirk). This is the
only location that will accept stock order formgldrave supplies of offering materials. The Stodkidmation Center is located at 31 East
Fourth Street, Dunkirk, New York. The Stock Infotina Center is open Monday through Friday, excepbfnk holidays, from 10:00
a.m. to 4:00 p.m., Eastern Tin
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SUMMARY

This summary highlights selected information frtis tiocument and may not contain all the infornratimat is important to you. To fully
understand the reorganization and offering, youudtioead this entire document carefully. In certaistances where appropriate, the terms
“we,” “us” and “our” refer collectively to Lake Shoe, MHC, Lake Shore Bancorp and Lake Shore Savorgany one of these entities,
depending on the context. For assistance, pleastcbour Stock Information Center at (800) 806843

The Companies

Lake Shore, MHC Lake Shore, MHC will be formed upon completion loé reorganization. Upon completion of the reorgatidn, Lake
Shore, MHC will become our federally-chartered nalifwolding company parent and will own 53% of L&d®re Bancorp’s outstanding
common stock. So long as Lake Shore, MHC existsilliown a majority of the voting stock of Lake &ie Bancorp. Lake Shore, MHC is not
currently an operating company. Lake Shore, MHQ ke no stockholders and current and future degeof Lake Shore Savings will
become the members of Lake Shore, MHC. We do mexhat Lake Shore, MHC will engage in any bussnactivity other than owning a
majority of the common stock of Lake Shore Bancorp.

The corporate headquarters of Lake Shore, MHC heilthe same as Lake Shore Savings, which areebbeatl 25 East Fourth Street,
Dunkirk, New York 14048. The telephone number & #udress is (716) 366-4070.

Lake Shore Bancorp, IncThis offering is made by Lake Shore Bancorp, Ireké Shore Bancorp is not currently an operatingpzony.
Lake Shore Bancorp will be formed upon completibthe reorganization as a federally-chartered ri@ddtock holding company. After the
reorganization, Lake Shore Bancorp will own alLake Shore Savings’ outstanding common stock atiddisect, plan and coordinate Lake
Shore Savings’ business activities. In the futueke Shore Bancorp might also acquire or organikermperating subsidiaries, including other
financial institutions, although it currently has specific plans to do so.

The corporate headquarters of Lake Shore Bancdtpethe same as Lake Shore Savings, which aetddat 125 East Fourth Street,
Dunkirk, New York 14048. The telephone number & #udress is (716) 366-4070.

Lake Shore Savings and Loan Associatidrake Shore Savings and Loan Association, or Lal@é&Bavings, is a savings and loan
association, chartered in New York in 1891. As mgwnity-oriented financial institution, Lake Sha@avings is dedicated to serving the
financial service needs of consumers and businegtisis its market area. We engage primarily in bhesiness of attracting deposits from the
general public and using such funds to originaéa$o We emphasize the origination of loans sedoydist mortgages on owner-occupied,
residential real estate. To a lesser extent, wgr@ie other types of real estate loans, commdu@als and consumer loans. As of September 30,
2005, we had total assets of $334.1 million, depaxi$251.6 million and total equity of $27.7 nah.

Our corporate headquarters are located at 125Hsasth Street, Dunkirk, New York 14048. The telepbmumber at this address is
(716) 366-4070. Our website is www.lakeshoresavouya.

The Lake Shore Charitable Foundation

In 1993, Lake Shore Savings created a grant progwagive back to the communities where our brarféices were located. Our
Community Re-investment Fund provides funds tollaca-profit organizations, such as sports orgaiomna, civic groups, hospitals, schools,
and charitable organizations.
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Since 1993, we have awarded in excess of $650r08fants from this fund. Large donations which hlagen awarded include $150,000 to
Brooks Memorial Hospital, $75,000 to the Dunkirlbtary, and $125,000 to the State University of Brea Alumni Foundation. All funds
granted were derived from earnings in the yeagthat was awarded.

To continue our long-standing commitment to oualammmunities, we intend to establish a charitédnmdation, The Lake Shore
Charitable Foundation, as a nstock Delaware corporation in connection with therganization. We will fund the charitable foundativith an
amount of stock equal to 2% of the shares of Ldl@&Bancorp common stock outstanding after thegeevzation. Based on the purchase [
of $10.00 per share, we would fund the charitablenélation with 100,000 shares of our common stotkeamidpoint of the offering range. Our
contribution to the charitable foundation wouldued net earnings by $615,000, after tax, in the yeahich the charitable foundation is
established, which is expected to be fiscal 200@ Dake Shore Charitable Foundation will make gramtd donations to non-profit and
community groups and projects located within ourkabarea. It is anticipated that the Lake ShorarEdble Foundation will distribute at least
5% of its net investment assets each year. Thelditbns will be made based on the following pities:

» potential impact and the number of people who bélefit;
» programs which represent innovative, efficient apghes to serving community needs;
» requests that will assist those citizens whose siaegl not met by existing programs or services;

» organizations that work cooperatively with otheemagies in the community to encourage efficientafssommunity resources and
eliminate duplicated service

e projects which promote volunteer participation aittzen involvement; and

* projects and activities that expect to test or destrate new approaches and techniques in the @adutif community problems.

Except in unusual circumstances, contributions moll exceed $2,500. Contributions will not usuéléymade to capital campaigns, to
establish or add to endowment funds, general dpgrbtidgets of existing organizations, publicatiohbooks or programs, conferences, or
annual fund-raising campaigns. Contributions wilt normally be made to supplant tax funds for mtg@r activities that would ordinarily
receive public support. Contributions will be mddeone year at a time with no commitment for omgoprojects. Special projects that are
sponsored by educational or religious institutiasils be considered only if they benefit the comntyras a whole. Careful consideration will be
given to the commitment and composition of the estimg organization’s board members, officers, @ject leaders. The organizations the
charitable foundation contributes to must be abldemonstrate fiscal responsibility, managemenilifizetions, and the ability to complete,
deliver, or provide the services or programs forchhthe contribution is requested.

Currently, there are no plans to make further ¢butions to the charitable foundation in the futureke Shore Savings will review
additional contribution considerations from timetitne. The amount of common stock that we woule@iofér sale in the offering would be
greater if the offering were to be completed withthe contribution to The Lake Shore Charitablertdation. The establishment of the chariti
foundation requires the affirmative vote of a meyoof the votes eligible to be cast by Lake Sh®ewings’'depositors. For a further discussiol
the financial impact of the charitable foundatiortluding its effect on those who purchase shareke offering, see Comparison of Valuation
and Pro Forma Information With and Without the Cletrle Foundatiori’ on page 51.
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Our Market Area

We conduct operations from eight full service bfanffices and twelve ATMs in Chautauqua and Eriei@is, which are located on the
western border of New York State. Chautauqua Cocotyains multiple prime industrial and buildingesi and a skilled and productive labor
force. Erie County is a metropolitan center anldasie to Buffalo, the second largest city in New krState. Both Chautauqua and Erie Counties
exhibit slower rates of population growth, have éoyger capita income and slower growth in per eapicome than the United States and New
York State averages. Notwithstanding these demadiganaracteristics, our primary market area hawlically been stable, with a diversified
base of employers and employment sectors and idep@ndent on one key employer.

Our Operating Strategy

Our mission is to operate and grow a profitable mamity-oriented financial institution serving prinig retail customers and small
businesses in our market area. After the reorgtiaizand offering, we plan to continue our stratefy

» operating as an independent community-orientechéiz institution;
« expanding our branch network and upgrading outiegidranches;

*  pursuing opportunities to increase residential @mmercial real estate lending in our market gpadijcularly in Erie County, New
York;

* increasing core deposits, particularly in Erie CtguiNew York; and

* managing our net interest margin and interestrisie
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The Reorganization and Offering

Description of the Reorganization and Offerin@urrently, we are a New York-chartered mutual sgsiand loan association with no
stockholders. Our depositors currently have thietrig vote on certain matters such as the electiatirectors. The mutual holding company
reorganization and charter conversion processabatre now undertaking involves a series of tramag by which we will convert from the
state-chartered mutual form of organization toftderally-chartered mutual holding company fornoafanization. In the process, we will
change our name from Lake Shore Savings and Loaadiion to Lake Shore Savings Bank. In the muteéding company structure, Lake
Shore Savings will be a federally-chartered st@krgys bank and all of its outstanding common steitkbe owned by newly-formed Lake
Shore Bancorp. In addition and as part of the r@azation and offering, 45% of Lake Shore Banceg@mmon stock will be offered and solc
the public and our tax-qualified employee bendfing, 2% will be issued to our charitable foundatmd 53% will be issued to our newly-
formed federal mutual holding company, Lake ShitC. Our depositors on the closing date of thegenization will become the members of
Lake Shore, MHC and will have similar voting rigimsLake Shore, MHC as our depositors currentlyehiaviLake Shore Savings.

The following diagrams show our current organizagicstructure and our organizational structurerafenpletion of the reorganization
and offering.

Our current organizational structure:

Lake Shore Savings and Loan
Association

After the reorganization and offering are completadt ownership structure will be as follows:

Public Stockholders (45%) and

Lake Shore, MHC Charitable Foundation (2%

53% of Common Stock

Lake Shore Bancorp, Inc,

¢ [0 of Common Stock

Lake Shore Savings Bank

Our normal business operations will continue withiaterruption during the reorganization and offigrand the same officers and direct
who currently serve us will continue to serve usratompletion of the reorganization and offering.
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Reasons for the Reorganization and OfferinQur primary reasons for the reorganization andrivffeare to permit us to control the
amount of capital being raised and prudently defi@yproceeds, while enabling us to:

» support future lending and operational growth idahbg branch activities and acquisition of othegfigial institutions, although we
have no such acquisition plans at this til

* increase our ability to serve our communities;

» enhance existing products and services and sufiodevelopment of new products and services;

« compete more effectively with other financial itgtiions for new business opportunities;

« enhance our ability to attract and retain qualifi@egctors, management and other employees thrstagh-based incentive plans;
« form a charitable foundation to benefit the comntiesiin which we maintain our corporate headquarnera branch office; and

e structure our business in a form that will enaldd¢aiaccess the capital markets.

Although we are interested in finding new posshiriench locations, we do not have any specific ptaresrangements for further branch
expansion, other than the branch expansion platsisied ifiBusiness of Lake Shore Savings Bartkéat are already underway, and which are
not contingent on the reorganization or the offgrin

Terms of the Offering

We are offering between 1,912,500 and 2,587,506esha common stock of Lake Shore Bancorp for aabn offering price of $10.00
share. The subscription offering is made to LakerSIsavings’ eligible depositors and our tax-giedifemployee plans. Shares not sold to these
persons may be made available to the public imantanity offering, and shares not purchased in thessription offering or the community
offering may be offered for sale through a synaidatommunity offering. The maximum number of shahes we sell in the offering may
increase by up to 15%, to 2,975,625 shares, asu#t i demand for the shares in the offering, fpasichanges in financial markets in general
and with respect to financial institution stockgarticular or regulatory considerations. Unlegsrnibmber of shares of common stock to be
offered is increased to more than 2,975,625 oredead to less than 1,912,500, or the offeringtsnebed beyond April 30, 2006, subscribers
will not have the opportunity to modify or cancleéir stock orders. In addition, we intend to cdnite shares of our authorized but unissued
common stock to The Lake Shore Charitable Foundatimew charitable foundation to be establishedniamount equal to 2% of the number
of shares we issue in the reorganization.

All investors will pay $10.00 per share; no comnueswill be charged to purchase shares of commacksRyan Beck & Co., Inc., our
selling agent in the offering, will use its bediefs to assist us in selling shares of our comistook. Ryan Beck & Co., Inc. is not obligated to
purchase any shares of common stock in the offering
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How We Determined the Offering Range and the $10.0@rice Per Share

The decision to offer between 1,912,500 share2e6®7,500 shares, which is our offering rangeasell on an independent appraisal of
our pro forma market value prepared by RP Finantial, a firm experienced in appraisals of finahgiatitutions. RP Financial is of the opini
that as of December 22, 2005, the estimated prodanarket value of our common stock on a fully ated basis was between $42.5 million
and $57.5 million, with a midpoint of $50.0 milliomhis is our established valuation range. The téuily converted” means that RP Financial
assumed that 100% of our shares of common stocbéea sold to the public, as opposed to the 45%titiebe sold in the offering. The $10.(
per share price was selected primarily becauselite price most commonly used in mutual to stazkversions and reorganizations of financial
institutions.

In preparing its appraisal, RP Financial considehedinformation contained in this prospectus,udaig Lake Shore Savings’ financial
statements. RP Financial also considered the fallpfactors, among others:

» the present and projected operating results amath€ial condition of Lake Shore Bancorp and Laker8t8avings, and the economic
and demographic conditions in Lake Shore Sav existing market area

» historical, financial and other information relaito Lake Shore Bancorp and Lake Shore Savings;

* acomparative evaluation of the operating and firerstatistics of Lake Shore Bancorp and Lake 8I8avings with those of other
similarly situated publicl-traded thrifts and mutual holding compani

« the impact of the offering on Lake Shore Bancogwasolidated net worth and earnings potential; and

» the trading market for securities of comparablgitinsons and general conditions in the marketsioch securities.

In reviewing the appraisal prepared by RP Finanti@ board of directors considered the methodekgind the appropriateness of the
assumptions used by RP Financial in addition tddtors listed above, and the board of directetgebes that these assumptions were
reasonable.

The board of directors determined that the sharesramon stock should be sold at $10.00 per shiaa¢ 45% of the to be outstanding
shares of Lake Shore Bancorp common stock shoutdfeeed for sale in the offering, that 53% shobédissued to Lake Shore, MHC and 2%
issued to our charitable foundation. We chose 1586 of our to be outstanding shares of commonlsin the offering, rather than a smaller
portion, because we believe that we will be abldeploy the capital raised in an offering of thizesand because the sale of a smaller number of
shares would make it less likely that an activditrg market for the shares would develop. Basetherestimated valuation range and the per
share purchase price, the number of shares ofaumon stock that will be outstanding upon completéthe offering will range from
4,250,000 shares to 5,750,000 shares (subjecjustagent to 6,612,500 shares), and the numberarestof our common stock that will be sold
in the offering will range from 1,912,500 share2t687,500 shares (subject to adjustment to 2,285%6ares), with a midpoint of 2,250,000
shares. The number of shares of our common statk -ttke Shore, MHC will own after the offering wilnge from 2,252,500 to 3,047,500
(subject to adjustment to 3,504,625 shares). Thebien of shares of common stock to be issued taloaritable foundation will range from
85,000 to 115,000 (subject to adjustment to 1322&0es). The estimated valuation range may be @edenith the approval of the Office of
Thrift Supervision.
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The appraisal will be updated before we completedtitiering. If the estimated valuation range of ¢eenmon stock at that time is either
below $42.5 million or above $66.125 million, therfter consulting with the Office of Thrift Supesion, we may:

» terminate the plan of reorganization and returriedtls promptly;
« return all funds, terminate the plan of reorganaraand hold a new offering;
» establish a new offering range and commence aicéatibn of subscribers; or

» take such other actions as may be permitted bffiee of Thrift Supervision.

If we conduct a resolicitation, we will notify yoand you will have the opportunity to modify or cahyour order. Unless we receive an
affirmative response from an investor in a desigdgtteriod of time, all funds delivered to us toghase shares of common stock in the offering
will be returned promptly to the subscriber, witlieirest at Lake Shore Savings’ passbook savingsaatl deposit account withdrawal
authorizations will be cancelled. Se&lie Reorganization and Offering — How We DetermihedOffering Range and the $10.00 Price Per
Share.” In any event, the offering must be completechbylater than August 9, 2007.

Two measures that some investors use to analyztherme stock might be a good investment are the o&the offering price to the
issuer’s “book value” and the ratio of the offeripigce to the issuer’s annual net income. RP Fiisconsidered these ratios, among other
factors, in preparing its appraisal. Book valuthis same as total equity and represents the differbetween the issuer’s assets and liabilities.
RP Financial’s appraisal also incorporates an amabf a peer group of publicly-traded mutual hotdcompanies that RP Financial considered
to be comparable to us. As mutual holding companiespeer group is comprised of companies thatadpeinder the same form of public
ownership as Lake Shore Bancorp will be operatitey she reorganization and offering. Under the malibolding company form of ownership,
the majority of the common stock outstanding is edby the mutual holding company and the remaish@ges, which constitute a minority of
the common stock, are owned by the public stocldrsld

The following table presents a summary of seleptéging ratios for the peer group companies analyymeRP Financial, and the pro for
pricing ratios for Lake Shore Bancorp as calculdtgdRP Financial in its independent appraisal. €hasios are based on earnings for the twelve
months ended September 30, 2005 and book valueSeptember 30, 2005.

Price To

Earnings Multiple Price To Book
Value Ratio
Lake Shore Bancorp (pro forma):
Maximum 24.88» 116.9¢%
Minimum 18.78 98.2:%
Peer group companies as of December 22, 20(
Average 27.64) 162.5¢%
Median 25.33% 147.4°%

11



Table of Contents

The following table presents pro forma pricing @atfor the peer group of companies, assuming thdycbmpleted a second-step
conversion, and for Lake Shore Bancorp, assumihgdtalso fully converted. RP Financial’s calcaas of the fullyeonverted pricing multiple
for the peer group companies assume the pro fampagt of selling the mutual holding company shafesach of the peer group companies at
their respective trading prices on December 22528® Financial’s calculation of the fully-convettgricing multiples for Lake Shore Bancorp
assumes the pro forma impact of selling 100% oftiares of common stock to be issued to the pabBd 0.00 per share. Compared to the
average fully-converted pricing ratios of the pgeyup, Lake Shore Bancorp’s pro forma fully-conedrpricing ratios at the maximum of the
offering range indicated a discount of 21.0% omieepto-earnings basis and a discount of 13.3% pricg-to-book basis. At the minimum and
maximum of the valuation range, a share of comntocksis priced at 17.29 times and 22.44 times Lakere Bancorp’s earnings. The peer
group companies, as of December 22, 2005, traded@rage at 28.41 times earnings. The median fygatice of the peer group common stock
was at 27.37 times earnings. At the minimum andimasn of the valuation range, the common stock lse@ at 67.24% and 75.93%
respectively, of Lake Shore Bancorp’s pro formakbwealue. This represents a discount to the avetragéng price to book value of peer group
companies, which as of December 22, 2005, averdg€®%. As of December 22, 2005, the median tragiige of peer group companies was
86.43% of the book value of these companies.

Fully Converted Fully Converted

Equivalent at Pro

Forma Price to Equivalent Pro

Earnings Multiple Forma Price to

Book Value
Ratio

Lake Shore Bancorp

Maximum 22.44 75.99%
Minimum 17.2% 67.24%
Valuation of peer group companies as of December 22005:

Average 28.41 87.62%
Median 27.37 86.4%

In preparing the fully-converted pricing ratio aysgs, RP Financial assumed offering expenses ¢quad% of the gross proceeds, a pre-
tax reinvestment rate of 4.01% of the net proceddise offering, a tax rate of 38.50%, purchasethieyemployee stock ownership plan equal to
8% of the offered shares, funded with a loan fraelkd.Shore Bancorp with a 30-year term, purchaseléynanagement recognition plan of an
amount of shares equal to 1.96% of the sharesapulisty after the offering (including shares isstee@he Lake Shore Charitable Foundation)
with a five-year vesting schedule and the adoptioa stock option plan equal to 4.90% of the shatgstanding after the offering (including
shares issued to The Lake Shore Charitable Foumjahares of common stock purchased by the maregeecognition plan were assumed
at $10.00 per share. The stock options were asstortezigranted with an exercise price of $10.00spare, vest over a five-year period and
have a term of 10 years.

The independent appraisal does not indicate stock anket value. Do not assume or expect that Lake SherBancorp’s valuation as
indicated above means that the common stock will &ade at or above the $10.00 purchase price after thudfering.
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After-Market Performance of Mutual Holding Company Reorganizations

The following table provides information regarditing after market performance of the mutual holdiompany initial public offerings
completed from January 1, 2004 through DecembeR@25. As part of its appraisal of our pro formarkefvalue, RP Financial considered the
after market performance of mutual holding compgeorganizations completed in the three months poi@ecember 22, 2005, which was the
date of its appraisal report. RP Financial congidénformation regarding the new issue market érverting thrifts as part of its consideration
of the market for thrift stocks.

Mutual Holding Company Initial Public Offerings wit h
Completed Closing Dates between January 1, 2004 afbecember 22, 2005

Price Performance from Initial Trading Date

Through
1 Day 1 Week 1 Month December 22

Company Name Ticker IPO Date 2005
Equitable Financial Corj EQFC 11/10/0t 0.C% 0.C% -5.5% -7.5%
Investors Bancorp, In ISBC 10/12/0* 0.2% 1.C% 5.2% 10.2%
Wauwatosa Holdings, Ini WAUW 10/05/0t 12.5% 7.2% 9.5% 16.8%
Ottawa Savings Bancorp, Ir OTTW 07/14/0F 4.C% 5.C% 7.C% 3.C%
United Financial Bancorp, In UBNK 07/13/0f 17.52%  16.(% 17.(% 18.(%
Heritage Financial Grou HBOS 06/30/0¢ 7.5% 7.5% 9.2% 13.2%
Colonial Bancshares, In COBK 06/30/0¢ 6.C% 9.€% 7.5% 5.€%
North Penn Bancorp, In NPEN 06/02/0f 10.(% 2.5% 1.5% 3.C%
Rockville Financial, Inc RCKB 05/23/0¢ 4.8%  10.52% 20.(% 35.5%
FedFirst Financial Corj FFCC 04/07/0¢ -6.€% 9.3% -14.% -11.5%
Brooklyn Federal Bancorp, In BFSE 04/06/0¢ -0.5% -1.C% -5.(% 11.1%
Prudential Bancorp of PA In PBIF 03/30/0* -1.5% -6.5% -12.2% 13.8%
Kentucky First Federal Banco KFFB 03/03/0¢ 7.9%  12.(% 12.4% 0.5%
Kearny Financial Corg KRNY 02/24/0' 13.©%  15.(% 11.2% 25.5%
Home Federal Bancorp of L HFBL 01/21/0¢ -1.C% 0.5% -0.8% -2.5%
BV Financial, Inc. BVFL 01/14/08 -6.5%  -5.(% -0.7% -14.(%
Georgetown Bancorp, In GTWN 01/06/0F 2.C% -0.5% 0.5% -14.5%
SFSB, Inc. SFBI 12/31/0¢ 7.5%  -0.£% -1.5% -4.5%
Ocean Shore Holding C OSHC 12/22/0¢ 21.5%  22.(% 6.2% 13.5%
Lincoln-Park Bancorp, Inc LPBC 12/20/0¢ 10.C% 12.5% 0.C% -11.(%
Abington Community Bancorp, In ABBC 12/17/0¢ 33.2%  33.(% 29.(% 31.2%
Home Federal Bancorp, In HOME 12/07/0¢ 24.%  26.&% 23.2% 26.2%
PSB Holdings, Inc PSBF 10/05/0¢ 5.C% 6.C% 5.C% 6.C%
Atlantic Coast Federal Cor ACFC 10/05/0: 17.52%  23.1% 30.(% 43.2%
Naugatuck Valley Financial Cor NVSL 10/01/0¢ 8.C% 8.1% 8.C% 4.2%
S| Financial Group Inc SIFI 10/01/0¢ 12.(%  10.€% 10.2% 8.1%
First Federal Financial Services, I FFFS 06/29/0: 15.(%  22.5% 35.(% 29.2%
Monadnock Community Bancorp, Ir MNCK 06/29/0:  3.8% 0.C% -3.8% 25.(%
Osage Federal Financial, Ir OFFC 04/01/0¢ 20.C% 22.5% 9.5% 45.4%
Wawel Savings Ban WAWL 04/01/0¢ 29.5%  25.(% 12.5% 1.5%
K-Fed Bancorj KFED 03/31/0¢ 34.%  29.2% 15.9% 20.€%
Citizens Community Bancot CzZWI 03/30/0¢ 23.7%  27.5% 18.(% 30.(%
Clifton Savings Bancorp, Ini CSBK 03/04/0¢ 22.2%  37.&% 32.%% 2.2%
Cheviot Financial Corf. CHEV 01/06/0¢ 33.2%  33.2% 34.2% 12.2%

Average 11.6% 11.9% 9.€% 11.5%

Median 9.C%  10.2% 8.7% 10.7%
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This table is not intended to be indicative of he@ur stock may perform after the offering. Furthermme, this table presents only short-
term price performance with respect to several camies that only recently completed their initial plic offerings and may not be indicative
of the long-term stock price performance of thesengpanies.Stock price appreciation is affected by many fagtorcluding, but not limited to
general market and economic conditions; the inteeds environment; the amount of proceeds a compaiges in its offering; and numerous
factors relating to the specific company, includihg experience and ability of management, histbaad anticipated operating results, the
nature and quality of the company’s assets, anddhgpany’s market area. The companies listed inabke above may not be similar to Lake
Shore Bancorp, the pricing rations for their offigis may be different from the pricing ratios folkkeeShore Bancorp common stock and the
market conditions in which these offerings were ptated may be different from current market cowdis. Any or all of these differences may
cause our stock to perform differently from the#ieeo offerings. Before you make an investment degjsve urge you to carefully read this
entire prospectus, including, but not limited toe section entitled Risk Factors’ beginning on page 24.

You should be aware that, in certain market cood#j common stock prices of initial public offerinigave decreased. For example, as the
table above illustrates, the common stock of 10pmames traded at or below their initial offeringgerat various times through December 22,
2005. We can give you no assurance that our cormstomk will not trade below the $10.00 purchaseepdcthat our stock will perform similau
to other recent mutual holding company initial paloifferings.

Conditions to Completing the Reorganization Including the Charter Conversion

The reorganization will be conducted in accordanitk the terms of the plan of reorganization. Waraat complete the reorganization ¢
related offering unless:

» The charter conversion of Lake Shore Savings fratate-chartered mutual savings and loan assacittia federally-chartered
mutual savings bank is approved by the affirmatiote of either

. 66 2/3% of the amount of book value or all Lake ig@h®avings’ outstanding deposits; or
. 75% of the amount of all Lake Shore Savings’ outditag deposits represented at the special meetidgpmsitors.

» The plan of reorganization is approved by at laasiajority of votes eligible to be cast by depasitof Lake Shore Savings at the
special meeting of deposito

*  We receive all regulatory approvals necessary toptete the reorganization and offering; and

* We sell at least the minimum number of shares effer

Our Officers, Directors and Employees Will Receivéddditional Compensation and Benefits After the Offeing

We intend to adopt an employee stock ownership, pléaich will award shares of our common stock igible employees primarily based
on their compensation. It is expected that our eyg® stock ownership plan will purchase a numbehafes equal to 8% of the shares sold in
the offering plus shares issued to the charitadli@dation. It is expected that the employee stazhkevship plan will purchase such shares with
the funds from a 30-year loan from Lake Shore Bgmco
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Additionally, we may implement a stock option pkamd a management recognition plan that will pro¥ategrants of stock options and of
restricted stock. If such stock-based incentiveplare implemented and approved by stockholdetsmidine year of the completion of the
reorganization and offering, the number of optigrented or shares awarded under the stock-basedtine plans may not exceed 4.90% and
1.96%, respectively, of the shares outstanding #ftereorganization and offering (including shasssied to the Lake Shore Charitable
Foundation).

The employee stock ownership plan and the stockebaentive plans will increase our future compeios costs, thereby reducing our
earnings. The Financial Accounting Standards Beantithe Securities and Exchange Commission recéndljzed rules that require public
companies to expense the grant-date fair valuebokptions granted to officers, directors and layges by their first fiscal year beginning
after June 15, 2005, which, for us, is the fis@dybeginning January 1, 2006. Since all stockooptivill be granted after January 1, 2006, we
will expense the grant-date fair value of suchkstmgations. Recognizing an expense equal to thetgtate fair value of stock options will
increase our compensation costs over the vestingdoef the options. Additionally, stockholders haikperience a reduction in their ownership
interest if we issue new shares of our common sfimek our authorized but unissued shares of comstock to fund stock option grants and
stock awards. SeeRisk Factors—Risks Related to Our Business—Thesimgsitation Of Stock-Based Benefits Will IncreaseFiture
Compensation Expense And Reduce Our Earnings, AaydMute Your Ownership Interest In Lake Shore &ap” and “ Management—
Benefit Plans.”

We may obtain the shares needed for the stock-hasedtive plans by issuing additional shares @ficmn stock or through stock
repurchases. However, because Lake Shore, MHC omusts majority of our outstanding shares of commstmek as long as it is in existence,
will fund the plans with treasury shares acquinenif stock repurchases if the issuance of authobe¢dnissued shares under the plans would
otherwise result in Lake Shore, MHC not owning garity of our outstanding shares of common stock.

The stock-based incentive plans will comply withagdplicable regulations of the Office of Thrift garvision. The stock-based incentive
plans cannot be established earlier than six mafths the reorganization and offering and woulgliee the approval of our stockholders by a
majority of the votes of our outstanding sharesarfimon stock eligible to be cast (excluding votegitde to be cast by Lake Shore, MHC),
unless we obtain a waiver from the Office of Th8fipervision that would allow the approval of theck-based incentive plans by our
stockholders by a majority of voting shares (extigdshares voted by Lake Shore, MHC). Unless a &rds/obtained from the Office of Thrift
Supervision, the following additional Office of TfirSupervision restrictions would apply to ourdltebased incentive plans:

* non-employee directors in the aggregate may netiveanore than 30% of the options and restrictedksawards authorized under the
plans;

* any one non-employee director may not receive rtf@e 5% of the options and restricted stock awatdisorized under the plans;
» any officer or employee may not receive more tha%h 2f the options and restricted stock awards aisho under the plans;

» the options and restricted stock awards may ndtmese rapidly than 20% per year, beginning onfitts¢ anniversary of stockholder
approval of the plans; ar

» accelerated vesting is not permitted except fottdetisability or upon a change in control of Léeore Savings or Lake Shore
Bancorp.
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In the event the Office of Thrift Supervision chasdts regulations or policies regarding stock-taseentive plans, including any
regulations or policies restricting the size of agaand vesting of benefits as described abovegstections described above may not be
applicable.

The following table summarizes the stock benefitt pur officers, directors and employees may weckillowing the offering at the
maximum of the offering range and assuming thainiglly implement a stock option plan grantingtiops to purchase 4.90% of the shares
outstanding after the offering (including sharessiesd to The Lake Shore Charitable Foundation) andrmagement recognition plan awarding
shares of common stock equal to 1.96% of the slmanssanding after the offering (including shassuied to The Lake Shore Charitable
Foundation). In the table below, it is assumed, thiathe maximum of the offering range, a tota@f02,500 shares will be sold to the public and
issued to the charitable foundation, and a tot&l, 850,000 shares will be outstanding after theroff), including shares issued to Lake Shore,
MHC and to the charitable foundation.

Value of Benefits
Number of Individuals Eligible to Receive Based on Maximum of
Shares Plan Awards Offering Range (1)

(In thousands)

216,20( Employee stock ownership pli Officers and employee $ 2,162
112,70( Stock award: Directors, officers and employe 1,127
281,75( Stock options Directors, officers and employe 1,05¢

(1) The actual value of the stock awards will beedmined based on their fair value as of the degggtants are made. For purposes of this
table, fair value is assumed to be the offeringgpdf $10.00 per share. The fair value of stockongthas been estimated at $3.76 per
option using the Black-Scholes option pricing moggh the following assumptions: a grant-date shaiee and option exercise price of
$10.00; dividend yield of zero; expected optioe liff 10 years; risk free interest rate of 4.34%¢okbon the 10 year Treasury Note rate);
and a volatility rate of 12.87% based on an indiepublicly-traded mutual holding company institut@ The actual expense of the stock
options will be determined by the grant-date failue of the options, which will depend on a numifefiactors, including the valuation
assumptions used in the option pricing model ultetyaadopted

The value of the restricted shares of common stdltbe based on the price of Lake Shore Bancocpimmon stock at the time those
shares are awarded, which, subject to stockholgignogal, cannot occur until at least six monthsrattie completion of the reorganization and
offering. The following table presents the totalueaof all restricted shares to be available fangunder the management recognition plan,
assuming the shares for the plan are purchasedwed in a range of market prices from $8.00 paresto $14.00 per share.

112,70C 129,605

83,300 98,000 Shares Awarded at Shares Awarded at
Share Shares Awarded at Shares Awarded at Maximum of Maximum of Range,
Price Minimum of Range Midpoint of Range Range As Adjusted

(In thousands, except for per share price informatyn)

$ 8.0C $ 66€ $ 784 $ 90z $ 1,031
$10.0¢ $ 83: $ 98( $ 1,127 $ 1,29¢
$12.0C $ 1,00(C $ 1,17¢ $ 1,352 $ 1,55¢
$14.0C $ 1,16¢ $ 1,372 $ 1,57¢ $ 1,814

The grant-date fair value of the options grantedenrthe stock option plan will be based in parttenprice of Lake Shore Bancorp’s
common stock at the time the options are grantédthw subject to stockholder approval, cannot oceuil at least six months after the
completion of the reorganization and offering. Madue will also depend on the various assumptiditiged in the Black-Scholes option pricing
model. The following table presents the total eatad value of the options to be available for grarder the stock option plan, assuming the
market price and exercise price for the stock optiare equal and the range of market prices fostihees is $8.00 per share to $14.00 per share
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324,012
208,250 281,75C L

Options ai 245,000 Options at S/Igg?r?irit

Options at of Range

Grant-Dat Mini Maxi A
Exercise F;ailPVaISee e Midpoint amam As Adjusted

Price Per Option of Range of Range of Range
(In thousands, except for per share price informatyn)

$ 8.0C $ 3.01 $ 627 $ 737 $ 84¢ $ 97t
$ 10.0C $ 3.7¢ $ 78¢ $ 921 $ 1,05¢ $ 1,21¢
$ 12.0C $ 4.5] $ 93¢ $ 1,10¢ $ 1,271 $ 1,461
$ 14.0C $ 5.2¢ $ 1,09t $ 1,28¢ $ 1,48 $ 1,70¢

Our Issuance of Shares of Common Stock to the Chaable Foundation

To further our commitment to our local communitye imtend to establish and fund a charitable foundats part of the reorganization and
offering. We will issue shares of our common staekging from 85,000 shares at the minimum of #téreated valuation range to 115,000
shares at the maximum of the estimated valuatingaawhich shares will have a value of $850,00@minimum of the estimated valuation
range and $1.15 million at the maximum of the eatad valuation range, based on the $10.00 per siffaning price. As a result of the issuance
of shares based on the $10.00 per share offering, pve will record an after-tax expense of $520,@6the minimum of the estimated valuation
range and of $707,250 at the maximum of the es@ichealuation range, during the quarter in whichdffering is completed. The charitable
foundation will be dedicated exclusively to suppatcharitable causes and community developmeittities in the communities in which we
operate.

Issuing shares of common stock to the charitahledation will:
« dilute the voting interests of purchasers of shafesir common stock in the offering; and

» resultin an expense, and a reduction in earnohg$ng the quarter in which the contribution is readqual to the full amount of the
contribution to the charitable foundation, offsefpiart by a corresponding tax bene

See “Risk Factors—The Contribution To The Lake Shoreriide Foundation Will Hurt Our Profits For Fiscalear 2006 And Dilute
Your Ownership Interest “ Comparison of Valuation and Pro Forma Informatiofittand Without the Charitable Foundatidrand “ The Laki
Shore Charitable Foundatiofi.

Tax Consequences of the Offering

The offering will result in no taxable gain or lassLake Shore, MHC, Lake Shore Bancorp or LakerSIsavings, or to depositors who
have a priority right to subscribe for shares ahawon stock in the offering, or to our employeeéicefs, directors or members, except to the
extent that the nontransferable subscription righfsurchase shares of common stock in the offeriag be determined to have value. Thacher
Proffitt & Wood LLP has opined, as to the United States federal indameonsequences, that it is more likely than hat the fair market value
of such subscription rights is zero. In that célsere will be no taxable gain or loss to depositan® receive nontransferable subscription rights.
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Persons Who Can Order Common Stock in the Offering

We have granted rights to subscribe for our shaffeemmon stock in a “subscription offering” to tfidlowing persons in the following
order of priority:

1. Persons with deposits at Lake Shore Savings wiémbas aggregating $50 or more as of June 30, “eligible account holde”;
2. Ourtay-qualified employee benefit plar

3.  Persons with deposits at Lake Shore Savingsheillinces aggregating $50 or more as of Decembh&@0®5, “supplemental eligible
account holde”; and

4. Lake Shore Savin’ depositors as of February 6, 20

In the event that the above persons do not sulestwitall the shares of common stock being offédoedale, we may offer shares for sal
a community offering. Natural persons and trustsaifiral persons who are residents of Chautauqieagd Cattaraugus Counties, New York,
will have a purchase preference in any communitgrisfg. Shares may also be offered to the genenalig@ The community offering, if any, m
begin concurrently with, during or immediately aftee subscription offering. We also may offer gsanf common stock not purchased in the
subscription offering or the community offeringdligh a syndicate of broker-dealers in what is refeto as a syndicated community offering.

The syndicated community offering, if any, wouldrhanaged by Ryan Beck & Co., Inc. We have the tigliccept or reject, in our sole
discretion, any orders received in the communifgraig or the syndicated community offering.

If we receive subscriptions for more shares thatabe sold in this offering, we may be unabléltor partially fill your order. Shares
will be allocated first to categories in the suljsion offering under a formula outlined in the plaf reorganization and as described ifhe
Reorganization and Offerin.”

Minimum and Maximum Purchase Limitations

Our plan of reorganization establishes certaintlitions on the purchase of common stock in therioffe These limitations include the
following:

e The minimum purchase is 25 shares of common stouk;

» No individual may purchase more than $200,000 afroon stock (20,000 shares). If any of the followprggsons purchase stock, tt
purchases when combined with your purchases caxeeed $400,000 of common stock (40,000 sha

. Your spouse, or relatives of you or your spousgngj in your house;
. Companies, trusts or other entities in which youeha controlling interest or hold a managementtjposiand

. Other persons who may be acting together with ymelyding, but not limited to, persons who filedy a Schedule 13G or
Schedule 13D Beneficial Ownership Report with tleeBities and Exchange Commissic
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All persons sharing a qualifying joint deposit agebwill be counted as a single depositor for pggsoof determining the maximum
amount that may be subscribed for by an individaat], unless we determine otherwise, persons hélvengame address and persons exercising
subscription rights through qualifying accountsistgred to the same address will be subject t@tleeall purchase limitation.

A detailed discussion of the limitations on pura®sef common stock by an individual and persons@d¢bgether is set forth under the
caption “The Reorganization and Offering—Limitations on Puase of Share$

Subject to Office of Thrift Supervision approvalemnay increase or decrease the purchase limitatichg offering at any time. Our tax-
qualified benefit plans, including our employeecktownership plan, are authorized to purchase U@% of the shares sold in the offering plus
issued to the charitable foundation without regarthe above purchase limitations.

How to Purchase Shares of Common Stock

If you want to place an order for shares in thesstiption or community offering, you must complateoriginal stock order form and send
it to us together with full payment. Once we reegpour order, you cannot cancel or change it. Yay pay for shares in the subscription
offering or the community offering in the followingays:

» By personal check, bank check or money order maglalpe to Lake Shore Bancorp, Inc. Funds submityegersonal check must be
available in the account when the stock orderdeixed; or

* By authorizing us to withdraw from your deposit @agnt(s) maintained at Lake Shore Savings. You nmyanthorize direct
withdrawal from Lake Shore Savings checking or N@@¢ounts. Please submit a check instead. You noayever, authorize
withdrawal from all types of money market accoustsings accounts and certificates of dep:

Checks and money orders received by Lake Shoren@awill be cashed immediately and placed in aegggged account at Lake Shore
Savings or, or at our discretion at another insaiebsitory institution. We will pay interest onuydunds submitted by check or money order at
the rate we pay on our passbook savings accouats,the date we receive your funds until the offgfis completed or terminated. All funds
authorized for withdrawal from deposit accounts tigsavailable in the account when the stock ofalen is received. Funds will remain in the
accounts and continue to earn interest at the ggipé account rate and will be withdrawn upon catiph of the offering. A hold will be placed
on those funds when your stock order is receiveaking the designated funds otherwise unavailabi@toduring the offering period. If, as a
result of a withdrawal from a certificate accouhg balance falls below the minimum balance requémt, the remaining funds will earn interest
at our passbook savings rate. There will be ng/esgithdrawal penalty for withdrawals from certifteeaccounts used to pay for common stock.

Federal law prohibits us from knowingly loaning fisnto purchase shares in the offering. You maysunbtnit a check drawn on a Lake
Shore Savings line of credit. Additionally, caslirentransfers and third party checks may not battech You may submit your stock order form
by mail using the return envelope provided, by aigit courier to the indicated address on the stwdkr form, or by bringing your stock order
form to our Stock Information Center, located at administrative office (not our main banking offi;y Dunkirk). The Stock Information Cen
is located at 31 East Fourth Street,
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Dunkirk, New York. Stock order forms may not beideded to our main banking office in Dunkirk oraay Lake Shore Savings branches.

After we receive an order, the order cannot bekeslamr modified, except with our consent. We areraquired to accept copies or
facsimiles of stock order forms.

For a further discussion regarding the stock ordeprocedures, seeThe Reorganization and Offering — Procedure fordPiaising Shares
in the Subscription and Community Offeringys

Using Individual Retirement Account Funds

You may not authorize direct withdrawal from a L&{eore Savings individual retirement account. ki yash to use funds in your Lake
Shore Savings individual retirement account to pase shares of our common stock, please be avarietteral law requires that such funds
first be transferred to a self-directed retiremargount with a trustee other than Lake Shore Savifige transfer of such funds to a new trustee
takes time. If you would like to use your individuatirement account funds held at Lake Shore Smvor elsewhere, we recommend that you
contact our Stock Information Center promptly, prably at least two weeks before the March 16, 2ff#§ing expiration date, for assistance.
We cannot guarantee that you will be able to useement funds held at Lake Shore Savings or elsegytor this purchase. Your ability to use
these retirement funds may depend on time consdraimd, possibly, limitations imposed by the indial retirement account trustee.

Subscription Rights are Not Transferable

Pursuant to federal law, you are not permittedandfer or sell your subscription rights and wd &t to ensure that you do not do so. We
will not accept any stock orders that we beliewsine the transfer of subscription rights. For eHar discussion of subscription rights, sekht
Reorganization and Offerin— Subscription Offering and Subscription Riglits

Deadline for Orders of Common Stock

If you wish to purchase shares of common stockr ypooperly completed and signed stock order foogether with payment for the
shares, must beceived(not postmarked) no later than 11:00 a.m., Eastene, on March 16, 2006 unless we extend this dead|
Delivery of Prospectus

To ensure that you receive a prospectus at lealsod& before March 16, 2006, we may not mail peotyses any later than five days
before such date, or hand-deliver any prospectasssthan two days before that date. Stock orden$ may only be distributed with or
preceded by a prospectus.

Once Submitted, Your Purchase Order May Not Be Rev@d Unless the Offering is Terminated or Extended Byond April 30, 2006 or
We Amend the Offering Range Below 1,912,500 Shares Above 2,975,625 Shares.

Because completion of the offering will be subjiecén update of the independent appraisal, amdrey fdctors, there may be one or more
delays in the completion of the offering. Any orsléinat you submit to purchase shares of our constaunk in the offering are irrevocable, and
you will not have access to subscription funds ssbbe offering is terminated, or extended beyopd! 80, 2006 or we amend the offering
range as described above.
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Expiration of the Offering

The subscription offering will expire at 11:00 a.fBastern Time, on March 16, 2006. The communitgrafg, if any, is expected to
terminate at the same time. We may extend thisratiph date without notice to you, until April 32Q06. If the offering extends beyond
April 30, 2006, with Office of Thrift Supervisiorparoval, we will be required to resolicit subscriballowing them an opportunity to modify,
cancel or maintain their stock orders, before pedogy with the offering. Unless we receive an affitive response from an investor in a
designated period of time, all funds delivered ¢daipurchase shares of common stock in the offexill be returned promptly to the subscrik
with interest at Lake Shore Savings’ passbook ggviate, and deposit account withdrawal authoonativill be cancelled. In no event may we
extend the offering beyond August 9, 2007.

Steps We May Take If We Do Not Receive Orders fortd_east the Minimum Number of Shares

If we do not receive orders for at least 1,912 ,8l68@res of common stock in the subscription offerimg may take several steps in order to
sell the minimum number of shares of common staaké offering range.

Specifically, we may do one or a combination of fiblléeowing:

* make shares available to the public in a commusfigring;

» offer shares for sale through a syndicated commuffering;
* increase the maximum number of shares that sulessribhay purchase; and/or

» seek regulatory approval to extend the offeringamelythe March 16, 2006 expiration date, provided &my such extension beyond
April 30, 2006 will require us to resolicit subgmions received in the offering. If you do not resd, we will cancel your stock order
and return your subscription funds, with interasigl cancel any authorization to withdraw funds fygar deposit accounts for the
purchase of shares of common stc

Alternatively, we may terminate the offering, reting subscription funds with interest and cancetiegosit account withdrawal
authorizations.

Delivery of Stock Certificates

Certificates representing shares of common stolekisdhe offering will be mailed to the persondited to the certificates at the
certificate registration address noted by themhenstock order form as soon as practicable follgueionsummation of the offering and receip
all regulatory approvaldt is possible that, until certificates for the conmon stock are delivered to purchasers, purchasersight not be
able to sell the shares of common stock which theydered, even though the common stock will have beg trading.

Market for Common Stock

Our common stock will be quoted on the Nasdaq MatidMarket under the trading symbol “LSBK.” RyandBe& Co., Inc. currently
intends to become a market maker in our commorkskadg is under no obligation to do so, and wiliasus in obtaining additional market
makers. After shares of the common stock begirirtggadyou may contact a firm offering investmentaees in order to buy or sell shares.
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How We Intend to Use the Proceeds We Raise from thDffering

The following table summarizes how we intend tdrédisite the net proceeds from this offering, basedhe sale of shares at the minimum
and maximum of the offering range.

1,912,500 Share 2,587,500 Share
at $10.00 at $10.00
Per Share Per Share

(Dollars in thousands)

Gross offering proceec $ 19,12¢ $ 25,87t
Less: offering expenst 1,392 1,45:
Net offering proceed 17,73: 24,42
Less:
Proceeds contributed to Lake Shore Sav 8,867 12,211
Proceeds used for loan to the employee stock owipepan 1,59¢ 2,16z
Proceeds to Lake Shore, Mk 10C 10C
Proceeds remaining for Lake Shore Banc $ 7,16¢ $ 9,94¢

We may use the portion of the net proceeds thaloweot contribute to Lake Shore Savings to, amahgrahings, invest in securities, pay
cash dividends or repurchase shares of common,stabject to regulatory restrictions or for othengral corporate purposes. Lake Shore
Savings may use the portion of the proceeds thatéives to fund new loans, open or acquire namdires, invest in securities, expand its
business activities or for other general corpopatgoses. We may also use the proceeds of theraffer diversify our business and acquire
other companies, although we have no such speéits this time.

Due to the difficult economic environment in ournket area, it may take a significant amount of tfimreus to deploy the offering proces
to our best advantage. For example, due to intemsgpetition and market rates, our borrower demaay be limited. We plan to initially apply
the net proceeds we receive from the offering @lifjed investments in accordance with our invesitrpolicy. It is expected that the
investments will include asset-backed securitieateralized mortgage obligations, and mortghgek securities with terms that will range fr
one to four years in average lives and maturitiggouten years.

Directors and Executive Officers Intend to Subscrile for 89,600 Shares

Our directors and executive officers, together wlitsir associates, are expected to subscribe {608%hares of our common stock, which
represents 3.8% of the shares that would be sdltkinffering and 1.8% of the total shares to histanding at the midpoint of the offering
range, plus shares issued to our charitable foiorddDirectors and executive officers will pay $10 per share, as will everyone else who
purchases shares in the offering.

Lake Shore Bancorp’s Dividend Policy

After the reorganization, we intend to adopt a@obf paying regular cash dividends, but have mbtdecided on the amount or frequency
of payments or when payments, if any, may begiseBaipon our estimate of offering expenses and adsimptions described irPfo Forma
Data,” we expect to have between $17.7 million and $24illion in net proceeds, at the minimum and treximum of the offering,
respectively, that, subject to annual earningseauéénses, we could potentially use to pay dividends
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Possible Conversion of Lake Shore, MHC to Stock Faon

In the future, Lake Shore, MHC may convert from tmetual (meaning no stockholders) to capital sfockn of organization (fully-owned
by stockholders), in a transaction commonly knowm dsecond-step conversion.” In a second-steparsion, members of Lake Shore, MHC
(eligible depositors of Lake Shore Savings) wowdstdhsubscription rights to purchase common stodlaké Shore Bancorp, or its successor,
and our public stockholders would be entitled toh@nge their shares of common stock for an equakptage of shares of the stock holding
company resulting from the conversion. This peragatmay be adjusted to reflect any assets ownédksy Shore, MHC. As a result of the
second-step conversion, Lake Shore, MHC would ctmasgist and our public stockholders would ownragpnately the same percentage of
Lake Shore Bancorp as they owned immediately poidhe second-step conversion. As a result of argbstep transaction, our stock’s liquidity
would increase and we would have additional capitai could be used to facilitate business growtladdition, as a fully-converted stock
holding company, we would have greater flexibilitystructuring mergers and acquisitions. A secaeg@-sonversion would also eliminate the
anti-takeover effect inherent in the mutual holdomgnpany structure because Lake Shore, MHC wouldmger have voting control since it
would no longer exist.

We have no current plan to undertake a secondestepersion transaction. Any second-step convers@rsaction would require the
approval of holders of a majority of the outstamgdahares of our common stock (excluding sharesthelcake Shore, MHC) and approval of a
majority of the votes held by depositors of Lake@®hSavings.

Restrictions on the Acquisition of Lake Shore Banap, Inc. and Lake Shore Savings Bank

Federal regulations, as well as provisions conthinghe charter and bylaws of Lake Shore Savirggrict the ability of any person, firm
or entity to acquire Lake Shore Bancorp, Lake Sl8aeings, or their respective capital stock. Threstrictions include the requirement that a
potential acquirer of common stock obtain the paipproval of the Office of Thrift Supervision bedaacquiring in excess of 10% of the
outstanding capital stock of Lake Shore Bancorpake Shore Savings. Because a majority of our antbhg shares of common stock must be
owned by Lake Shore, MHC, any acquisition of Lake/® Bancorp must be approved by Lake Shore, MG Lake Shore, MHC would not
be required to pursue or approve a sale of LakeeSRancorp even if such a sale were favored byjarntaof our public stockholders.

Stock Information Center

If you have any questions regarding the offeringherreorganization, please call the Stock Inforoma€Center, toll-free, at (800) 8G#430.
You may also visit our Stock Information Center,ievhis located at our administrative office (not owain banking office). The Stock
Information Center is located at 31 East Fourtle@trDunkirk, New York. This is the only locatidmat will accept stock order forms and have
supplies of offering materials. The Stock InformatiCenter is open Monday through Friday, excepbéok holidays, from 10:00 a.m. to 4:00
p.m., Eastern Time.
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RISK FACTORS

You should consider carefully the following riskcfars before deciding whether to invest in our camratock. Our business could be harme:
any of these risks. In assessing these risks youldkalso refer to the other information contaiirethis prospectus, including our financial
statements and related notes.

Risks Related To Our Business

We Have Recently Opened New Branches And ExpecOpen Additional New Branches In The Near Future. ®ping New Branche:
Reduces Our Sho-Term Profitability Due To One-time Fixed Expens&@oupled With Low Levels Of Income Earned By The Bizhes Until
Their Customer Bases Are BuiltWe opened two new branches in Orchard Park andAfakerst, New York in 2003 and one more in Hamh
New York in December 2005. We intend to continuexpand through de novo branching. The expenseiassd with building and staffin
new branches will significantly increase our noeiest expense, with compensation and occupancy cosstituting the largest amount of
increased costs. Losses are expected from the gedpeew branch for some time as the expenses agsbuwiith it are largely fixed and is
typically greater than the income earned as a braodds up its customer base. Our managementrogescped that it will take approximately 36
to 48 months for the Hamburg branch to become tatai&. The branch we opened in East Amherst in 2008t yet profitable. We expect it to
be profitable by the end of 2006. All of our otlfiglt-service branches are individually profitablehere can be no assurance that our branch
expansion strategy will result in increased earsjimog that it will result in increased earningshaita reasonable period of time. We expect that
the success of our branching strategy will depangely on the ability of our staff to market thepdsit and loan products offered by us.
Depending upon locating acceptable sites, we gatieiopening one or two branches in each of thesexeral years.

Our Loan Portfolio Includes Loans With A Higher RlsOf Loss.We originate commercial mortgage loans, commeloais, consumer
loans, and residential mortgage loans primarilfhimiour market area. Commercial mortgage, commileigma consumer loans may expose a
lender to greater credit risk than loans securetkbiglential real estate because the collaterakriserthese loans may not be sold as easily as
residential real estate. In addition, commercial estate and commercial business loans may alstvimrelatively large loan balances to
individual borrowers or groups of borrowers. Thismns also have greater credit risk than residerg#d estate for the following reasons:

» Commercial Mortgage Loan&epayment is dependent upon income being gendragedounts sufficient to cover operating expenses
and debt service

» Commercial LoanRepayment is generally dependent upon the suctegsftation of the borrower’s business.

* Consumer Loangonsumer loans (such as personal lines of crediy) on may not be collateralized with assets thavige an
adequate source of payment of the loan due to diggian, damage, or los

Any downturn in the real estate market or our laxadnomy could adversely affect the value of thepeprties securing the loans or
revenues from the borrower’s business thereby asing the risk of non-performing loans. At thiseinmowever, there is no downturn in the
local economy or real estate market and we arawate of any adverse effects in property valudsusiness declines as a result of the local
economy.
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If Our Allowance For Loan Losses Is Not Sufficierto Cover Actual Loan Losses, Our Earnings Could Dease.Our loan customers
may not repay their loans according to their teamd the collateral securing the payment of theaedanay be insufficient to pay any remaining
loan balance. We therefore may experience sigmificg@n losses, which could have a material adveffeet on our operating results.

Material additions to our allowance for loan losats® would materially decrease our net income,thadharge-off of loans may cause us
to increase the allowance. We make various assangpéind judgments about the collectibility of ceard portfolio, including the
creditworthiness of our borrowers and the valuthefreal estate and other assets serving as calléde the repayment of many of our loans.
rely on our loan quality reviews, our experiencd aaor evaluation of economic conditions, among ofaetors, in determining the amount of
allowance for loan losses. If our assumptions ptovae incorrect, our allowance for loan losses matybe sufficient to cover losses inherent in
our loan portfolio, resulting in additions to ouloavance.

The high percentage of traditional real estatedaarour loan portfolio has been one of the mogeificant factors we have taken into
account in evaluating our allowance for loan losses provision for loan losses. If we were to fartincrease the amount of loans in our
portfolio other than traditional real estate loamns,may decide to make increased provisions far losses. In addition, bank regulators
periodically review our allowance for loan lossesl anay require us to increase our provision fonlmsses or recognize further loan charge-
offs, which may have a material adverse effectanfimancial condition and results of operationse ¥élieve that the current amount of
allowance for loan losses is sufficient to absaotierent losses in our loan portfolio.

Low Demand For Real Estate Loans May Lower Our Pitability. Making loans secured by real estate, including torur family and
commercial real estate, is our primary businesspaimdary source of revenue. If customer demanddat estate loans decreases, our profits
decrease because our alternative investments, qilsiraacurities, generally earn less income tha estate loans. Customer demand for loans
secured by real estate could be reduced due toaveaknomic conditions, an increase in unemployeedecrease in real estate values or an
increase in interest rates. For example, customeradd for loans secured by real estate has dedrzmear market area as a result of interest
rate increases during 2004 and 2005.

We Depend On Our Executive Officers And Key Persehfio Implement Our Business Strategy And Could Barmed By The Loss Of
Their ServicesWe believe that our growth and future successdefiend in large part upon the skills of our managgrteam. The competition
for qualified personnel in the financial servicedustry is intense, and the loss of our key persbonan inability to continue to attract, retain
and motivate key personnel could adversely affactaisiness. We cannot assure you that we wilbleta retain our existing key personnel or
attract additional qualified personnel. Although nsve an employment agreement with our PresidehCéuef Executive Officer that contains a
non-compete provision, the loss of the servicesnaf or more of our executive officers and key pengbcould impair our ability to continue to
develop our business strategy.

The Implementation Of Stock-Based Benefits Will Irease Our Future Compensation Expense And Reduce @arnings, And May
Dilute Your Ownership Interest In Lake ShorBancorp.We intend to adopt a stock option plan that withypde for grants to eligible officers,
directors and employees of options to purchase acamstock of up to 4.90% of the shares of commocokstwtstanding after the offering
(including shares issued to the Lake Shore Chégitabundation). We also intend to adopt a managéneengnition plan that will provide for
awards of common stock to eligible officers, diestand employees of up to 1.96% of the sharesrafiton stock outstanding after the offering
(including shares issued to The Lake Shore Chégitabundation). We will fund these plans throughei open market purchases, if permitted,
or from the issuance of authorized but unissued
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shares. These plans will increase our future afstsmpensating our officers and directors, thensaucing our earnings. In addition,
stockholders will experience a 1.9% reduction dutitin in ownership interest in the event newlydisd shares are used to fund restricted stock
awards and a 4.7% reduction or dilution in owngrshierest in the event newly-issued shares are tosfind the stock options.

After The Offering, Our Return On Equity Will Be Lew Compared To Other Companies. This Could Hurt TRdce Of Your Common
Stock.We will not be able to immediately deploy all okthew capital generated from this offering intohhigelding earning assets, and due to
the difficult economic environment in our marke¢ardeployment of the new capital may take a sigamf amount of time. For example, due to
intense competition and market rates, our borraeenand may be limited. Our ability to leverage mew capital profitably will be significantly
affected by industry competition for loans and dgtso Initially, we intend to invest the net prodeén short-term investments and mortgage-
backed securities, which generally have lower we¢lihn loans. This will reduce our return on averaguity to a level that will be lower than
historical ratios.

Our Ability To Grow May Be Limited If We Cannot Mak Acquisitions.In an effort to fully deploy the capital we raisethe offering, we
intend to seek to expand our banking franchiserially and by acquiring other financial institut®or branches and other financial services
providers. However, we have no specific plans fqgramsion or acquisitions at this time. Our abitiiygrow through selective acquisitions of
other financial institutions or branches will dedean successfully identifying, acquiring and intgrg those institutions or branches. We ca
assure you that we will be able to generate integrawth or identify attractive acquisition candids, make acquisitions on favorable terms or
successfully integrate any acquired institutionbranches.

Risks Related To The Offering

There Can Be No Assurance Of An Active And Liquidavket For Our Common StockAs a mutual institution, Lake Shore Savings has
never issued capital stock. We have received apptovhave Lake Shore Bancorp’s common stock quotetthe Nasdag National Market under
the symbol “LSBK” subject to the completion of ttemrganization and offering and compliance withittigal listing qualifications. An active
trading market depends on the existence of willingers and sellers, the presence of which is nibtinvour control. The number of active
buyers and sellers of the common stock at anyqudati time may be limited. Under such circumstanges could have difficulty selling your
shares on short notice and, therefore, you shatldiew the common stock as a short-term investmafet cannot assure you of an active
trading market for the common stock. Nor can weigsgou that, if you purchase shares, you will ble #o sell them at or above $10.00 per
share, or at all.

Our Management Will Have Substantial Discretion Qvievestment Of The Offering Proceeds And May Makesestments With Whict
You DisagreeThe net offering proceeds are estimated to raraa $17.7 million to $24.4 million at the minimumdathe maximum of the
offering range, respectively, and management irgde¢adise these funds for general business purpgisésy management substantial discretion
over their investment. You may disagree with ingestts that management makes. Selew We Intend to Use the Proceeds From the
Offering.”

Our Charter, Bylaws And Certain Laws And RegulatistMay Prevent Transactions You Might Favor, Incluty A Sale Or Merger Of
Lake Shore BancorpProvisions of our Charter and Bylaws, federal rajohs and various other factors may make it mdfeult for
companies or persons to acquire control of us wittiee consent of our Board of Directors. It isgibke, however, that you would want a
takeover attempt to succeed because, for exampleeatial buyer could offer a premium over thentipeevailing price of our common stock.
The factors that may discourage takeover attemptsake them more difficult include:
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» Office of Thrift Supervision regulation®©ffice of Thrift Supervision regulations prohibiitr three years following the completion of a
mutual-to-stock conversion, the offer to acquireha acquisition of more than 10% of any classopiity security of a converted
institution without the prior approval of the Offiof Thrift Supervision. In addition, the Office ©hrift Supervision has required, as a
condition to approval of the conversion, that L&t®re Savings maintain a federal thrift charterafgeriod of three year

» Charter, Bylaws and statutory provisionBrovisions of our Charter and Bylaws and of Feldiew may make it more difficult and
expensive to pursue a takeover attempt that managteopposes. These provisions also make more wliffite removal of our current
directors or management, or ielection of new directors. These provisions inclt

. limitations on voting rights of the beneficial owsef more than 10% of our common stock;
. supermajority voting requirements for certain bassmicombinations and changes to certain provigibaar Charter and Bylaw
. the election of directors to staggered terms dddhyrears; and

. provisions regarding the timing and content of kkmider proposals and nominations.

Risks Related to the Formation of Our Charitable Faindation

The Contribution To The Lake Shore Charitable Fouaton Will Hurt Our Profits For Fiscal Year 2006 Ad Dilute Your Ownershif
Interest.We intend to contribute 2% of the shares of our mam stock issued in the reorganization to The L3lkere Charitable Foundation.
This contribution will be an additional operatingpense and will reduce net income during the figealr in which The Lake Shore Charitable
Foundation is established, which is expected tthbeyear ending December 31, 2006. Based on thiopra assumptions, the contribution to
The Lake Shore Charitable Foundation would red@tesarnings by $615,000 at the midpoint of theraftg after tax, in fiscal year 2006. In
addition, purchasers of shares in the offering héle their ownership and voting interests diluigdip to 4.3% at the close of the offering when
we contribute the shares of our common stock tolTdke Shore Charitable Foundation. For a furthecutision regarding the effect of the
contribution to the charitable foundation, sderd Forma Data”and“Comparison of Valuation and Pro Forma Informatidiith and Without
the Charitable Foundatior.

Our Contribution To The Lake Shore Charitable Foumadion May Not Be Tax Deductible, Which Could Hurt® Profits. We believe
that our contribution to The Lake Shore Charitdidendation, valued at $1.0 million at the midpahthe offering, pre-tax, will be deductible
for federal income tax purposes. However, we dohaet any assurance that the Internal Revenuecsemiil grant tax-exempt status to the
charitable foundation. If the contribution is n&ddictible, we would not receive any tax benefibfritne contribution. In addition, even if the
contribution is tax deductible, we may not havdisignt profits to be able to use the deductiomyful

Risks Related To The Banking Industry

Competition In Our Primary Market Area May Reduceud Ability To Attract And Retain Deposits And Origate LoansWe operate in
a competitive market for both attracting depositsich is
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our primary source of funds, and originating loasstorically, our most direct competition for sags deposits has come from credit unions,
community banks, large commercial banks and thriftitutions in our primary market area. Particlylan times of extremely low or extremely
high interest rates, we have faced additional figamt competition for investors’ funds from brokge firms and other firms’ short-term money
market securities and corporate and governmentiiesuOur competition for loans comes principdbgm mortgage brokers, commercial
banks, other thrift institutions, and insurance pamies. Such competition for the origination ofleanay limit our future growth and earnings
prospects. Competition for loan originations anga$éts may limit our future growth and earningsgmects.

Changes In Interest Rates Could Adversely Affectr@Results Of Operations And Financial Conditio©Our results of operations and
financial condition are significantly affected blyanges in interest rates. Our results of operatiepend substantially on our net interest incc
which is the difference between the interest incemmed on our interest-earning assets and theegttexpense paid on our interest-bearing
liabilities. Increases in interest rates may desedaan demand and make it more difficult for basecs to repay adjustable rate loans.

We also are subject to reinvestment risk associattdchanges in interest rates. Changes in inteatss may affect the average life of
loans and mortgage-related securities. Decreadateiest rates can result in increased prepaynoéiégins and mortgage-related securities, as
borrowers refinance to reduce borrowing costs. Utitkse circumstances, we are subject to reinvestrisk to the extent that we are unable to
reinvest the cash received from such prepaymemtges that are comparable to the rates on exikiangs and securities.

Our earnings may be adversely impacted by an isergsinterest rates because the majority of derést-earning assets are long-term,
fixed rate mortgage-related assets that will nptioe as long-term interest rates increase whiteapority of our interest-bearing liabilities are
expected to reprice as interest rates increaseefdie, in an increasing interest rate environmeut,cost of funds is expected to increase more
rapidly than the yields earned on our loan porfalind securities portfolio. An increasing rate emwinent is expected to cause a narrowing of
our net interest rate spread and a decrease inebimterest income.
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FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statememltsch can be identified by the use of such waslestimate, project, believe, intend,
anticipate, plan, seek, expect and similar expoassiThese forward-looking statements include:

» statements of our goals, intentions and expectstion

» statements regarding our business, plans, prosmgotsth and operating strategies;
» statements regarding the asset quality of our &mahinvestment portfolios; and

» estimates of our risks and future costs and bemnefit

These forward-looking statements are subject toifstgnt risks, assumptions and uncertainties udirlg, among other things, the
following important factors that could affect thetwal outcome of future events:

» significantly increased competition among deposgitond other financial institutions;

» inflation and changes in the interest rate envirentithat reduce our margins or reduce the fairevafifinancial instruments;
» general economic conditions, either nationallyrooiir market areas, that are worse than expected;

» adverse changes in the securities markets;

» legislative or regulatory changes that adverseiycabur business;

» our ability to enter new markets successfully alatadvantage of growth opportunities;

» changes in consumer spending, borrowing and satiabgs;

» changes in accounting policies and practices, gshmadopted by the bank regulatory agencies an#itrancial Accounting
Standards Board; ar

e changes in our organization, compensation and hiquiefs.

Because of these and other uncertainties, our ldctwae results may be materially different fronetresults indicated by these forward-
looking statements. We discuss these and othertaimties in “Risk Factors' beginning on page 24.
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SELECTED FINANCIAL AND OTHER DATA

The summary information presented below at Decer@beP004 and 2003 and for the years ended Dece®ih@004, 2003 and 2002 is
derived in part from and should be read in conjmmctvith the financial statements of Lake ShoreiSgs and the notes thereto presented
elsewhere in this prospectus. The information atdbeber 31, 2002, 2001 and 2000 and for the yealsdeDecember 31, 2001 and 2000 is
derived from the audited financial statements déd_8hore Savings which are not included herewitte iiformation at September 30, 2005 and
for the nine months ended September 30, 2005 addl BGderived from unaudited financial data buthie opinion of management, reflects all
adjustments necessary for a fair presentationeofabults for such periods. All such adjustmengsodia normal and recurring nature. The results
for the nine month period ended September 30, 20050t necessarily indicative of the results thay be expected for the entire year.

2005 2004 2003 2002 2001 2000
(Unaudited) (Dollars in thousands)

Selected financial condition data
Total asset $ 334,07 $329,84: $303,51: $238,05¢ $214,08t $201,75¢
Loans, ne 202,417 199,52¢ 187,13t 156,74( 144,60( 128,99:
Securities available for sa 96,42( 99,17( 83,027 52,22¢ 41,93¢ 46,89:
Securities held to maturi 2,29¢ 2,35¢ 371 76E 1,11¢ 1,43:
Federal Home Loan Bank sto 2,50¢ 2,70¢ 2,167 1,42( 1,16z 1,03«
Total cash and cash equivale 15,48: 11,577 16,75: 16,23¢ 14,26¢ 13,41¢
Total deposit: 251,57¢ 243,55 230,49* 195,09 182,06t 172,06:
Shor-term borrowings 9,42¢ 11,72t 11,80( 4,00t 1,11¢ 47E
Long-term debt 40,66( 42,26( 31,53t 11,53¢ 5,54( 6,66¢
Total equity 27,73 26,91¢ 24,947 23,94 21,70¢ 19,40¢
Allowance for loan losse 1,267 1,28¢ 1,29: 1,217 924 797
Non-performing loan: 1,001 792 1,052 1,40¢ 1,402 88C
Non-performing asset 1,19¢ 932 1,50¢ 1,52( 1,481 881

For the nine months

ended September 30, For the year ended December 3:

2005 2004 2004 2003 2002 2001 2000

(Unaudited) (Dollars in thousands)

Selected operating data
Interest incom $11,84¢ $10,87F $14,74:. $12,78( $13,18. $14,21¢ $13,86:
Interest expens 4,651 3,90: 5,33: 4,69¢ 4,94¢ 7,052 6,86(
Net interest incom 7,195 6,97 9,412 8,08¢ 8,23¢ 7,162 7,002
Provision for loan losse 20 207 267 34t 36C 32t 201
Net interest income after provision for loan los 7,17¢ 6,76¢ 9,14¢ 7,741 7,87¢ 6,837 6,801
Total nor-interest income 1,401 1,37¢ 1,87¢ 1,72¢ 1,64¢ 1,82(C 1,33¢
Total nor-interest expens 6,12¢ 5,86¢ 7,93¢ 7,21¢ 6,201 5,57¢ 5,44¢
Income before income tax 2,447 2,27¢ 3,081 2,251 3,321 3,081 2,691
Income taxe: 8732 68< 90z 744 1,08¢ 1,01¢ 89¢
Net income $157¢ $ 1591 $2,17¢ $ 1507 $2,23¢ $ 2,06 $ 1,79:

At
September 3C

At December 31,
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For the nine

months ended

September 30, For the year ended December 3:

2005 2004 2004 2003 2002 2001 2000
Selected financial ratios and other data(1
Performance ratios:
Return on average ass 0.64% 0.67% 0.6% 0.58% 1.0(% 0.9% 0.92%
Return on average equi 7.62% 8.32% 8.45% 6.24% 9.9 10.31% 10.92%
Interest rate spread( 2.95% 3.03% 3.02% 3.1&% 3.68% 3.25% 3.5&%
Net interest margin(z 3.1(% 3.14% 3.15% 3.3% 3.95% 3.7(% 3.91%
Efficiency ratio(4) 713(% 70.2% 70.3% 73582 62.7% 62.0& 65.3%
Non interest expense to average total as 2.47% 2.47% 2.4% 2.7¢% 2.71% 2.61% 2.8(%
Average interest-earning assets to average intbegstng
liabilities 107.3¢% 106.09% 106.3"% 107.4% 111.2"% 112.4(% 108.6%

Capital ratios:
Total risk-based capital to risk weighted ass 16.7% 16.01% 16.3% 16.31% 18.4% 17.84% 15.51%
Tier 1 risk-based capital to risk weighted ass 15.71% 14.829% 15.1&% 15.1% 17.1% 16.7"% 14.41%
Tangible capital to tangible ass 8.32% 7.7%% 7.9% 7.91% 9.5€6% 9.5%% 9.12%
Tier 1 leverage (core) capital to adjustable talegasset: 8.32% 7.7%% 7.9% 7.91% 9.56% 9.5%% 9.12%
Equity to total asse! 8.3(% 7.9%% 8.1t% 8.22% 10.0% 10.1% 9.62%
Asset quality ratios:
Non-performing loans as a percent of loi 0.4% 0.54% 0.4(% 0.56% 0.9(% 0.97% 0.6&%
Non-performing assets as a percent of total as 0.36% 0.35% 0.2&% 0.5(% 0.64% 0.6% 0.44%
Allowance for loan losses as a percent of totaloests 0.62% 0.71% 0.65% 0.6% 0.7¢% 0.64% 0.62%
Allowance for loan losses as a percent of-performing loan: 126.5% 131.8% 162.69% 122.9% 86.4% 65.9% 90.5%
Other data:
Number of full service office 7 7 7 7 5 5 5

(1) Nine month ratios have been annualiz

(2) Represents the difference between the weightedage yield on interest-earning assets and tighteel-average cost of interest-bearing
liabilities for the period

(3) The net interest margin represents the net intérestme as a percent of average intearning assets for the peric
(4) The efficiency ratio represents r-interest expense divided by the sum of net intenestme and nc-interest income
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RECENT DEVELOPMENTS

The summary information presented below at orlierytear ended December 31, 2004 is derived infiwant and should be read in
conjunction with the financial statements of Lake& Savings and the notes thereto presented edsewhthis prospectus. The information at
December 31, 2005 is derived from preliminary uriadfinancial data since the 2005 annual finansialements have not yet been completed.
But, in the opinion of management, this informatiefiects all adjustments necessary for a fairgmestion of the results for such periods. All
such adjustments are of a normal and recurring@atu

At December 31,

2005 2004
(Unaudited) (Dollars in thousands
Selected financial condition data
Total asset $333,73: $ 329,84
Loans, ne 206,16¢ 199,52!
Securities available for sa 94,08: 99,17(
Securities held to maturii 2,27¢ 2,35¢
Federal Home Loan Bank sto 2,71¢ 2,70¢
Total cash and cash equivale 12,05: 11,571
Total deposit: 250,89( 243,55¢
Shor-term borrowings 11,20¢ 11,72¢
Long-term debt 37,48( 42,26(
Total equity 28,00: 26,91t
Allowance for loan losse 1,232 1,28¢
Non-performing loan: 1,361 792
Non-performing asset 1,441 932

For the year ended December 3:

2005 2004
(Unaudited) (Dollars in thousands
Selected operating data
Interest incom: $ 15,95¢ $ 14,74
Interest expens 6,42¢ 5,332
Net interest incom 9,53( 9,41z
Provision for loan losse 20 267
Net interest income after provision for loan los 9,51( 9,14¢
Total nor-interest incom 1,847 1,87¢
Total nor-interest expens 8,342 7,93¢
Income before income tax 3,01t 3,081
Income taxe: 952 90z
Net income $ 2,062 $ 2,17¢
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For the Year Ended
December 31,

2005 2004
(Unaudited)
Selected financial ratios and other dat:
Performance ratios:
Return on average ass 0.6%% 0.6&%
Return on average equi 7.47% 8.45%%
Interest rate spread( 2.9% 3.02%
Net interest margin(z 3.0% 3.15%
Efficiency ratio(3) 73.3% 70.3%
Non interest expense to average total as 2.52% 2.4%
Average intere-earning assets to average inte-bearing liabilities 107.5%  106.3%
Capital ratios:
Total risk-based capital to risk weighted ass 17.06% 16.3%
Tier 1 risk-based capital to risk weighted ass 16.0(% 15.1¢%
Tangible capital to tangible ass 8.47% 7.9%
Tier 1 leverage (core) capital to adjustable talegasset: 8.47% 7.9%
Equity to total assel 8.3%% 8.1€%
Asset quality ratios:
Non-performing loans as a percent of total net Ic 0.6€% 0.4(%
Non-performing assets as a percent of total a 0.43% 0.28%
Allowance for loan losses as a percent of totaloests 0.6(% 0.65%
Allowance for loan losses as a percent of-performing loan: 90.52%  162.69%
Other data:

Number of full service office 8 7

(1) Represents the difference between the weightedage yield on interest-earning assets and tighteel-average cost of interest-bearing
liabilities for the period

(2) The net interest margin represents the net int@restme as a percent of average inte-earning assets for the peric
(3) The efficiency ratio represents r-interest expense divided by the sum of net inténestime and nc-interest income

The following table provides information with regpéo our nonperforming assets at the dates indicated. We dithanee any troubled de
restructurings at the dates presented.

At At At
December 31 September 3C December 31
2005 2005 2004

(Dollars in thousands)

Loans past due 90 days or more but still accr $ 92¢ $ 617 $ 65C
Nonaccrual loan 43¢ 384 142
Total nonperforming loar $ 1,361 $ 1,001 $ 792
Foreclosed real ests 86 19z 14C
Total nonperforming asse $ 1,44 $ 1,19 $ 932
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Comparison of Financial Condition at December 31, @5 and December 31, 2004

Total assets at December 31, 2005 were $333.7omiléin increase of $3.9 million from $329.8 milliahDecember 31, 2004. The incre
in total assets is predominantly the result oframméase in loans receivable and premises and equipuifset by a decrease in investment
securities.

Our cash and cash equivalents increased by $4760RIR2.1 million at December 31, 2005, from $1rhiBion at December 31, 2004.
This is due to an increase of $3.7 million in casd due from banks from $7.2 million at December28D4 to $10.9 million at December 31,
2005, offset by a decrease in our Federal funds&o$2.0 million and a decrease in interest bepgi@posits of $1.2 million. All of our cash and
cash equivalent balances reflect our liquid funold they are deployed into lending or investmesttigities.

Investment securities decreased by $5.2 milliopa®.1 million at December 31, 2005 from $104.2 ignilat December 31, 2004. More
specifically, investment securities available falesdecreased by $5.1 million to $94.1 million &cBmber 31, 2005 as compared to $99.2
million at December 31, 2004. The decrease ishattable to the proceeds from investment payoffadgpesed to paydown our borrowings at the
Federal Home Loan Bank of New York, instead of he#invested.

Loans receivable, net increased by $6.6 millioa total of $206.2 million at December 31, 2005 fr$199.5 million at December 31,
2004. Residential mortgage loans increased $6libmib a total of $148.2 million at December 3008 in comparison to $142.2 million at
December 31, 2004. Commercial real estate loameased by $1.5 million from December 31, 2004 todbeber 31, 2005 while home equity
loans increased by $182,000. Mortgage loans andnzomial real estate loans represented 71.9% afd, 8e5pectively, of the loan portfolio at
December 31, 2005. Deferred loan fees increase&k?B,000 from $891,000 at December 31, 2004 to $illlibn at December 31, 2005 due to
an increase in our loan volume. The allowancedanllosses decreased slightly by $56,000 duringdhied from December 31, 2004 to
December 31, 2005. The remainder of the portfadiasists of commercial, consumer and constructiango

Deposits grew by $7.3 million, or 3.0%, to $250.8lion at December 31, 2005, as compared to $248l&n at December 31, 2004,
primarily due to increased time deposit levels.

Our borrowings, consisting of advances from thedraidHome Loan Bank of New York, decreased by $&lBon from $54.0 million at
December 31, 2004 to $48.7 million at December28D5. We have used these funds as a source diitigfior loans and investment securities.
The use of such funds has been particularly impbttaour management of our interest rate risk ahawe been able to lock in longerm rate:
with such borrowings.

Total equity increased by $1.1 million from $26.9lion at December 31, 2004 to $28.0 million at Betber 31, 2005. The increase in
total equity was primarily due to net income of$illion for the year ended December 31, 2005aiflsy changes in the mark-to-market value
of our available for sale investment securitiestfar year ended December 31, 2005.

34



Table of Contents

Comparison of Results of Operations for the Years BEded December 31, 2005 and 2004

General.Net income was $2.1 million for the year ended Dalzer 31, 2005, a decrease of $117,000 or 5.4%, amdpvith net income
$2.2 million for the year ended December 31, 2004.

Net Interest IncomeNet interest income increased by $118,000, or 1t8%9.5 million for the year ended December 3D328s
compared to $9.4 million for the year ended Decam3fie 2004. This increase reflects increased isténeome of $1.2 million for the year
ended December 31, 2005, partially offset by anease in interest expense of $1.1 million.

Interest Income Interest income increased $1.2 million, or 8.2%nfr$14.7 million for the year ended December 3042® $15.9 milliol
for the year ended December 31, 2005. Approxim&#681,000 of this increase was attributable tongreiase in interest on loans, the average
balance of which increased by $7.2 million overybar and had an average yield of 5.88% in 20@®agared to an average yield of 5.74% in
the prior year. $480,000 of the increase was atiifile to an increase from interest on investmeatigties, the average balance of which
increased by $5.5 million over the year and hadwarage yield of 3.96% in 2005 as compared to ana@e yield of 3.69% in the prior year.

Interest Expenselnterest expense increased by $1.1 million, or Z0.5om $5.3 million for the year ended DecemberZi04 to $6.4
million for the year ended December 31, 2005. Titerest paid on deposits increased by $842,000 $&.n million for the year ended
December 31, 2004 to $4.5 million for the year eéhBecember 31, 2005. This was due to an increafeiaverage yield paid on interest-
bearing deposits over the year of 0.58% and amase in the average balance of interest-bearingsidsf $5.2 million over the year. The
interest expense related to advances from the &eldeme Loan Bank of New York increased by $231,f36th $1.6 million for the year ended
December 31, 2004 to $1.8 million for the year ehBecember 31, 2005 due to increased borrowintgweadteginning of 2005.

Provision for Loan Lossedror the year ended December 31, 2005, the provisioloan losses was $20,000, a decrease as cothiuatiac
provision for loan losses for the prior year whiehs $267,000. Despite growth in our loan portfaliw an increase in the percent of
nonperforming loans to total net loans, we were &bldecrease the provision for loan losses basékeoquality of our loan portfolio and the
adequacy of reserves already in place.

We establish provisions for loan losses, whichcii@ged to operations, in order to maintain thewadince for loan losses at a level
management considers necessary to absorb prolpahlegd credit losses in the loan portfolio. Theoant of the allowance is based on estim
and the ultimate losses may vary from such estisnagemore information becomes available or latents/occur. Management assesses the
allowance for loan losses on a quarterly basismaakles provisions for loan losses in order to mairitee adequacy of the allowance.

Non-interest IncomeFor the year ended December 31, 2005, non-intaresine, which is a total of service charges and,faet gains or
losses on sales of available-for-sale securitieil@ans, as well as other income, not includingriest and dividends, totaled $1.8 million, which
was a decrease of $28,000 in comparison to thesponding period in the prior year.

Non-interest ExpensdNon-interest expense increased $403,000 from $7.9amifbr the year ended December 31, 2004 to $8.[Bomilor
the year ended December 31, 2005. Non-interestnsepi@cludes the expense of salaries and empl@resfits, occupancy and equipment costs,
data processing and other items not related toresgseon deposits or borrowings. The increase iAmenest expense was attributable in large
part to a loss expense recorded as a result ofekdtiting matter involving one of our customerbkeTotal loss recorded was $188,000. This
situation is an isolated incident. Our
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advertising expenditures increased $107,000, @t%band our professional service expenditures asme $95,000, or 23.2%. Advertising
expense increased due to continuing efforts toiwloame recognition in the Erie County, New Yorkrked area, where we have opened three
branches in the last two years. Professional seexpenditures increased as a result of outsouazinpack-office check processing operations
to a third-party processor during 2005. These m&es were offset by a decrease in salaries andgegbenefits expense of $96,000, or 2.2%.
The decrease in salaries and employee benefitslwato a new health care plan that was introdugedit employees during 2005.

Income Tax Expensencome tax expense increased by $51,000 from $90Zdr the year ended December 31, 2004 to $953@0be
year ended December 31, 2005. The increase idyaagebuted to a decrease in our New York Statedredits in 2005, as compared to 2004.
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HOW WE INTEND TO USE THE PROCEEDS FROM THE OFFERING

The net proceeds will depend on the total numbehafes of common stock sold in the offering, whiglin turn depend on RP
Financial’s appraisal, regulatory and market comisitions, and the expenses incurred in connectitimtiae reorganization and offering.
Although we will not be able to determine the athet proceeds from the sale of the common stotikwa complete the offering, we estimate
the net proceeds to be between $17.7 million add4$aillion, or $28.3 million if the offering is areased by 15%.

We intend to distribute the net proceeds from fifierimg as follows:

2,975,625 Shares ¢

1,912,500 Shares ¢ 2,250,000 Shares ¢ 2,587,500 Shares ¢ $10.00 per Share
$10.00 per Share $10.00 per Share at $10.00 per Share at Adjusted
at Minimum of Midpoint of at Maximum of Maximum of
Offering Range Offering Range Offering Range Offering Range
Percent Percent Percent Percent
of Net of Net of Net of Net
Proceed: Proceed: Proceed: Proceed:
Amount Amount Amount Amount

(Dollars in thousands)

Gross offering proceec $19,12¢ $22,50( $25,87¢ $29,75¢
Less:
Estimated commissions and exper 217 247 27¢ 314
Other estimated offering expens 1,17¢ 1,17¢ 1,17¢ 1,17¢
Total estimated offering expens 1,392 1,422 1,45:% 1,48¢
Net offering proceed 17,737 100.(% 21,07¢ 100.(% 24,42: 100.(% 28,267 100.(%
Less:
Proceeds contributed to Lake Shore Sav 8,861 50.(% 10,53¢ 50.(% 12,21 50.(% 14,13 50.(%
Proceeds used for loan to employee stock ownership
plan 1,59¢ 9.C% 1,88( 8.8% 2,162 8.9% 2,48¢ 8.8%
Proceeds used to capitalize Lake Shore, M 10C 0.€% 10C 0.5% 10C 0.4% 10C 0.4%
Proceeds retained by Lake Shore Bant $ 7,16¢ 40.2% $ 8,55¢ 40.6% $ 9,94¢ 40.7% $11,54° 40.8%

The net proceeds may vary because total expensgingeo the reorganization and offering may beenar less than our estimates. For
example, our expenses would increase if a syndicaenmunity offering is used to sell shares notpased in the subscription offering and
community offering. The net proceeds will also vidhe number of shares to be sold in the offedng adjusted to reflect a change in the
estimated pro forma market value of Lake Shore Bgmd®ayments for shares made through withdrawais £xisting deposit accounts will not
result in the receipt of new funds for investmeuit Wwill result in a reduction of Lake Shore Savingsposits and interest expense as funds are
transferred from interest bearing certificates gbasit or other deposit accounts.
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How We May Use The Proceeds We Retain From The Ofieg
The net proceeds raised in the offering will allosvto:
* invest in permissible investment securities;

» finance acquisitions of other financial institutioand branches or other businesses related tacfalaervices, although no mergers or
acquisitions are planned at the present t

» pay dividends to our stockholders;
» repurchase shares of our common stock;
« fund management and employee stock benefit plans; a

» have capital for general corporate purposes.

Under current Office of Thrift Supervision regutais, we may not repurchase shares of our commoh dtaing the first year following
the offering, except when extraordinary circumseanexist and with prior regulatory approval.

The net proceeds raised in the offering will alloske Shore Savings to better serve the needs afamuamunity by:

« funding increased residential and commercial legidrarticularly in Erie County, New York;

» potentially expanding the products and servicesriitently offers;

« expanding its retail banking franchise by estalrighhew branches or by acquiring other financiatitntions or financial services
companies, although no acquisitions are specifidsing considered at this time; a

* investing in the physical structures of our corpemffice, branch offices and ATMs.

Due to the difficult economic environment in ournket area, it may take a significant amount of ttmeleploy the net offering proceed:
our best advantage. For example, due to intens@etition and market rates, our borrower demand beaymited. Initially, both Lake Shore
Bancorp and Lake Shore Savings intend to inveshétigoroceeds from the offering in short-term inrents and mortgage-backed and asset-
backed securities until these proceeds can be geplior other purposes discussed above.

OUR POLICY REGARDING DIVIDENDS

After consummation of the reorganization and offgriwe intend to pay dividends depending upon apital structure, earnings and
financial condition, need for capital in connectisith possible future acquisitions, and other fastincluding economic conditions, regulatory
restrictions, and tax considerations. No assuracaede given that any dividends will be paid attlif paid, will not be reduced or eliminatec
the future.
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If we pay dividends, we also will be required ty plvidends to Lake Shore, MHC. Pursuant to Offi€d hrift Supervision regulations,
Lake Shore, MHC may elect to waive the receiptividénds. We anticipate that Lake Shore, MHC witlive receipt of any dividends that we
may pay. Any decision to waive dividends will béogct to regulatory approval. Under Office of Thi®upervision regulations, public
shareholders would not be diluted in a “second-stapversion” transaction by Lake Shore, MHC assalteof any dividends waived by Lake
Shore, MHC.

The only funds available for the payment of divideron our common stock will be cash and cash etgrit&held by us, earnings from the
investment of proceeds from the sale of commorkstet@ined by us, dividends paid by Lake Shore i&/to us, and borrowings. Lake Shore
Savings will be prohibited from paying cash dividerio us to the extent that any such payment waddce Lake Shore Savings’ capital below
required capital levels. SeeThe Reorganization and Offering—Effects of Reoion on Deposits, Borrowers and Members—Effect on
Liquidation Rights.”

Pursuant to our charter, we are authorized to ipseferred stock. If we issue preferred stock hblelers of the preferred stock may have
dividend preferences over the holders of commocksto

Lake Shore Savings’ ability to pay dividends w#l governed by the Home Owners’ Loan Act and thelegipns of the Office of Thrift
Supervision. Under such statute and regulatiohgj\atiends by a federal savings bank must be patdbf current or retained net profits. In
addition, the prior approval of the Office of Thr8upervision is required for the payment of adi#vid if the total of all dividends declared by a
federal savings bank in any calendar year woul@eddhe total of its net profits for the year conglai with its net profits for the two preceding
years, less any required transfers to surplusfond for the retirement of any preferred stock.

MARKET FOR THE COMMON STOCK

We have not previously issued any capital stockthatk is no established market for our commonkstdte have received approval to
have our common stock quoted on the Nasdaq NatMagtet under the symbol “LSBK” subject to compdetiof the offering, and in
compliance with certain conditions, including thregence of at least three registered market malRges1 Beck & Co., Inc. intends to become a
market maker in our common stock following the dffg, but is under no obligation to do so. RyaniB&cdCo., Inc. also plans on assisting us to
obtain other market makers for our common stock.caf@mot assure you that other market makers wileatp make a market in our common
stock, or that if any market develops it can oil s sustained.

The development and maintenance of an active tgadizrket depends on the existence of willing bugeis sellers, the presence of which
is not within our control or that of any market reakThe number of active buyers and sellers ottiremon stock at any particular time may be
limited. Under such circumstances, you could haffeedlty selling your shares on short notice atftgrefore, you should not view the common
stock as a short-term investment. We cannot agsur¢hat an active trading market for the commalswill develop or that, if it develops, it
will continue. Nor can we assure you that, if yaughase shares, you will be able to sell them abowe $10.00 per share. You should have a
long-term investment intent if you purchase shafesur common stock and you should recognize tiextet may be a limited trading market in
our common stock.
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REGULATORY CAPITAL COMPLIANCE

At September 30, 2005, Lake Shore Savings excesltiegbulatory capital requirements. Set forth bels a summary of our capital
computed under accounting principles generally pieckin the United States of America (“GAAP”) anat compliance with regulatory capital
standards at September 30, 2005, on a historichpemforma basis under Office of Thrift Supervisi@gulations. We have assumed that the
indicated number of shares were sold as of SepteBihe2005 and that Lake Shore Savings received &0¥e net proceeds from the offering.
For purposes of the table below, the amount exgeotbe loaned to the employee stock ownership @fehthe cost of shares expected to be
acquired by the management recognition plan and tesfind a stock option plan is deducted fromfprona regulatory capital. For a discussion
of the capital requirements applicable to Lake 8i#avings, seeRegulation—Regulation of Federal Savings AssociatieCapital
Requirement.”

Pro Forma at September 30, 200

Maximum,

Minimum Midpoint Maximum as adjusted

1,912,500 2,250,000 2,587,500 2,975,625

shares at shares at shares at shares at

Actual, As of $ 10.00 $ 10.00 $ 10.00 $ 10.00

September 30, 2005 per share per share per share per share(1)

Percent Percent Percent Percent Percent

of of of of of

Amount  Assets(2 Amount  Assets(2 Amount  Assets(2 Amount  Assets(2 Amount  Assets(2
(Dollars in thousands)

Total GAAP Equity $27,73: 8.2% $34,161 9.97% $35,411 10.2% $36,65¢ 10.6(% $38,08: 10.9€%
Tangible Capital (3 $27,84¢ 8.32% $34,28: 10.0(% $35,527 10.32% $36,77( 10.62% $38,19¢ 10.9%
Requiremen 5,022 1.5(% 5,14: 1.5(% 5,16¢€ 1.5(% 5,18¢ 1.5(% 5,21% 1.5(%
Excess $22,82¢ 6.82% $29,14( 8.5(% $30,36! 8.82% $31,58! 9.13% $32,98¢ 9.4<%
Tier 1 (Leverage)(4 $27,84¢ 8.32% $34,28: 10.0(% $35,527 10.32% $36,77( 10.62% $38,19¢ 10.9%
Requiremen 13,39:¢ 4.0(% 13,71¢ 4.0(% 13,77¢ 4.0(% 13,83 4.0% 13,90 4.0(%
Excess $14,45: 4.32% $20,56¢ 6.0(% $21,75! 6.32% $22,93: 6.63% $24,29: 6.9%
Tier 1 Risk Based (£ $27,84¢ 15.71% $34,28: 18.92% $35,527 19.52% $36,77( 20.12% $38,19¢ 20.8(%
Requiremen 7,08¢ 4.0(% 7,25(C 4.0(% 7,28( 4.0(% 7,311 4.0(% 7,34¢ 4.0(%
Excess $20,757 11.7% $27,03: 14.92% $28,247 15.52% $29,45¢ 16.12% $30,85: 16.8(%
Total Risl-Based $29,667 16.74% $36,10¢ 19.92% $37,34¢ 20.52% $38,59] 21.11% $40,02( 21.7%
Risk-Based Requireme! 14,17¢ 8.0(% 14,49¢ 8.0(% 14,561 8.0(% 14,62: 8.0(% 14,69: 8.0(%
Excess $15,48¢ 8.74% $21,60t 11.92% $22,787 12.52% $23,96¢ 13.11% $25,32¢( 13.7%

(1) As adjusted to give effect to an increase ertbmber of shares, which could occur due to are#ase in the estimated price range of up to
15% as a result of changes in market conditiorgeoeral financial and economic conditions followthg commencement of the offerir

(2) Core capital levels are shown as a percenthtjetal assets,” and risk-based capital levelsaaieulated on the basis of a percentage of
“risk-weighted assef” each as defined in the Office of Thrift Supervisiegulations

(3) Pro forma capital levels assume receipt by Lakere Savings of 50% of the net proceeds fronsiiaees of common stock sold at the
minimum, midpoint, maximum and 15% above maximunthefoffering range

(4) The current core capital requirement for sasibhgnks is 3% of total adjusted assets for sa\bagks that receive the highest supervisory
ratings for safety and soundness and that arexpetriencing or anticipating significant growth. Téwrrent core capital ratio applicable to
all other savings banks is 4

(5) Assumes net proceeds are invested in assets tinaaca0% ris-weighting.
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CAPITALIZATION

The following table presents the historical capitetion of Lake Shore Savings at September 30, 2808 the pro forma capitalization of
Lake Shore Bancorp after giving effect to the reoigation and offering, based upon the sale oftimaber of shares shown below and the other

assumptions set forth undePfo Forma Data.” A change in the number of shares to be solthéndffering may materially affect our
capitalization.

Pro Forma as of September 30, 20C

Maximum
as adjustec
Minimum Midpoint Maximum
Actual, As 1,912,500 2,250,000 2,587,500 2,975,625
of shares at shares at shares at shares at
September $10.00 $10.00 $10.00 $10.00 pel
30, 2005 per share per share per share share(1)
(Dollars in thousands)
Deposits (2 $251,57¢ $251,57¢ $251,57¢ $251,57¢ $251,57¢
Shor-term borrowings 9,42¢ 9,42¢ 9,42¢ 9,42¢ 9,42¢
Long-term debt 40,66( 40,66( 40,66( 40,66( 40,66(
Total deposits and borrowed fun $301,66: $301,66: $301,66: $301,66: $301,66:
Stockholder’ equity:
Common stock, $0.01 par value, 25,000,000 shatbk®azed; shares to t
issued as reflected(. — 43 50 58 66
Additional paic-in capital (4) — 18,44( 21,92¢ 25,41« 29,42«
Retained earnings (! 27,84¢ 27,84¢ 27,84¢ 27,84¢ 27,84¢
Less:
Expense of stock contribution to charitable fouraa — (850) (1,000 (1,150 (1,329
Expense of cash contribution to charitable fourate — — — — —
Accumulated other comprehensive loss (119 (119 (119 (119 (119
Plus:
Tax benefit of contribution to charitable foundat — 327 38t 44z 50¢
Less:
Common stock acquired by the employee stock owireghn (7) — (1,599 (1,880 (2,167) (2,486
Common stock acquired by the management recogrpteom (8) — (833 (980) (1,129 (1,296
Total stockholder equity $ 27,73.  $ 43,261 $ 46,23t $ 49,20¢ $ 52,62¢

(1) As adjusted to give effect to an increase erthmber of shares, which could occur due to amrease in the offering of up to 15% as a

result of regulatory considerations or changesanket or general financial and economic conditifmi®wing the commencement of the
offering.

(2) Does not reflect withdrawals from deposit agasuor the purchase of common stock in the offgriBuch withdrawals would reduce pro
forma deposits by the amount of such withdraw

(3) Reflects the total shares to be outstandirgy #ifie reorganization and offering: 4,250,000 shate¢he minimum of the estimated valuation
range, 5,000,000 shares at the midpoint, 5,750s6@€es at the maximum, and 6,612,500 at 15% abeveaximum

(4) The sum of the par value and additional paidapital equals the net offering proceeds plus/ttiee of shares contributed to the charitable
foundation less the proceeds contributed to capitdlake Shore, MHC. No effect has been given ¢éoiskuance of additional shares of
common stock pursuant to the proposed stock oplimmintended to be adopted by our Board of Dinecémd presented for approval of
stockholders at a meeting of stockholders to be atleast six months following completion of tHéedng.

(5) The retained earnings of Lake Shore Savings willudestantially restricted after the offerit
(6) Represents the unrealized gain (loss) on secucitéssified as availak-for-sale, net of related taxe

(footnotes continue on next pay
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Q)

®

Assumes that the employee stock ownership plachases 8% of our shares of common stock sdhkiffering plus shares issued to the
charitable foundation with funds borrowed from Tke loan will be repaid principally from Lake Sh@avings’ contributions to the
employee stock ownership plan. Since we will firattee employee stock ownership plan debt, this dédbbe eliminated through
consolidation and no liability will be reflected onr consolidated financial statements. Accordintig amount of shares acquired by the
employee stock ownership plan is shown in thisg@sl a reduction of total stockholc’ equity.

Assumes that, subsequent to the offering, asuatnequal to 1.96% of the shares outstanding #feeoffering (including shares issued to
The Lake Shore Charitable Foundation), is purchasesl management recognition plan through open ebgmkrchases with funds
provided by us. The new management recognition iglamended to be adopted by our Board of Directord presented for approval of
stockholders at a meeting of stockholders to be atleast six months following completion of tHéedng. The common stock purchased
by the management recognition plan is reflectea eiuction of stockholde’ equity.
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PRO FORMA DATA

We cannot determine the actual net proceeds frensdle of the common stock until the offering impteted. However, we estimate that
net proceeds will be between $17.7 million and $24illion, or $28.3 million if the offering rangs increased by 15%, based upon the folloy
assumptions:

we will sell all shares of common stock in the sulpgtion offering;

our to-beformed employee stock ownership plan will purch@g&eof the aggregate of shares of common stock $aithin the offeriny
and contributed to the charitable foundation, vaitloan from Lake Shore Bancorp. The loan will bgard in substantially equal
principal and interest payments over a period oy&érs;

total expenses of the offering, excluding fees exgknses paid to Ryan Beck & Co., Inc., will beragpnately $1.2 million;
89,600 shares of our common stock will be purchéigeour executive officers and directors and timamediate families; and

Ryan Beck & Co., Inc. will receive a reorganizatamd proxy vote and advisory services fee of $3DA0 1.0% of the aggregate
dollar amount of our common stock sold in the offgr excluding shares purchased by the employexk stenership plan, our office
and directors and their immediate family memb

We calculated the pro forma consolidated net incantestockholders’ equity of Lake Shore Bancorptliernine months ended
September 30, 2005 and the year ended Decemb26@4, as if the common stock had been sold ategehing of each such period and the
net proceeds had been invested at 4.01% for tlieemonths ended September 30, 2005 and 2.75% fgetreended December 31, 2004. These
yields represent the yield on one-year U.S. Traasecurities at September 30, 2005 and Decemb&08M, respectively (which we consider to
more accurately reflect the pro forma investmetd than an arithmetic average method in light ofent market interest rates). This rate is used
because we believe it reflects the yield that wiéreceive on the net proceeds of the offering. 8§sumed a combined federal and state effe
tax rate of 38.5% for both periods. This resultammualized after-tax yields of 2.47% for the ninenths ended September 30, 2005 and 1.69%
for the year ended December 31, 2004.

We calculated historical and pro forma per shareuants by dividing historical and pro forma amoustgonsolidated net income and
stockholders’ equity by the indicated number ofreeaf common stock. We adjusted these figuresv effect to the shares of common stock
purchased by the employee stock ownership planc®guted per share amounts for each period as ifdimmon stock was outstanding at the
beginning of the periods, but we did not adjustgi@re historical stockholders’ equity to reflda £arnings on the estimated net proceeds. The
loan to the employee stock ownership plan is asdumée repaid in substantially equal principal artdrest payments over a period of thirty

years.

An increase in the number of shares of common stotétanding as a result of an increase in thenastid pro forma market value of the
common stock would decrease both the percentagaetsfanding shares owned by a subscriber and thiospna net income and stockholders’
equity on a per share basis while increasing pnmdéonet income and stockholders’ equity on an aggeebasis. A decrease in the number of
shares of common stock outstanding would increatie d subscriber’s ownership interest and the pnm& net income and stockholders’ equity
on a per share basis while decreasing pro formamoeme and stockholders’ equity on an aggregasesba
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The following pro forma tables do not give effemt t
« withdrawals from deposit accounts to purchase comstack in the offering;

e our results of operations after the reorganizagiod offering; or

» changes in the market price of the common stoak #fie reorganization and offering.

The following pro forma information may not represthe financial effects of the offering at thealan which the offering actually occurs
and you should not use the table as an indicatutofe results of operations. Pro forma stockhddequity represents the difference between
the stated amount of assets and liabilities of Lakere Bancorp computed in accordance with geyematiepted accounting principles generally
accepted in the United States. We did not increasiecrease stockholders’ equity to reflect théediince between the carrying value of loans
and other assets and their market value. Stockigldquity does not reflect the effect of bad delsierves in the event of liquidation. Pro forma
stockholders’ equity is not intended to represbkatfair market value of the common stock and maglifferent than amounts that would be
available for distribution to stockholders if wgdidated.
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Gross proceeds of offerir
Plus: shares issued to charitable foundz

Pro forma market capitalizatic

Gross proceeds of offerir
Less: expense

Estimated net procee

Less: common stock purchased by the employee stwokrship
plan (2)

Less: common stock purchased by the managemergritiom
plan (3)

Less: capitalization of Lake Shore, Mk

Estimated net proceeds, as adju:

For the nine months ended September 30, 2
Consolidated net incom
Historical
Pro forma income on net procee
Pro forma employee stock ownership plan adjustr{@r
Pro forma management recognition plan adjustmer
Pro forma stock option plan adjustment

Pro forma net incom

Per share net income (reflects SOI-6):
Historical
Pro forma income on net proceeds, as adjL
Pro forma employee stock ownership plan adjustr{@®r
Pro forma management recognition plan adjustmer
Pro forma stock option plan adjustment

Pro forma net income per sh

Offering price as a multiple of pro forma net inamer shar
Number of shares outstanding for pro forma netrime@er shar
calculations

45

At or for the nine months ended September 30,

20(¢

Maximum,
Minimum Midpoint Maximum as Adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
(Dollars in thousands, except per share amount:
$ 19,12¢ $ 22,50( $ 25,87¢ $ 29,75¢
85(C 1,00(¢ 1,15(C 1,328
$ 19,97¢ $ 23,50( $ 27,02t $ 31,07¢
$ 19,12t $ 22,50( $ 25,87¢ $ 29,75¢
(1,392 (1,422 (1,45%) (1,489
$ 17,73 $ 21,07¢ $ 24,42 $ 28,26
(1,599 (1,880 (2,162) (2,486
(839) (980) (1,127 (1,296
(100) (100) (100) (100)
$ 15,20: $ 18,11¢ $ 21,03 $ 24,38
$ 1,57¢ $ 1,574 $ 1,574 $ 1,574
281 33t 38¢ 451
(25) (29) (33) (39)
(77) (92) (104) (120)
(104) (122) (140) (162)
$ 1,64¢ $ 1,667 $ 1,68¢ $ 1,70¢
$ 0.3¢ $ 0.3< $ 0.2¢ $ 0.2t
0.07 0.07 0.07 0.07
(0.01) (0.01) (0.01) (0.01)
(0.02) (0.02) (0.02) (0.02)
(0.09) (0.09) (0.09) (0.09)
$ 0.3¢ $ 0.34 $ 0.2¢ $ 0.2¢
19.2% 22.0€x 25.8¢6x 28.85x
4,092,19 4,814,35I 5,536,50: 6,366,97:
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At or for the nine months ended September 30, 20(

Maximum,
Minimum Midpoint Maximum as Adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
(Dollars in thousands, except per share amount:
At September 30, 200!
Stockholder’ equity:
Historical $ 27,73 $ 27,73 $ 27,73 $ 27,73
Estimated net procee 17,73: 21,07¢ 24,42: 28,26
Less: capitalization of Lake Shore, Mt (100) (100) (100) (100)
Plus: shares issued to charitable founde 85C 1,00( 1,15( 1,32¢
Less: shares issued to charitable founde (850) (1,000 (1,150 (2,329
Plus: tax benefit of contribution to charitable fiolation 327 38t 44: 50¢
Less: common stock acquired by employee stock cstigplan
2) (1,59¢) (2,880 (2,162) (2,48¢)
Less: common stock acquired by management recogmtan
3) (833 (980) (1,127 (1,29¢)
Pro forma stockholde’ equity $ 43,26 $ 46,23 $ 49,20¢ $ 52,62¢
Stockholder’ equity per share (does not reflect SOI-6):
Historical $ 6.5% $ 5.5¢ $ 4.82 $ 4.1¢
Estimated net procee 4.17 4.2z 4.2k 4.27
Less: capitalization of Lake Shore, Mt (0.02) (0.02) (0.02) (0.02)
Plus: shares issued to charitable founde 0.2C 0.2C 0.2C 0.2C
Less: shares issued to charitable founde (0.20 (0.20) (0.20 (0.20
Plus: tax benefit of contribution to charitable fiolation 0.0¢ 0.0¢ 0.0¢ 0.0¢
Less: common stock acquired by employee stock cstiiieplan
2) (0.3¢) (0.3¢) (0.3¢) (0.3¢)
Less: common stock acquired by management recogrptan
3) (0.20 (0.20) (0.20 (0.20
Pro forma stockholde’ equity per shar $ 10.1¢ $ 9.2t $ 8.5¢ $ 7.94
Offering price as a percentage of pro forma stoldérs’ equity per
share 98.2:% 108.1% 116.9¢% 125.95%
Number of shares outstanding for pro forma bookegler shar
calculations 4,250,00! 5,000,001 5,750,001 6,612,50I

(1) As adjusted to give effect to a 15% increasdénumber of shares outstanding which could odaerto an increase in the maximum of
the independent valuation as a result of regulatonsiderations, demand for the shares or changasuiket conditions or general finan:
and economic conditions following the commencenoéitihe offering.

(footnotes continue on next pay
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&)

®)

(4)

We have assumed that 8% of the aggregate sbficesnmon stock sold in the offering (includingasis issued to the charitable
foundation) will be purchased by the employee stmakership plan. For purposes of this table, tmelfuused to acquire such shares are
assumed to have been borrowed by the employee stackrship plan from us. The amount to be borroisedflected as a reduction of
stockholders’ equity. The employee stock ownerghem expense is based upon generally accepted rttogyrinciples as described in
accounting Statement of Position 93-6 (“SOP 93-68nerally accepted accounting principles reqiiag &s and when shares pledged as
security for an employee stock ownership plan la@ncommitted to be released from the loan (i®tha loan is repaid), employee stock
ownership plan expense is recorded based upomiteaiue of the shares at the time. Lake Shorén§avntends to make annual
contributions to the employee stock ownership jataan amount at least equal to the principal ater@st requirement of the debt. Lake
Shore Savings’ total annual payment of the emplayeek ownership plan debt is based upon 30 equala installments of principal and
interest. The pro forma net income assumes th#tgt)Lake Shore Savings’ contribution to the emp@stock ownership plan is
equivalent to the debt service requirement fomtiine months ended September 30, 2005, and was ahdlde end of the period; (ii) 3,995
shares at the minimum of the offering range, 4 Slres at the midpoint of the offering range, 5gi@&res at the maximum of the offering
range and 6,216 shares at the 15% above the maxohthm offering range (based upon a 30-year leam), were committed to be
released during the nine months ended Septemb&O088,at an average fair value of $10.00 per simaaecordance with SOP 93-6; and
(i) the employee stock ownership plan shares cdtechto be released were considered outstandintpéentire period for purposes of
the net income per share calculatic

We have assumed that 1.96% of the shares adistpafter the offering (including shares issuedie Lake Shore Charitable Foundation)
will be awarded by a management recognition pl#reeithrough open market purchases or from autbdiimit unissued shares of comr
stock of Lake Shore Bancorp, if any. Before the agggment recognition plan is implemented, it musafygroved by our stockholders. 1
dollar amount of the common stock to be purchasetthé management recognition plan is based on $Ji=0share and represents
unearned compensation and is reflected as a redusticapital, which could increase or decreasecapital. Such amount does not reflect
possible increases or decreases in the price pee slfter the offering. Funds used by the managereeagnition plan to purchase the
shares will initially be contributed by Lake Sh@ancorp. As we accrue compensation expenses txtdlfle vesting of such shares over
five years pursuant to the management recognitiam, phe charge against capital will be reduceaudingly. In the event the shares
issued under the management recognition plan dafsigir authorized but unissued shares of comnharksat the price per share in the
offering, the per share financial condition anduiesf operations of Lake Shore Bancorp would bapprtionally reduced and to the extent
the interest of existing public and charitable fdation stockholders would be diluted by approxirtyate9%.

We have assumed that 4.9% of the shares odistaafter the offering (including shares issuedbe Lake Shore Charitable Foundation)
will be awarded pursuant to the stock option plarcalculating the pro forma effect of the stockiop expense, it is assumed that the
exercise price of the stock options and tradingegoaf the stock at the date of grant were $10.0GIpare, the estimated grant-date fair
value pursuant to the application of the Black-$et@ption pricing model was $3.76 for each opttbe,aggregate grant-date fair value of
the stock options was amortized to expense oraghbtrline basis over a five year vesting periodhaf options and that 30.0% of the
amortization expense (or the assumed portion ngldti options granted to directors) resulted iaxaktenefit using an assumed federal and
state combined tax rate of 38.5%. Under the abesemaption, the adoption of the stock option plathnesult in no additional shares uni
the treasury stock method for purposes of calauadiarnings per share. There can be no assuraaiddehactual exercise price of the si
options will be equal to the $10.00 per share piifca portion of the shares to satisfy the exeragoptions under the stock option plan are
obtained from the issuance of authorized but uedsares, our net income per share and stockBoktgrity per share may decrease.
This will also have a dilutive effect of up to 4.7 the ownership interests of existing public ahdritable foundation stockholde
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Gross proceeds of offerir
Plus: shares issued to charitable foundz

Pro forma market capitalizatic

Gross proceeds of offerir
Less: expense

Estimated net procee

Less: common stock purchased by employee stock raipeplan
2

Less: common stock purchased by management remgplan
3)

Less: capitalization of Lake Shore, Mk

Estimated net proceeds, as adju:

For the year ended December 31, 2(

Consolidated net incom
Historical income
Pro forma income on net proceeds, as adjL
Pro forma employee stock ownership plan adjustr{@r
Pro forma management recognition plan adjustmer
Pro forma stock option plan adjustment

Pro forma net incom

Per share net income (reflects SOI-6):
Historical Income
Pro forma income on net procee
Pro forma employee stock ownership plan adjustr{@®r
Pro forma management recognition plan adjustmer
Pro forma stock option plan adjustment

Pro forma net income per sh

Offering price as a multiple of pro forma net inamer shar
Number of shares outstanding for pro forma netrime@er shar
calculations
At December 31, 200«
Stockholder’ equity:
Historical
Estimated net procee
Less: capitalization of Lake Shore, Mt
Plus: shares issued to charitable founde
Less: shares issued to charitable founde
Plus: tax benefit of contribution to charitable fiolation
Less: common stock acquired by employee stock cstiiplan
(2)

Less: common stock acquired by management recogrptan (3)

Pro forma stockholde’ equity
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At or for the year ended December 31, 200

Maximum,
Minimum Midpoint Maximum as adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
(Dollars in thousands, except per share amount:
$ 19,12¢ $ 22,50( $ 25,87¢ $ 29,75¢
85(C 1,00(¢ 1,15(C 1,328
$ 19,97¢ $ 23,50( $ 27,02t $ 31,07¢
$ 19,12t $ 22,50( $ 25,87¢ $ 29,75¢
(1,392 (1,422 (1,45%) (1,489
$ 17,73 $ 21,07¢ $ 24,42 $ 28,26
(1,599 (1,880 (2,162) (2,486
(839) (980) (1,127 (1,296
(100) (100) (100) (100)
$ 15,20: $ 18,11¢ $ 21,03 $ 24,38
$ 2,17¢ $ 2,17¢ $ 2,17¢ $ 2,17¢
257 30€ 35€ 412
(39) (39) (44) (51)
(102) (121) (139) (15€)
(139 (162) (187) (21€)
$ 2,162 $ 2,162 $ 2,16¢ $ 2,16¢
$ 0.5¢ $ 0.4t $ 0.3¢ $ 0.34
0.0€ 0.0¢ 0.0¢ 0.0¢
(0.01) (0.01) (0.01) (0.01)
(0.02) (0.02) (0.02) (0.02)
(0.09) (0.09) (0.09) (0.09)
$ 0.5¢ $ 0.4t $ 0.3¢ $ 0.34
18.8x 22.2X 25.64x 29.41x
4,092,86: 4,815,13. 5,537,40: 6,368,01.
$ 26,91¢ $ 26,91¢ $ 26,91t $ 26,91
17,73 21,07¢ 24,42: 28,267
(100) (100) (100) (100)
85C 1,00( 1,15C 1,32¢
(850) (1,000 (1,150 (1,329
327 38t 44% 50¢
(1,599 (1,880 (2,162) (2,486
(839) (980) (1,127 (1,296
$ 42,44« $ 45,41¢ $ 48,39 $ 51,80¢
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At or for the year ended December 31, 20C

Maximum,
Minimum Midpoint Maximum as adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
Stockholder’ equity per shar
(does not reflect SOP -6):
Historical $ 6.3¢ $ 5.3¢ $ 4.6¢ $ 4.07
Estimated net procee 4.17 4.2z 4.2k 4.27
Less: capitalization of Lake Shore, Mt (0.02) (0.02) (0.02) (0.02)
Plus: shares issued to charitable founde 0.2C 0.2C 0.2C 0.2C
Less: shares issued to charitable founde (0.20 (0.20 (0.20 (0.20
Plus: tax benefit of contribution to charitable fiolation 0.0¢ 0.0¢ 0.0¢ 0.0¢
Less: common stock acquired by employee stock
ownership plan (2 (0.3¢) (0.3¢) (0.3¢) (0.3¢)
Less: common stock acquired by management recogniti
plan (3) (0.20 (0.20) (0.20 (0.20
Pro forma stockholde’ equity per shar $ 9.9¢ $ 9.0¢ $ 8.41 $ 7.82
Offering price as a percentage of pro forma stoldérs’
equity per shar 100.2(% 110.1% 118.97% 127.8¢%
Number of shares outstanding for pro forma equéty p
share calculation 4,250,00! 5,000,001 5,750,001 6,612,50I

)

&)

®)

As adjusted to give effect to a 15% increasta@number of shares outstanding which could odoerto an increase in the maximum of
the independent valuation as a result of regulatonsiderations, demand for the shares or changasuiket conditions or general finan:
and economic conditions following the commencenoéitihe offering.

We have assumed that 8% of the aggregate sbficesnmon stock sold in the offering (includingasis issued to the charitable
foundation) will be purchased by the employee smakership plan. For purposes of this table, tmelfuused to acquire such shares are
assumed to have been borrowed by the employee stackrship plan from us. The amount to be borroisedflected as a reduction of
stockholders’ equity. The employee stock ownergiéim expense is based upon generally accepted rtaugyrinciples as described in
accounting Statement of Position 93-6 (“SOP 93-68nerally accepted accounting principles reqiiag &s and when shares pledged as
security for the employee stock ownership plan lasncommitted to be released from the loan @the loan is repaid), employee stock
ownership plan expense is recorded based upomiteaiue of the shares at the time. Lake Shorén§avntends to make annual
contributions to the employee stock ownership jta&n amount at least equal to the principal ateré@st requirement of the debt. Lake
Shore Savings’ total annual payment of the emplayeek ownership plan debt is based upon 30 equala installments of principal and
interest. The pro forma net income assumes th#tgt)Lake Shore Savings’ contribution to the emp#stock ownership plan is
equivalent to the debt service requirement foryther ended December 31, 2004, and was made atdhef ¢he period; (ii) 5,327 shares at
the minimum of the offering range, 6,267 sharebatmidpoint of the offering range, 7,207 sharethatmaximum of the offering range
and 8,288 shares at the 15% above the maximunedadftaring range (based upon a 30-year loan tem@e committed to be released
during the year ended December 31, 2004 at an geéair value of $10.00 per share in accordance $@P 93-6; and (iii) the employee
stock ownership plan shares committed to be retbasee considered outstanding for the entire pefdogurposes of the net income per
share calculation:

We have assumed that 1.96% of the shares adistpafter the offering (including shares issuede Lake Shore Charitable Foundation)
will be awarded by a management recognition pl#meeithrough open market purchases or from autbdimit unissued shares of comr
stock of Lake Shore Bancorp, if any. Before the agggment recognition plan is implemented, it musapygroved by our stockholders. 1
dollar amount of the common stock to be purchasetthé management recognition plan is based on $Ji:0share and represents
unearned compensation and is reflected as a redusticapital, which could increase or decreasecapital. Such amount does not reflect
possible increases or decreases in the price pee slfter the offering. Funds used by the managereeagnition plan to purchase the
shares will initially be contributed by Lake Sh@ancorp. As we accrue compensation expenses axtefie vesting of such shares over
five years pursuant to the management recognitiam, phe charge against capital will be reduceaudingly. In the event the shares
issued under the management recognition plan darfsisir authorized but unissued shares of comnhmeksat the price per share in the
offering, the per share financial condition anduiesf operations of Lake Shore Bancorp would bapprtionally reduced and to the extent
the interest of existing public and charitable fdation stockholders would be diluted approximately 1.9%

(footnotes continue on next pay
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We have assumed that 4.9% of the shares odistaafter the offering (including shares issued e Lake Shore Charitable Foundation)
will be awarded pursuant to the stock option plarcalculating the pro forma effect of the stockiop expense, it is assumed that the
exercise price of the stock options and tradingepadif the stock at the date of grant were $10.0GIpare, the estimated grant-date fair
value pursuant to the application of the Black-3eboption pricing model was $3.76 for each opttbe,aggregate grant-date fair value of
the stock options was amortized to expense oragghtrline basis over a five year vesting periodhef options and that 30.0% of the
amortization expense (or the assumed portion nglat options granted to directors) resulted iaxaltenefit using an assumed federal and
state combined tax rate of 38.5%. Under the abeseraption, the adoption of the stock option plathnesult in no additional shares uni
the treasury stock method for purposes of calawagiarnings per share. There can be no assuraatdb¢hactual exercise price of the si
options will be equal to the $10.00 per share piice portion of the shares to satisfy the exeratoptions under the stock option plan are
obtained from the issuance of authorized but uedslnares, our net income per share and stockkoktgrity per share may decrease.
This will also have a dilutive effect of up to 4.7 the ownership interests of existing public ahdritable foundation stockholde
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COMPARISON OF VALUATION AND PRO FORMA INFORMATION
WITH AND WITHOUT THE CHARITABLE FOUNDATION

As set forth in the following table, if we did netake a contribution to The Lake Shore Charitablerféation as part of the offering, RP
Financial estimates that our pro forma valuatiomldde greater, which would increase the amoubaimon stock offered for sale. Without
the charitable foundation, the amount of commonkstidfered for sale at the midpoint of the offeriwguld be $24.0 million. If The Lake Shore
Charitable Foundation were not established, ttenmiassurance that the updated appraisal thatriRRdtal will prepare at the closing of the
reorganization would conclude that our pro formakatvalue would be the same as the estimate gétifothe table below. The updated
appraisal will be based on the facts and circuntgtsiexisting at closing time, including, among othéngs, market and economic conditions.
The offering amounts referred to in the table betfelate to the value of the shares sold to theipubl

At the Maximum,

At the Minimum of the At the Midpoint of the At the Maximum of the As Adjusted, of the
Offering Range Offering Range Offering Range Offering Range
(1,912,500 Shares) (2,250,000 Shares) (2,587,500 Shares) (2,975,625 Shares)
With No With No With No With No
Foundation Foundation Foundation Foundation Foundation Foundation Foundation Foundation

(Dollars in thousands, except per share amount:

Estimated offering amoul $ 19,12F $ 20,37t $ 22,50C $23,97C $2587F $ 27,566 $ 29,75¢ $ 31,70(
Pro forma market capitalizatic $ 19,97 $ 20,37 $ 2350C $2397( $ 27,028 ¢ 27,566 $ 31,07¢ $ 31,70(
Estimated full value $ 42,50C $ 43,35( $ 50,00 $ 51,00 $57,50C $5865( $ 66,128 $ 67,44¢
Total asset $349,60: $350,46! $352,57° $353,59( $355,55( $356,71' $358,96¢ $360,30¢
Total liabilities $306,34: $306,34: $306,34. $306,34. $306,34: $306,34: $306,34. $306,34.
Pro forma stockholde’ equity $ 43,261 $ 44,12 $ 46,23t $ 47,24¢ $ 49,20¢ $ 50,37 $ 52,62¢ $ 53,96¢
Pro forma net income (nine months

ended September 30, 20( $ 164¢ $ 1666 $ 1667 $ 168 $ 168 $ 1,71 $ 1,708 $ 1,73:
Pro forma stockholders’ equity per

share $ 101 $ 101¢ $ 928 $ 92 $ 855 $ 858 $ 794 $ 8.0c

Pro forma net income per share (nine

months ended September 30,2C $ 03¢ $ 03¢ $ 03¢ $ 03z $ 02¢ $ 02¢ $ 026 $ o0.2¢
Pro Forma Pricing Ratios
Offering price as a percentage of pro

forma stockholders’ equity per

share 98.2:% 98.2:% 108.1% 107.9% 116.9¢% 116.5%% 125.99% 125.0(%
Offering price to pro forma net

income per shar 19.2%x 19.2% 22.06x 22.7:X 25.86x 25.8€x 28.8%x 30.0x
Pro Forma Financial Ratios
Return on assets (annualizt 0.62% 0.62% 0.63% 0.64% 0.63% 0.6%% 0.62% 0.64%
Return on equity (annualize 5.08% 5.02% 4.81% 4.71% 4.51% 4.52% 4.32% 4.28%
Equity/asset 12.3% 12.5% 13.11% 13.3¢% 13.8% 14.12%% 14.6% 14.98%
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis reflects Lake Shownga’ financial statements and other relevanistatl data and is intended to enhance your
understanding of Lake Shore Savings’ financial ¢aoal and results of operations. You should readitfiormation in this section in conjunction
with Lake Shore Savings financial statements amdmpanying notes to financial statements beginomgage F-1 of this prospectus, and the
other statistical data provided in this prospedtimon completion of the reorganization, Lake Shore &/ings will become the wholly-owned
subsidiary of Lake Shore Bancorp. At that time, thefinancial information presented herein will be pat of the consolidated financial
information for Lake Shore Bancorp. Prior to completion of the reorganization, Lake Shore Bancorp willnot exist.

General

Our results of operations depend primarily on cetrinterest income, which is the difference betwtheninterest income we earn on loans
and investments and the interest we pay on depsit®ther interedtearing liabilities. Net interest income is affettey the relative amounts
interest-earning assets and interest-bearing iligsiland the interest rates we earn or pay orethakances. For the nine months ended
September 30, 2005 and the year ended Decemb20@4, our net income was $1.6 million and $2.2imill respectively.

Our operations are also affected by non-interesinme, such as service fees and gains and losgbs sales of securities and loans, our
provision for loan losses and non-interest expendegsh include salaries and employee benefits, paoay costs, and other general and
administrative expenses.

Financial institutions like us, in general, arengfigantly affected by economic conditions, competi, and the monetary and fiscal policies
of the federal government. Lending activities arftuienced by the demand for and supply of housing)petition among lenders, interest rate
conditions, and funds availability. Our operati@msl lending are principally concentrated in the ¥tesNew York area, and our operations and
earnings are influenced by local economic cond#idieposit balances and cost of funds are influgtbgeprevailing market rates on competing
investments, customer preferences, and levelsrebpal income and savings in our primary marked.agénce 1993, following the appointment
of our current chief executive officer, and desflite fact that the Western New York market areahbiezs economically stagnant, we have tri
in asset size and gone from being a two officatintgin to having eight branches. Since 1998 osetsize has more than doubled and we have
opened three new branches.

Management Strategy

Our Reputation.Our primary management strategy has been to retaiperceived image as one of the most respect:degognized
community banks in Western New York with 115 yeafrservice to our community. Our management strieesccomplish this goal by
continuing to emphasize our high quality custonegvise and financial strength. We are one of tihgdst lenders in market share of residential
mortgages in Chautauqua County.

Branching. In 2003, we opened new branch offices in Orcharit Bad East Amherst, New York. These new officegehgenerated
deposits of $29.2 million and $19.2 million as ep&mber 30, 2005, respectively. We opened aniadditnew branch office in Hamburg, New
York in December 2005. Our offices are located imkirk, Fredonia, Jamestown, Lakewood and Westfiel€hautauqua County, New York
and in East Amherst, Hamburg and Orchard Park i@ €ounty, New York.
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Saturation of the market in Chautauqua Countydealr expansion plan in Erie County which is aicaitcomponent of our future profitability
and growth.

Our People A large part of our success is related to cust@meerice and customer satisfaction. Having employdesunderstand and
value our clientele and their business is a keypmment to our success. We believe that our presafitis one of our competitive strengths and
thus the retention of such persons and our alidigontinue to attract high quality personnel dghlpriorities. The offering will be a means to
compensate and reward employees by aligning tbeipensation to our financial performance, busigesds and objectives.

Residential Mortgage and Other Lendingistorically, our lending portfolio has been compdgredominantly of residential mortgage
loans. At September 30, 2005, December 31, 200Dacdmber 31, 2003, we held $145.7 million, $144illon and $135.3 million of
residential mortgage loans, respectively, whichstituted 71.9%, 71.1% and 72.1% of our total loartfplio, at such respective dates. Due to
the historically low interest rates in recent pasdrs, we experienced an increase of mortgagengradid refinancing in 2003 and 2002.
Mortgage lending and refinancing has slowed inghst year as interest rates have risen and theet@iop for residential mortgage loans, wk
had previously increased to meet the higher nurobkrans being generated and refinanced, remaitmedgs We originate commercial real
estate loans to finance the purchase of real pippehich generally consists of developed realtest&t September 30, 2005 and December 31,
2004, our commercial real estate loan portfoliosisted of loans totaling $14.9 million and $15.3liom respectively, or 7.4% and 7.7%,
respectively, of total loans. In addition to comniarreal estate loans, we also engage in smaihbsis commercial lending, including business
installment loans, lines of credit, and other conuiad loans. Other loan products offered to outenrs include home equity loans,
construction loans and consumer loans, includirg knans, overdraft lines of credit and share lo&tsSeptember 30, 2005 and December 31,
2004, our commercial loan portfolio consisted a@fle totaling $8.1 million and $8.6 million, respeely, or 4.0% and 4.3%, respectively, of
total loans. We will sell loans when appropriate all retain servicing rights to those loans. Wil imvest excess funds in permissible
investments such as mortgage-backed securitieass®d-backed securities, when such investment tppiies are prudent. Residential
mortgage loans will continue to be the dominanetgploan in our lending portfolio.

Investment StrategyOur investment policy is designed primarily to mgeahe interest rate sensitivity of our assetsliafdities, to
generate a favorable return without incurring unthtierest rate and credit risk, to complement eading activities and to provide and maintain
liquidity within established guidelines. At Septeeni30, 2005, our investment securities totaled $ &illion. Investment securities available
for sale, which constituted approximately 95% ofgéstment securities, totaled $96.4 million at Seier 30, 2005.

Flattening Yield Curve. As with all community banks, we face a challengenionitoring our interest rate risk with a “flattegiyield
curve.” Banks generate revenue on the different@dsn the interest earned on loans, which are gbynéor longer terms, and the interest paid
on deposits, which are generally for shorter tefasks try to match interest-earning assets amudatpaying liabilities against one another.
the Federal Reserve Board has increased the fddadd rate, short-term interest rates have risewever, long-term rates, which are generally
responsive to the bond market, have not been istrgaand have even decreased. Thus, the margirebetinterest earning assets and interest
bearing liabilities is shrinking resulting in redutnet interest income. Our strategy of maintairing increasing our interest income in a
flattening yield curve environment is two-fold. §tirwe seek protection by locking in lower logm rates with advances from the Federal H
Loan Bank of New York. At September 30, 2005, wd tatal Federal Home Loan Bank borrowings of $5@illion with an average interest
of 3.63%. Second, we have engaged a third paranéial advisor to assist us in investing such heedfunds in attractive permissible
investment securities. At September
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30, 2005,

we had $96.4 million in investment inuséEs available for sale, the majority of whiate anortgagedacked or asset backed securi

Expected Increases In Non-interest ExpensEsllowing completion of the reorganization and dffg, our non-interest expenses will

increase.

To have publicly-traded common stock, Lake Shored®gp must register as a public company with theu8tes and Exchange
Commission and under the Securities and ExchangefA®34, as amended, and will thus be subjepet@dic reporting
requirements and associated disclosure controlparaddures and internal control over financiabrépg standards. It is expected
that in complying with these requirements, we witlur additional costs in preparing the necessiings. It is also expected that our
common stock will be quoted on the Nasdaq Natidfelket. To commence and to maintain such listingwusst pay fees.
Additionally, as a publicly-held stock corporatistiucture, Lake Shore Bancorp will retain a staaksfer agent and will incur
miscellaneous operating expenses such as stocklmdemunications expenses, all of which will be reavd recurring cost:

As part of the reorganization, we plan to convexké Shore Savings from a New York-chartered mgagings and loan association

to a federal stock savings bank. Lake Shore BanaondpLake Shore, MHC are also expected to havededearters. As a result, the
Office of Thrift Supervision will be the primaryderal regulator for all three entities. As a stehiertered savings and loan association,
Lake Shore Savings has been subject to the regulafiand assessments by each of the New York Btatking Department, the
Federal Deposit Insurance Corporation and the ©fficThrift Supervision. We expect cost savingshhying the Office of Thrift
Supervision as our primary regulator; however, ¢hasst savings may be diminished by having thrgelated entities rather than just
a mutual savings ban

As discussed in greater detail‘fPro Forma Data,” “ Management-Future Stock Benefits” and “The Laker8lharitable
Foundation” as part of the reorganization and offering, wendtéo: (i) make a loan to an employee stock owrniprglan to purchase
up to 8% of the shares sold in the offering plgsiél to the charitable foundation, (ii) establigtharitable foundation to which will be
issued an amount of authorized but unissued shizaesvill equal 2% of the Lake Shore Bancorp comratmtk outstanding after the
offering and reorganization and (iii) no earlieathsix months after the closing of the offerindyjsat to stockholder approval, reserve
for issuance up to 1.96% and 4.90% of the sharestamding after the offering (including shares &kto charitable foundation) for a
management recognition plan and a stock option, péspectively. The funding of each of these inter#t, will cause Lake Shore
Bancorp to recognize additional expenses on a tidased basis

After completion of the reorganization and offerimge expect to continue to grow our base of intee@sning assets by expanding our i
portfolio and by using borrowings, where appromjab supplement deposits as a funding source.|$édrgend to grow by adding new branch
offices. We may also use proceeds from the offetingstablish or acquire branch offices, to furellilding of new offices and to make other
acquisitions, although no acquisitions or new bhascare being specifically considered at this tifee “How We Intend to Use the Proceeds
from the Offering.”

Critical Accounting Policies

Itis

management’s opinion that accounting estisatevering certain aspects of our business have significance than others due to the

relative importance of those areas to overall perémce,
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or the level of subjectivity required in making bugstimates. Management considers the accountiizy pelating to the allowance for loan
losses to be a critical accounting policy givenuheertainty in evaluating the level of the allowaror loan losses required for probable credit
losses and the material effect that such judgmeartshave on the results of operations. Managesgntirterly evaluation of the adequacy of
allowance considers our historical loan loss exqre®, review of specific loans, current economitditions, and such other factors considered
appropriate to estimate loan losses. Managementprssently available information to estimate pbiddosses on loans; however, future
additions to the allowance may be necessary basetianges in estimates, assumptions, or economdit@ns. Significant factors that could
give rise to changes in these estimates includeadeunot limited to, changes in economic condgionthe local area, concentrations of risk and
decline in local property values.

Management also considers the accounting poli@tingl to the impairment of investments to be aaaitaccounting policy due to the
subjectivity and judgment involved and the matesifbct an impairment loss could have on the resafloperations. A decline in the fair value
of investments below cost deemed to be other thaporary is charged to earnings resulting in tha@béishment of a new cost basis for an asset.
Management continually reviews the current valugsofhvestments for evidence of other than temigoirmpairment.

These critical policies and their application areiewed periodically by the Audit Committee and Bward of Directors. All accounting
policies are important, and as such, we encoutagesiader to review each of the policies incluseNadte 2 to the Notes to the Financial
Statements to better understand how our finaneidbpmance is reported.

Management Of Market Risk

The majority of our assets and liabilities are manein nature. Consequently, interest rate riskuismost significant market risk. Other
types of market risk, such as movements in foreigmency exchange rates and commodity prices, tlans®e in the normal course of our
business operations. Interest rate risk can baelkfas an exposure to a movement in interest tiziesould have an adverse effect on our net
interest income. Interest rate risk arises natyifedim the imbalance in the repricing, maturitygd#or cash flow characteristics of assets and
liabilities. In periods of falling interest ratgeepayments of loans typically increase, which widaehd to reduced net interest income if such
proceeds could not be reinvested at a comparabdadpAlso in a falling interest rate environmeet;tain categories of deposits may reach a
point where market forces prevent further reduciiothe interest rate paid on those instrumentsie@dly, during extended periods when short-
term and long-term interest rates are relativebge) a flat yield curve may lead to smaller negrie$t margins thereby reducing net interest
income. The net effect of these circumstancesdsaed net interest income, offset only by a nomileadrease in interest expense, thereby
narrowing the net interest margin.

Managing interest rate risk is of primary importanc us. The responsibility for interest rate msknagement is the function of our
Asset/Liability Committee, which includes our Chietecutive Officer and President, Chief Financiffic®r and certain members of our Board
of Directors. Our Asset/Liability Committee meetegy other month to review our asset/liability padis and identify and measure potential r
to earnings due to changes in interest rates. Thwpy goal of our interest rate risk managemei isinimize the potential loss in net interest
income that could arise from changes in interdsisrgiven our business strategy, operating enviesiptapital, liquidity and performance
objectives. Our Chief Financial Officer also re@swvecommendations from a third party financialisavregarding permissible investment
securities, the use of which are part of our mamege of interest rate risk.
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Net Interest Income At Risk

In past years, many savings banks have measumr@shrate sensitivity by computing the “gdq@tween the assets and liabilities whicl
expected to mature or reprice within certain tireequs, based on assumptions regarding loan pregratyamd deposit decay rates formerly
provided by the Office of Thrift Supervision. Howaythe Office of Thrift Supervision now requiréetcomputation of amounts by which the
net present value of an institution’s cash flownfrassets, liabilities and off balance sheet itehms ifistitution’s net portfolio value) would
change in the event of a range of assumed changearket interest rates. The Office of Thrift Syigpn provides all institutions that file a
Consolidated Maturity/Rate Schedule as part of thearterly Thrift Financial Report with an intetreate sensitivity report of net portfolio valt
The Office of Thrift Supervision’s simulation modedes discounted cash flow analysis and an optsed pricing approach to measure the
interest rate sensitivity of net portfolio valueistdrically, the Office of Thrift Supervision modestimated the economic value of each type of
asset, liability and off-balance sheet contractauride assumption that the United States Treadahy gurve increases or decreases
instantaneously by 100 to 300 basis points in l8ishpoint increments. However, given the currewtlevel of market interest rates, we did not
prepare a net portfolio value calculation for ateiiast rate decrease of greater than 100 basitsspéifasis point equals one-hundredth of one
percent, and 100 basis points equals one percarihcdkease in interest rates from 3% to 4% wouldméor example, a 100 basis point increase
in the “Change in Interest Rates” column below.

The table below sets forth as of September 30, 20@5December 31, 2004, the estimated changes imedyortfolio value that would
result from designated instantaneous changes ibtiited States Treasury yield curve. Computatidnarospective effects of hypothetical
interest rate changes are based on numerous assasiptcluding relative levels of market intereaters, loan prepayments and deposit decay,
and should not be relied upon as indicative of @atesults.

As of September 30, 200 As of December 31, 200
Percentage (:Dhoal‘lri;e Percentagt
Change in Dollar
Interest Rates Change Change From Base Change
(basis points) (1) Amount from Base from Base Amount from Base
(Dollars in thousands)
+30C $22,74¢ $(17,40)) (43%) $21,98¢ $(17,309) (44%)
+20C 28,78¢ (11,367 (28%) 28,43t (10,859 (28%)
+10C 34,89: (5,25 (13%) 34,44 (4,84¢) (12%)
0 40,147 — — 39,28¢ — —
-10C 42,86: 2,71¢ 7% 40,957 1,66¢ 4%

(1) Assumes an instantaneous uniform change in inteasiget. A basis point equals 0.01
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Our earnings may be adversely impacted by an isergminterest rates because the majority of derast-earning assets are long-term,
fixed rate mortgage-related assets that will nptioe as long-term interest rates increase, whiteapority of our interest-bearing liabilities are
expected to reprice. At September 30, 2005, 78.08tioloans with contractual maturities of greatean one year had fixed rates of interest,
95.7% of our total loans had contractual maturitieBve or more years. Overall, at September 0=, 90.7% of our total interest-earning
assets had contractual maturities of more thanyieags. Conversely, our interest-bearing liabsitigenerally have much shorter contractual
maturities. A significant portion of our deposi@ve no contractual maturities and are likely taicepquickly as short-term interest rates
increase. In addition, 63.9% of our certificatesleposit will mature within one year, and 35.3%oof borrowed funds contractually mature
within one year. Therefore, in an increasing rawgrenment, our cost of funds is expected to insesmore rapidly than the yields earned on our
loan portfolio and securities portfolio. An incraagrate environment is expected to cause a nangwi our net interest rate spread and a
decrease in our earnings.

We anticipate short-term market interest rates eaiitinue to increase in 2006, and long-term mairketest rates will begin to increase,
but not as fast as short-term interest rates. ftiiential market interest rate scenario would caélisespread between long-term interest rates anc
short-term interest rates to decrease. If this g ¢he resulting interest rate environment is etgeeto have a negative impact on our results of
operations as our interest-bearing liabilities hbd¢posits and borrowed funds, generally pricesbiirt-term interest rates, while our interest-
earning assets, both mortgage loans and secugtesyally price off long-term interest rates.

Analysis Of Net Interest Income

Net interest income represents the difference leivtiee interest we earn on our interest-earningtgssuch as mortgage loans and
investment securities and the expense we pay erestbearing liabilities, such as time deposits. Netiiest income depends on both the vol
of our interest-earning assets and interest-bedidbdities and the interest rates we earn or payhem.
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Average Balances, Interest and Average Yield$e following table sets forth certain informatiatating to our average balance sheets
and reflects the average yield on interest-earn@isgets and average cost of interest-bearingitiabjlinterest earned and interest paid for the
periods indicated. Such yields and costs are détiyedividing income or expense by the averagerfz@l®f interest-earning assets or interest-
bearing liabilities, respectively, for the periquesented. Average balances are derived from HalBnces over the periods indicated. The
average balances for loans are net of allowancl®#orlosses, but include non-accrual loans. Isténeome on securities include a tax
equivalent adjustment for bank qualified municipals

For the nine months

At September 30, For the nine months endec ended For the Year ended For the Year ended For the Year ended

2005 September 30, 2005 September 30, 2004 December 31, 2004 December 31, 2003 December 31, 2002
Interest Interest Interest Interest
Income/ Income/ Income/ Income/
Interest Average Yield/ Average Yield/ Average Yield/ Average Yield/
Actual  Yield/  Average Income/ Yield/ Expens Expense Expense Expens
Balance Rate Balance Expense Rate Balance Rate  Balance Rate Balance Rate Balance Rate
(Dollars in thousands)
Interest-earning
assets:
Interest-
bearing
deposit 2,63 —  $ 2,28¢ — — $ 1,364 — — % 114 — — % 1,70¢ — — $ 146t — —
Federal
funds
sold 4,67  3.41% 5,27¢ 12C  3.02%  10,00¢ 86 1.1/  8,25] 101 1.22% 10,65 122 1.1%% 10,90¢ 185 1.6&%
Securities 101,22  3.92%  101,66¢ 2,981 3.9(% 92,87¢ 2,552 3.65% 96,07t 3,541 3.6% 68,02¢ 2,58¢ 3.8(% 46,69: 2,51t 5.3&%
Loans 202,417 5.74%  199,45: 8,74t 58% 191,36: 8,237 5.72% 193,43! 11,10: 5.7% 162,88t 10,07 6.1¢% 149,41¢ 10,48¢ 7.02%
Total
interest
earning
asset¢ 310,94 507 308,68t 11,84t 5.1(% 29560¢ 10,87% 4.8%% 298,90: 14,74« 4.9% 243,27. 12,78( 5.25% 208,48. 13,18. 6.32%
Other
asset: 23,127 20,772 20,771 20,68: 17,96¢ 15,60(
Total
asset: $ 334,07: $ 329,45¢ $316,38! $319,58:¢ $261,23° $224,08.
I I I I
Interest-bearing
liabilities:
Demand
and
NOwW
accours 37,957 0.3%$ 38,01¢ 10€ 0.37% $ 38,34¢ 79 0.21%$ 38,34« 11C  0.29% $ 36,09¢ 17€ 0.4%9%$ 31,587 297 0.9%%
Money
market
account 27,09¢  1.0(% 29,941 202 0.9(% 30,78t 20z 0.81% 30,92: 278 0.89% 24,40: 27€ 1.12% 22,56« 364 1.61%
Savings
account 29,94; 0.51% 30,27¢ 11 0.51%  31,59¢ 12C 0.51% 31,39: 15¢ 0.51% 30,951 287 0.9%% 28,08¢ 417  1.4%
Time
deposit 139,68  2.6%9% 134,98: 2,82  2.78% 126,39¢ 2,30€ 2.42% 127,65¢ 3,130 2.459% 111,90¢ 3,14¢ 2.81% 95,72: 3,42t 3.5&%
Borrowec
funds 50,08: 3.5% 51,97¢ 1,351 3.4€% 49,51¢ 1,147 3.0 50,76( 1,59¢ 3.1%% 21,44: 747 3.48% 8,09t 403 4.98%
Advances
from
borrower:
on
taxes
and
insurance 1,24  3.65% 1,90z 34 2.3%% 1,62¢ 30 2.4€% 1,61C 40 2.48% 1,34 35 261% 1,41C 39 2.7™%
Other
interest
bearing
liabilities 361 6.62% 36€ 19 6.9% 381 19 6.62% 37¢ 25 6.6(% 164 25 15.2%% — — —
Total
interest
bearing
liabilities 286,37  2.1€% 287,46: 4,651 2.15% 278,65( 3,90 1.8€% 281,06« 533z 1.9(% 226,31! 4,69¢ 2.0 187,46 4,94€ 2.6/%
Other
non-
interest
bearing
liabilities 19,97: 14,52¢ 12,28¢ 12,733 10,76¢ 14,19(
Equity 27,73: 27,46 25,44¢ 25,78 24,15¢ 22,43(




Total
liabilities
and
equity $ 334,07:

$ 329,45¢

Net
interes
income

Interest
rate
spreas

Net
interes
margin

$ 7,19t

2.95%

3.1(%

$ 6,972

3.02%

3.14%
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Rate Volume AnalysisThe following table analyzes the dollar amountmdiimges in interest income and interest expensadgor
components of interest-earning assets and intbezsing liabilities. It shows the amount of thermpa in interest income or expense caused by
either changes in outstanding balances (volumehanges in interest rates. The effect of a chamgelume is measured by applying the ave
rate during the first period to the volume changeuveen the two periods. The effect of changestmisameasured by applying the change in
between the two periods to the average volume duhia first period. Changes attributable to botk emd volume, which cannot be segregated,
have been allocated proportionately to the absofalige of the change due to volume and the changealrate.

Nine Months Ended September 30, 20C
Compared to Nine Months Year Ended December 31, 200 Year Ended December 31, 200
Ended September 30, 2004 Compared to Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

Net Change

Rate Volume Rate Volume Net Change Rate Volume Net Change

(Dollars in thousands)
Interest-earning assets
Federal funds sold

and other
interest-bearing
deposits $ 70 $ (@36 $ 34 3 10 $ (31 $ 1) $ 61 $ - $ (61)
Securities 17¢ 251 42¢ (81) 1,03¢ 95t (870 943 73
Loans 15& 352 50¢ (7673) 1,791 1,03( (1,31 897 (414)
Total interest-earning
asset: 403 56¢ 971 (832 2,79¢ 1,96¢ (2,242) 1,84( (402)
Interest-bearing
liabilities:
Demand and NOW
accounts 28 (1) 27 (76) 10 (66) (159 38 (123
Money market
accounts 7 (6) 1 (66) 65 (0] (11€) 28 (88)
Savings accoun — (5) 5) (132 4 (128 (169 39 (130
Time deposit: 353 164 517 (431 413 (18) (803%) 52t (27¢)
Total deposit: 38¢€ 152 54C (705) 492 (213 (1,247 63C (617)
Other interest-bearing
liabilities:
Borrowed funds 14€ 59 20t (82) 927 84¢€ (152 49¢€ 344

Advances from
borrowers on
taxes and
insurance and
other interest-
bearing liabilities D 4 3 (22) 27 5 11 10 21

Total interest-bearing
liabilities 532 21k T4 (80¢) 1,44¢ 63¢ (1,389 1,13¢ (252)

Net change in intere
income $ (130) $ 3B $ 228 3 29 $ 135 $ 1,32¢ $ (859 $ 704 $ (150)
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Comparison Of Financial Condition at September 302005 and December 31, 2004

Total assets at September 30, 2005 were $334.ibmiln increase of $4.3 million from $329.8 mifliat December 31, 2004. The
increase in total assets is predominantly the te$wn increase in cash and cash equivalentstdffsa decrease in investment securities.

Our cash and cash equivalents increased by $3ligmtid $15.5 million at September 30, 2005, frofri $ million at December 31, 2004.
This is due to an increase in federal funds sol#10® million from $2.8 million at December 31, 20 $4.7 million at September 30, 2005, an
increase in our interest-bearing deposits from $dilbon at December 31, 2004, to $2.6 million &p&mber 30, 2005, and an increase of $1.0
million in cash and due from banks from $7.2 milliat December 31, 2004 to $8.2 million at Septer@Be2005. All of our cash and cash
equivalent balances reflect our liquid funds utitdy are deployed into lending or investment s¢iesti

Investment securities decreased by $3.0 milliod1i@1.2 million at September 30, 2005 from $104.Rioni at December 31, 2004. More
specifically, investment securities available fales which constituted approximately 95% of investinsecurities, decreased by $2.8 million to
$96.4 million at September 30, 2005 as comparé&®8?2 million at December 31, 2004. The decreasétiibutable to the paydown of our
borrowings at the Federal Home Loan Bank of NewkYafr$3.9 million.

Loans receivable, net increased by $2.9 millioa total of $202.4 million at September 30, 2005i$199.5 million at December 31,
2004. Home equity loans increased by $780,000 fbarember 31, 2004 to September 30, 2005. As irteatess on mortgages have steadily
risen during the last twelve to 24 months, more éowners have been using home equity loans to taphe equity in their homes as an
additional source of funds. Home equity loans repnéed 14.4% of our loan portfolio at September2B05. Commercial real estate loans
decreased by $394,000 from December 31, 2004 tte®der 30, 2005 while residential mortgage loanssiased by $3.4 million. The decrease
in commercial real estate loans is attributablth&increase in the prime rate during the samegeTihe majority of our commercial real estate
loans are tied to the prime rate and demand fergioduct is sensitive to rate changes. Mortgaged@nd commercial real estate loans
represented 71.9% and 7.4%, respectively, of the portfolio at September 30, 2005. Deferred l@ms fincreased by $186,000 from $891,000
at December 31, 2004 to $1.1 million at SeptemBe2B805 due to an increase in our loan volume.alleevance for loan losses decreased
slightly by $21,000 during the period from DecemBg&r 2004 to September 30, 2005. The remainddreoportfolio consists of commercial,
consumer and construction loans.

Total deposits grew by $8.0 million, or 3.3%, t6$%6 million at September 30, 2005, as compareéi243.6 million at December 31,
2004, primarily due to an increase in time depasild non-interest bearing depositéhe increase is attributable to our branch expanisidcrie
County, New York.

Our borrowings, consisting of advances from thedraidHome Loan Bank of New York, decreased by $3IBon from $54.0 million at
December 31, 2004 to $50.1 million at Septembe2805. We have used these funds as a source dfitigfor loans and investment securities.
The use of such funds has been particularly impbttaour management of our interest rate risk ahawve been able to lock in longer-terms
rates with such borrowings.

Total equity increased by $817,000 from $26.9 wnillat December 31, 2004 to $27.7 million at Septwm80b, 2005. The increase in total
equity was primarily due to net income of $1.6 il for the nine months ended September 30, 2038ty changes in the mark-to-market
value of our available for sale investment sea@sifor the nine months ended September 30, 2005.
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Comparison of Results of Operations for the Nine Moths Ended September 30, 2005 and 2004

General. Net income was $1.6 million for the nine monthsled September 30, 2005, a decrease of $17,0001 %, compared with net
income for the nine months ended September 30,. 208 decrease in net income is attributable toemed interest expense, non-interest
expense and increased income taxes, offset irbgarh increase in net interest income and a dexiieabe provision for loan losses.

Net Interest Income Net interest income increased by $223,000, or 3t3%7.2 million for the nine months ended Septeniie 2005 a
compared to $7.0 million for the nine months en8egtember 30, 2004. This increase reflects incdeiaserest income of $971,000 for the nine
months ended September 30, 2005, partially offgetrbincrease in interest expense of $748,000.

Interest Income. Interest income increased $971,000, or 8.9%, %&M9 million for the nine months ended Septend@er2004 to $11.8
million for the nine months ended September 3052@@proximately $508,000 of this increase waskaitable to an increase in interest on
loans, the average balance of which increased Hyr$8llion over the year and had an average yiél6.83% as compared to an average yield of
5.72% in the prior year. $429,000 of the increaas attributable to an increase from interest oesiment securities, the average balance of
which increased by $8.8 million over the year and hn average yield of 3.90% as compared to armgesyield of 3.65% in the prior year.

Interest Expense Interest expense increased by $748,000, or 19r2%,$3.9 million for the nine months ended SegienB0, 2004 to
$4.7 million for the nine months ended September2B05. The interest paid on deposits increasebbid®,000 from $2.7 million for the nine
months ended September 30, 2004 to $3.2 millionhflemine months ended September 30, 2005. Thislu@$o an increase in the average y
paid on interest-bearing deposits over the ye@48% and an increase in the average balanceeresttbearing deposits of $6.1 million over
the year. The interest expense related to advdrmmsthe Federal Home Loan Bank of New York incezhby $204,000 from $1.2 million for
the nine months ended September 30, 2004 to $1idmfor the nine months ended September 30, 288%ur borrowings increased in
comparison to the prior year’s nine month period.

Provision for Loan Losses For the nine months ended September 30, 200%prtwsion for loan losses was $20,000, a $187d¥ifeas:
as compared to the provision for loan losses ferctirresponding period in the prior year which $287,000. Despite increasing our loan
portfolio, we were able to decrease the provis@mdan losses based on the quality of our loatf@ar and the amount of allowance for loan
losses already in place. Management has deterrttiigetased on a detailed review of our existingnIpartfolio, historical charge-off rates and
non-performing loans.

We establish provisions for loan losses, whichcii@ged to operations, in order to maintain thewadince for loan losses at a level
management considers necessary to absorb prolablead credit losses in the loan portfolio. Theoant of the allowance is based on estim
and the ultimate losses may vary from such estisnagemore information becomes available or latents/occur. Management assesses the
allowance for loan losses on a quarterly basisraakles provisions for loan losses in order to mairttee adequacy of the allowance.

Non-interest Income For the nine months ended September 30, 2005imerest income, which is a total of service clesrgnd fees, net
gains or losses on sales of available for salerigmsuand loans, as well as other income, nouidiclg interest and dividends, totaled $1.4
million, which was an increase of $23,000 in conggar to the corresponding period in the prior year.

Non-interest Expense Non-interest expense increased $260,000 from®8li@n for the nine months ended September 30420 $6.1
million for the nine months ended September 30520@n- interest expense includes the expenselafiessaand employee benefits, occupancy
and equipment costs,
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data processing and other items not related toresqgeon deposits or borrowings. The majority ofitlceease in non-interest expense was
attributable to advertising expenditures, whichréased $83,000, or 60.1%, and salaries and emph®refits which increased $85,000, or
2.7%. The increase in salaries and employee bemnedis primarily due to annual salary increases.

Income Tax Expense Income tax expense increased by $190,000 fror3,868 for the nine months ended September 30, 2004
$873,000 for the nine months ended September 3 @0e to increased net income.

Comparison Of Financial Condition at December 31, @04 and December 31, 2003

Total assets at December 31, 2004 were $329.8miiléin increase of $26.3 million or 8.7% from $30&iillion at December 31, 2003.
The increase in total assets is predominantlyekalt of increases in our investment securities@amrdoan portfolio, which is composed
primarily of residential mortgage loans.

Our cash and cash equivalents decreased by $3i@mtd $11.6 million at December 31, 2004, from6$8 million at December 31, 2003.
This is due to a decrease in federal funds sofbd million from $8.7 million at December 31, 20@3$2.8 million at December 31, 2004,
offset by an increase in our interest-bearing diep@®m $71,000 at December 31, 2003, to $1.6iomlat December 31, 2004. Since the federal
funds rate was low at December 31, 2004, as cordgarBecember 31, 2003, we endeavored to invesisfurto investment securities as rapi
as sound investments practices allowed. All of@agh and cash equivalent balances at year-endtretleliquid funds until deployed into
lending or investment securities.

Investment securities increased by $18.6 millio#164.2 million at December 31, 2004 from $85.68iomlat December 31, 2003. More
specifically, investment securities available fales which constituted approximately 95% of investitnsecurities, increased by $16.2 million to
$99.2 million at December 31, 2004 as compared@&@million at December 31, 2003. The increaghénbalance of investment securities is a
result of our management electing to invest borfuads, deposits and income from loans in suchritegs, as lending opportunities became
less available.

Loans receivable, net increased by $12.4 millior§.6%, to $199.5 million at December 31, 2004 fi®b87.1 million at December 31,
2003. Approximately $6.9 million of this increasasattributable to residential mortgage loans. age loans represented 71.3% of the loan
portfolio as of December 31, 2004. Home equity foerereased by $2.5 million from $25.9 million aé&mber 31, 2003, to $28.4 million at
December 31, 2004. The increase can be attributaldfterest rates rising from historic lows in 300 he rising interest rate environment
influenced homeowners to use home equity loanssasiae of funds instead of refinancing their magies at higher rates. Home equity loans
represented 14.2% of the loan portfolio at Deceniei2004. Commercial real estate loans increage682,000 from $14.6 million at
December 31, 2003 to $15.3 million at December2BD4, representing 7.7% of the loan portfolio. Tiwease is due to our expansion into Erie
County, New York. The remainder of the portfolimststs of commercial and consumer loans.

Deposits grew by $13.1 million, or 5.7%, to $24/lion at December 31, 2004, as compared to $280l%n at December 31, 2003.
This increase was primarily due to the openindheftivo new branch offices in East Amherst and OtRark, New York in 2003. In addition,
all of our offices generated additional deposits.

Our advances from the Federal Home Loan Bank of Merk increased by $10.7 million from an outstamdbalance of $43.3 million at
December 31, 2003 to a balance of $54.0 milliobetember 31, 2004. We have used these funds as@esuf liquidity for loans and
investment securities. The use
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of such funds has been an important tool in mamggur interest rate risk as we have been ablectoitorates with such borrowings.

Total equity increased by $2.0 million from $24.9lion at December 31, 2003 to $26.9 million at Betber 31, 2004. The increase in
total equity was primarily due to net income ofZtillion offset by changes in the mark-to-markalue or our available for sale investment
securities for the year ended December 31, 2004.

Comparison of Results of Operations for the Years BEded December 31, 2004 and 2003

General.Net income was $2.2 million for the year ended Daloer 31, 2004, an increase of $672,000, or 44.@¥pared with net incon
of $1.5 million for the year ended December 31,20the increase in net income is attributable to new branch offices that we opened in
2003. Operating expenses associated with the nemcbes were recorded during 2003.

Net Interest Income Net interest income increased by $1.3 million, 4%, to $9.4 million for the year ended Decemtier204 as
compared to $8.1 million for the year ended Decamdfie 2003. This increase reflects increased isténeome of $1.9 million for the year
ended December 31, 2004 as compared to the praoy partially offset by an increase in interestenge of $638,000 over the same period.

Interest Income. Interest income increased $1.9 million, or 15.486nT $12.8 million for the year ended December 3D3to $14.7
million for the year ended December 31, 2004. Agpnately $1.0 million of this increase was attribole to an increase in interest on loans, the
average balance of which increased by $30.6 milheer the year and had an average yield of 5.74&b@pared to an average yield of 6.18¢
the prior year. The remaining $1.0 million of tineriease was attributable to an increase from istereinvestment securities, the average
balance of which increased by $28.0 million over yiear and had an average yield of 3.69% as comhpasm@n average yield of 3.80% in the
prior year.

Interest Expense Interest expense increased by $638,000, or 13.1&%h, $4.7 million for the year ended December 302 $5.3
million for the year ended December 31, 2004. Titerest paid on deposits decreased by $213,000$8enmillion for the year ended
December 31, 2003 to $3.7 million for the year eéhBecember 31, 2004. This was due to an decredhe average yield paid on deposits over
the year of 1.22% off-set by an increase in theaye balance of deposits of $25.0 million ovenytbar. The interest expense related to advance
from the Federal Home Loan Bank of New York incezafom $747,000 for the year ended December 313 29 $1.6 million for the year
ended December 31, 2004 as our borrowings increased

Provision for Loan LossesFor the year ended December 31, 2004, the provisioloan losses was $267,000, a decrease as cethfzar
the provision for loan losses for the prior yeaichhwvas $345,000. Despite increasing our loan photfwe were able to decrease the provision
for loan losses based on the quality of the loatf@ad and the amount of allowance for loan losaksady in place. Management has detern
this based on a detailed review of our existingnlpartfolio, historical charge-off rates and nonfpeming loans.

Non-interest Income Non-interest income increased by $147,000 betweenears ended December 31, 2004 and 2003. Fgedre
ended December 31, 2004, non-interest income tb&led million, whereas for the prior year it te@hi$1.7 million. The increase is attributable
to increased overdraft service charges and incdegai@s on sales of available for sale securitiffset in part by decreased net gains on sales of
loans and decreased other income.
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Non-interest ExpenseNon-interest expense increased $721,000 from $ilidmyor the year ended December 31, 2003 to $iildon
for the year ended December 31, 2004. The majofitiie increase in non-interest expense was at#iiidel to salaries and employee benefits
which increased $614,000, or 15.9%, from $3.9 onilfior the year ended December 31, 2003 to $4 iomilor the year ended December 31,
2004. The increase in salaries and employee bemwedis primarily due to annual salary increaseshaitg additional personnel to staff new
branch offices opened during 2003 in Erie County.

Income Tax Expenselncome tax expense increased by $158,000 from $084pr the year ended December 31, 2003 to $90Z@Cthe
year ended December 31, 2004. The increase refladtscrease in our pretax income from $2.3 miliim2003 to $3.1 million in 2004.

Comparison of Results of Operations For the Years iitled December 31, 2003 and 2002

General.Net income was $1.5 million for the year ended Datoer 31, 2003, a decrease of $729,000, or 32.68bpamed with net income
of $2.2 million for the year ended December 31,20khis decrease was primarily a result of a desgréa net interest income of $150,000 and a
$1.0 million increase in non-interest expense offs@art by lower income taxes. Non-interest exggeimcreased largely due to the expenses
associated with the opening of two new branch effiand their lack of operating income for a pathefyear in which such expenses were
incurred.

Net Interest Income Net interest income decreased by $150,000 from $8In for the year ended December 31, 2002 td $8illion
for the year ended December 31, 2003. This decrefisets a decrease in interest income only gbriidfset by a decrease in interest expense
on deposits as we on average offered lower yialddsus core deposits. Furthermore, there was aeaserin interest paid on borrowings as we
increased our borrowings through advances froni-#teral Home Loan Bank of New York. In 2003, welsk4.0 million in residential
mortgage loans to the Federal Home Loan Mortgagedzation and retained servicing rights on thes@do The rationale for the sale of loans
was due to anticipated increased speed of pre-patgnoé higher rate mortgages in the portfolio. Tiheact of such loan servicing fee income,
which we include in “other non-interest income” wamimal.

Interest Income. Interest income decreased by $402,000, or 3.1% $53.2 million at December 31, 2002 to $12.8 wrilat
December 31, 2003. Almost all of this decreasebeaattributed to a decline in income from loaneneable from $10.5 million for the year
ended December 31, 2002 to $10.1 million for tharynded December 31, 2003. This decline was & @fsaidecline in rates due to both
refinancings as our customers sought lower ratdh@nmortgage loans and reduced yields on owrstalple rate mortgages also due to the
lower rates.

Interest Expense Interest expense decreased by $252,000, or 5.0%,$6.0 million for the year ended December 3122@064.7
million for the year ended December 31, 2003. Titerest paid on deposits decreased $617,000 betwoeeparable years while the interest g
on borrowings increased by $344,000 between thesysaled 2003 and 2002. The decrease in intergsbpaleposits is attributable to a
decrease on the average yield on deposits to 1&@286mpared to 2.54% for the prior year, whileaherage balance of deposits for the year
ended December 31, 2003 increased by $25.4 millam.increase in borrowing expense was due to @ease in the average balance of our
advances from the Federal Home Loan Bank of Nevkaban average yield of 3.48% for the year end¥#iB2compared to an average yield of
4.98% in 2002.

Provision for Loan LossesFor the year ended December 31, 2003 the provfsioloan losses was $345,000, a decrease from the
provision of $360,000 for the year ended DecemfeB02. Despite increasing our loan portfolio,were able to decrease the provision for
loan losses based on the equity of the loan patéoid the amount of allowance for loan lossesadlyen place. Management has
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determined this based on a detailed review of gistiag loan portfolio, historical charge-off ratasd non-performing loans.

Non-interest Income Non-interest income remained relatively constaratpgiroximately $1.7 million in both 2003 and 20B2r the year
ended December 31, 2003, we experienced a los$,@0® from sales of securities. In the prior year realized $176,000 from the sale of
securities. In 2003, we realized $129,000 fromsile of both residential mortgage and student laarsompared to only $2,000 from the sale of
student loans in 2002.

In November 2002, we established and funded a 5@éteist in the Lake Shore Title & Abstract, LLGhad party title agency for the
purpose of providing abstracting and title servicesonnection with real estate transactions. Thexe no income or loss attributed to this
venture in 2002. In 2003, the net income generbyetthis joint venture was $62,000.

Non-interest ExpenseNon-interest expense increased by $1.0 million f&&® million for the year ended December 31, 2(8087.2
million for the year ended December 31, 2003. Tiisease was largely the result of expenses at#iifbel to the opening of the new branches in
Orchard Park and East Amherst New York, includimg ietention of additional employees. Also conttilbgito this increase were salary
expenses and employee benefits, including heattheenses, which increased by $607,000 from$8li®n for the year ended December 31,
2002 to $3.9 million for the year ended December2B03. Increased non-interest expense was, wsarn@xtent, attributable to an increase in
advertising expenses to $338,000 for the year ebéeegmber 31, 2003 in comparison to $147,000 ferydar ended December 31, 2002. The
$191,000 increase in advertising expense was dtetopening of our two new branches in Erie CouNw York during 2003. The branch
expansion was in a new market area and additiahedrdsing was necessary to establish name re¢ogrand visibility.

Income Tax Expenselncome tax expense decreased by $341,000 fromriillidn for the year ended December 31, 2002 to4$7d0 for
the year ended December 31, 2003. This reductidnego the fact that taxable income was less @828an in 2002.

Liquidity and Capital Resources

Liquidity describes our ability to meet the finaslobbligations that arise during the ordinary ceuws$business. Liquidity is primarily
needed to meet the lending and deposit withdraggalirements of our customers and to fund curreditdanned expenditures. Our primary
sources of funds consist of deposits, scheduledtazation and prepayments of loans and mortgag&dthand asset-backed securities,
maturities and sales of other investments, intdreating deposits at other financial institutiond &unds provided from operations. We have
written agreements with the Federal Home Loan Baritew York, which as of September 30, 2005, alldws to borrow up to $23.4 million
an overnight line of credit and $23.4 million oo@e-month overnight repricing line of credit. Wevbano borrowings through either of these
agreements. We also have a third agreement tonodiziances from the Federal Home Loan Bank co#lited by a pledge of our mortgage
loans. At September 30, 2005, we had outstandimgrexts totaling $50.1 million.

Loan repayments and maturing investment secuaties relatively predictable source of funds. Hosvedeposit flows, calls of
investment securities, and prepayments of loansvanthage-backed securities are strongly influermehterest rates, general and local
economic conditions, and competition in the mareetp. These factors reduce the predictability efttming of these sources of funds.

Our primary investing activities include the origiion of loans and, to a lesser extent, the pueb&svestment securities. For the nine
months ended September 30, 2005, we originated loBapproximately $29.9 million in comparison fzpeoximately $41.0 million of loans
originated in the nine
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months ended September 30, 2004. In 2004, we atginapproximately $49.6 million in loans compai@dpproximately $91.7 million in
2003. Purchases of investment securities total@édB%illion in the nine months ended Septembe2805 and $44.1 million in the year ended
December 31, 2004.

At September 30, 2005, we had loan commitment®tmlvers of approximately $7.9 million and overdiafes of protection and unused
home equity lines of credit of approximately $2milion.

Total deposits were $251.6 million at September2B05, as compared to $243.6 million at DecembeB@4. Time deposit accounts
scheduled to mature within one year were $33.9anilht September 30, 2005. Based on our deposittieh experience, current pricing
strategy, and competitive pricing policies, we eiptite that a significant portion of these time @{s will remain with us.

We are committed to maintaining a strong liquigitysition, therefore, we monitor our liquidity pasit on a daily basis. We anticipate that
we will have sufficient funds to meet our currembding commitments. The marginal cost of new fugdhowever, whether from deposits or
borrowings from the Federal Home Loan Bank, willdagefully considered as we monitor our liquidigeds. Therefore, in order to minimize
our cost of funds, we may consider additional bemgs from the Federal Home Loan Bank in the future

We do not anticipate any material capital expemdgin 2005 other than $150,000 for the Hamburgdirahat opened in December 2005
and a projected expense of $200,000 for a new psgstem and upgraded computer software. We doawa any balloon or other payments
on any long-term obligations or any off-balanceethtems other than debt as described in NotetBetd-inancial Statements and the
commitments and unused lines and letters of crexdéd above.

We are contractually obligated to make paymentsf & ptember 30, 2005 as follows:

Payments due by Period

Total 1 year 1-3 years 3-5 years 5 years

(Dollars in thousands)

Long term deb $40,66( $8,28( $17,00( $11,88( $3,50(
Capital Lease 3,29( 124 28t 304 2,577
Operating Lease 87C 88 167 15¢ 45€
Data processing contra 90z 261 641 — —

Total contractual obligatior $45,72. $8,75: $18,09: $12,34: $6,53:

The net proceeds raised in the offering will sigmifitly increase our liquidity and capital resosrd®ver time, the initial level of liquidity
will be reduced as net proceeds from the offerirgused for general corporate purposes, includiedunding of lending activities. In addition,
the large increase in equity resulting from theitedypaised in the offering will, initially, havensadverse impact on our return on equity. See “
Risk Factors- After The Offering, Our Return On Equity Will Bew Compared To Other Companies. This Could Hug Ftice Of Your
Common StockR

Off-Balance Sheet Arrangements

Other than loan commitments, the Lake Shore Sawdpngs not have any off-balance sheet arrangenteattiave or are reasonably likely
to have a current or future effect on our financ@hdition, revenues or expenses, results of opasatliquidity, capital expenditures, or capital
resources that is material to investors. ReferdteN4 of the Financial Statements beginning aegagd for a summary of loan commitments
outstanding as of September 30, 2005.
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Recent Accounting Pronouncements

In December 2004, the Financial Accounting Starsl&aiard (FASB) issued Statement No. 123 (revis@dtg0Shared-Based Payment.”
Statement No. 123(R) addresses the accountindghéoeshased payment transactions in which an eigerggceives employee services in
exchange for (a) equity instruments of the entsgpar (b) liabilities that are based on the falugaf the enterprise’s equity instruments or that
may be settled by the issuance of such equityungnts. Statement No. 123(R) requires an entitgtognize the grant-date fair-value of stock
options and other equity-based compensation issuethployees in the income statement. The revisa@iBent generally requires that an entity
account for those transactions using the fair-vblaged method, and eliminates the intrinsic vale¢hod of accounting in APB Opinion No. 25,
“Accounting for Stock Issued to Employees,” whichsapermitted under Statement 123, as originallyeidsThe revised Statement also requires
entities to disclose information about the naturthe share-based payment transactions and thetefiéthose transactions on the financial
statements. At present, Lake Shore Savings and Resaciation has not issued any stock options leeratquity-based compensation.

In March 2004, the SEC released Staff AccountintielBn (SAB) No. 105, “Application of Accounting Prciples to Loan Commitments.”
SAB 105 provides guidance about the measurememtgpfcommitments recognized at fair value undegBAstatement No. 133, “Accounting
for Derivative Instruments and Hedging ActivitieSAB 105 Also requires companies to disclose thefounting policy for those loan
commitments including methods and assumptions tgsedtimate fair value and associated hedgingesfied. SAB 105 is effective for all loan
commitments accounted for as derivatives that atered into after March 31, 2004. The adoptionAB305 did not have any effect on Lake
Shore Savings and Loan Association’s financiakestents.
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BUSINESS OF LAKE SHORE BANCORP

Lake Shore Bancorp has not engaged in any busioege. Upon completion of the reorganization,d &kore Bancorp will own Lake
Shore Savings Bank. Lake Shore Bancorp will reti@inio 50% of the net proceeds from the offering. Wilkinvest our initial capital as
discussed in How We Intend to Use the Proceeds from the Offefing

In the future, Lake Shore Bancorp may pursue dibisimess activities, including the acquisition tfey financial institutions or other
entities, borrowing funds for investment in Lakeo&Savings and diversification of Lake Shore Bapsooperations. Lake Shore Bancorp has
no current plans for such activities. Our cash fleiv depend upon earnings from the investmentefportion of net proceeds we retain and any
dividends Lake Shore Bancorp receives from Lake&Bavings. Initially, Lake Shore Bancorp will it own nor lease any property, but will
instead use the premises, equipment and furnifurale Shore Savings. At the present time, we igitteremploy only persons who are officers
of Lake Shore Savings, to serve as officers of Lakere Bancorp. However, we will use the suppeaiff sff Lake Shore Savings from time to
time. Lake Shore Bancorp will not separately conspés these employees, Lake Shore Bancorp willddditional employees, as appropriate, to
the extent it expands its business in the futuee.'$ow We Intend to Use the Proceeds from the Offeting

BUSINESS OF LAKE SHORE SAVINGS BANK

General

Our principal business consists of attracting tetaposits from the general public in the areasosunding our corporate headquarters in
Dunkirk, New York and eight branch offices in Chewtua and Erie Counties, New York and investingéhieposits, together with funds
generated from operations, primarily in one- torftamily residential mortgage loans, home equigne and lines of credit and commercial real
estate loans and, to a lesser extent, commercsahéss loans, consumer loans, and investment Sesufdur revenues are derived principally
from interest on loans and securities. We also gg¢aeevenues from fees and service charges aediottome. Our primary sources of funds
deposits, borrowings and principal and interestpayts on loans and securities.

For 115 years we have served the local communiBurfkirk, New York. Lake Shore Savings was chadeas a New York savings and
loan association in 1891. In 1987, we opened ocwrse office in Fredonia, New York. Since 1993, veeéd tripled our asset-size and expanded
to eight branch offices. In addition, we have adttede administrative office buildings which conggriour corporate headquarters in Dunkirk,
New York.

We are a community and customer oriented savingk theat offers residential real estate mortgagadpacluding home equity loans,
consumer loans, commercial real estate loans, aminercial loans as well as traditional deposit potsl. We purchase securities issued by the
U.S. Government and government agencies, munisgmlrities, mortgage-backed and asset-backed Seswamd other investments permitted
by applicable laws and regulations. Our revenueglarived principally from interest generated froan loans and interest earned and dividends
paid on our investment securities. Our primary sesirof funds for lending and investments are dégngsayments of loan principal payments on
mortgage-backed and asset-backed securities, tiegwaind calls of investment securities and incoeselting from operations in prior periods.
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Market Area

Our operations are conducted out of our corporagalfuarters in Dunkirk, New York and eight branffites. Our branches are located in
Dunkirk, Fredonia, Jamestown, Lakewood and WestfieIChautauqua County, New York. In Erie CountgwNY ork our branch offices are
located in Orchard Park, East Amherst and Hambwinich opened in April and August of 2003 and Decendf 2005, respectively. We also
have four stand-alone ATMs. The opening of the @rdtPark, East Amherst and Hamburg offices dematestthe implementation of our
growth strategy which is focused on expansion withiie County while preserving our market shar€rautauqua County. We believe we are
among the top residential mortgage lenders in Ghauta County.

Our geographic market area for loans and depasjigncipally Chautauqua and Erie Counties, NewkYédditionally, Cattaraugus
County, New York is part of our designated lendémga, although we have no branches in the mar&at Alorthern Chautauqua County is
located on Lake Erie in the western portion of Néaovk and is approximately 45 miles from Buffalo, W& ork. There are multiple prime
industrial and building sites in this county anskidled and productive labor force. Northern Chagiza County is served by three accredited
hospitals and offers higher education opportunitfée have lending and deposit relationships witthsastitutions. Southern Chautauqua
County is more of a tourist attraction, featuriniga@taugqua Lake, but it also hosts a broad diveoditgdustry, commercial establishments and
financial institutions as well as a skilled andguwotive workforce. Jamestown, New York, where werggd the first of two branch offices in
1996, is the most populous city in Chautauqua Gounis also the ninth largest metropolitan reginithe State of New York.

Erie County is a metropolitan center located onwhestern border of New York covering 1,058 squailesnLocated within Erie County
the city of Buffalo, the second largest city in Biate of New York. As the city of Buffalo has regdmped, so too have its suburbs throughout
Erie County, which also host the Buffalo Niagartetnational Airport in Cheektowaga, New York andfessional sports franchises. One of the
main commercial thorough-fares in Erie County iariit Road, which has experienced robust developmeacent years and is the location of
our most recent branch office. Our newest bran@ibegfwhich opened in December 2005, is in HambNiew York, also located in Erie Coun

The demographic characteristics of our market aredess attractive than national and state measBoeh Chautauqua and Erie Counties
exhibit slower rates of population growth when camgal to the United States and New York State aestdg addition, both Chautauqua and
Erie Counties have lower per capita income and stgwowth in per capita income when compared tdthited States and the New York State
averages. Since Chautauqua County has historiesliipited less attractive demographic charactesstiake Shore Savings may have limited
growth opportunities in Chautauqua County. Howefzeie County displays a stronger housing markettme County’s population base is five
times larger than Chautauqua County, which may dféé&e Shore a new source of customers in the fdrdeposit and lending opportunities.
Notwithstanding these demographic characteristias primary market area has historically been stabith a diversified base of employers :
employment sectors. The local economies that weesae not dependent on one key employer. Trarepmrtequipment is the largest
manufacturing industry in the Buffalo area, as vesliproduction of component parts. The principgbleyment sectors are service-related
(excluding financial), wholesale and retail traded durable-goods manufacturing. Similar to nafitresds, most of the job growth currently
realized in Chautauqua and Erie Counties has breservice-related industries, and service jobs acwount for the largest portion of the
workforce.
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The following table compares the historical popolatand per capita income levels and growth rate€hautauqua and Erie Counties,
New York State and the United Stat

Growth
Year Rate
2000 2005 200(-200¢
Population (in thousands)
United State! 281,42: 298,72¢ 1.2%
New York State 18,97¢ 19,41: 0.5%
Chautauqua Count 14C 13¢ -0.1%
Erie County 95C 948 0.C%
Per Capita Income
United State: $ 21,58¢ $ 26,22¢ 4.C%
New York State 23,38¢ 28,671 4.2%
Chautauqua Count 16,84( 20,05¢ 3.€%
Erie County 20,351 24.,50¢ 3.8%

Sources: SNL Financial, L.C. and ESRI Businessrmédion Solutions

Our future growth will be influenced by opportuetiand stability in our regional economy, other dgraphic trends and the competitive
environment. We believe that we have developeditgndroducts and marketing strategies to addressrédit-related needs of the residents in
our local market area.

Competition

We face intense competition both in making loars attracting deposits. New York has a high coneiutn of financial institutions, mar
of which are branches of large money centers agidmal banks which have resulted from the constbdeof the banking industry in New Yo
and surrounding states. Some of these competitors @reater resources than we do and may offeicssrthat we do not provide. For example,
we do not offer trust or investment services. Congtis who seek “one stop shopping” may be drawnutaompetitors who offer such services.

Our competition for loans comes principally frommaoercial banks, savings institutions, mortgage banpirms, credit unions, finance
companies, insurance companies, and brokeragenaestinent banking firms. The most direct competifr deposits has historically come
from credit unions, commercial banks, savings bamdsavings and loan associations. Specificalycampete with regional financial
institutions such as Greater Buffalo Savings Baalknestown Savings Bank and Evans National Bante-stigle financial institutions such as
Manufacturers and Traders’ Trust Company (M&T Baawkyl Key Bank; and nation-wide financial institimsosuch as HSBC Bank USA and
Bank of America. We are significantly smaller thastitutions like Bank of America, HSBC Bank USAdaKey Bank. We face additional
competition for deposits from shadgrm money market funds, corporate and governnmemirgties funds, and from brokerage firms, mutualdk
and insurance companies.

To remain competitive, we provide superior custosewice and are active participants in our locahmunity. The following are
examples of our commitment to customer service:

*  We have built additional branch offices to bothwgmmur customer base and to provide greater conmeeito our existing customers.
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* In 1999, we began offering a Direct Access Seclottiie (“DASH”) with 24 hour 7 days a week accesall customer accounts via
telephone acces

* In 2001, we added a Secure Account Management (“3ANtine banking website allowing customers imstaccess via the internet.
We have continued to upgrade our online bankingesnology evolves and now offer check imaging tigftoour website

» Customers with a Smart Account, which is a checkiogpunt, Free & Easy Checking or Money Market @mgr; may have a
“Navigator Card,” our no-annual fee ATM/Debit carthich may be used at ATM machines throughout Chajuta and Erie Counties
for deposits and withdrawals and as a debit caygvbare MasterCard is acceptt

* In 2003, we entered into alliances with Key Bank &hd Evans National Bank to provide customers &@mess to their accounts with
us through the ATMs of these institutions as welbar own.

* We have continued to upgrade our corporate heatiyaand established branches, our ATMs and dhk@sgh facilities to ensure
that we are providing a high level of customerssatition.

* Recently, we have added six new mortgage loan pted&/1, 7/1 and 7/23 adjustable rate mortgage80410/10 loan, which is a
combined mortgage and home equity product, a aactstn end loan and an FHA 203(b) loan prod

* Inour last three Community Reinvestment Act eviaduns by the Office of Thrift Supervision, most eatly concluding on
November 17, 2004, we consistently receive(Outstandin” rating.

»  During 2005, online bill pay was added as a newiseffor our customers.

Lending Activities

General.We have a long-standing commitment to the origoratf residential mortgage loans, including homeitydoans, and we also
originate commercial real estate, commercial amsomer loans. We currently retain substantiallyfthe loans that we originate; however,
have sold and may in the future sell residentiattgemge and student loans into the secondary magktetning servicing rights for the residential
mortgage loans. At September 30, 2005, we had ltmak of $202.6 million, of which $145.7 millioor 71.9%, were one-to-four family
residential mortgages. Of residential mortgagedaautstanding at that date, 6.0% were adjustediEemortgage loans and 94.0% were fixed
loans. At September 30, 2005, 14.4% of the loatf@ar was comprised of home equity loans, of whth0% were adjustable rate mortgage
loans and 20.0% which were fixed rate loans. Thearader of our loans at September 30, 2005, amugindi $27.7 million, or 13.7% of total
loans, consisted of 7.4% commercial real estatesioh 0% construction loans, 4.0% commercial l@ats1.3% consumer loans, which includes
personal loans, home improvement loans, overdreds lof credit, automobile loans and guaranteedestuloans.

Our loans are subject to federal and state lawsegudations. The Office of Thrift Supervision Hasen and will continue to be our
primary federal regulator. We have also been stitjergulation by the New York State Banking Depent, which will cease once we have
completed the reorganization to a federal savimgs lcharter. The interest rates we offer for lcamsaffected principally by the demand for
loans, the supply of money available for lendinggmses and the interest rates offered by our catopetThese factors are, in turn, affected by
general and local economic conditions, monetaricigd of the federal government, including the FablReserve Board and legislative tax
policies.
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Loan Portfolio. The following table sets forth the composition af éoan portfolio, by type of loan, in dollar amdsrand in percentages at
the dates indicated.

At September 30, At December 31,
2005 2004 2003 2002 2001 2000
Percent Percent Percent Percent Percent Percent
Amount  of Total Amount  of Total Amount  of Total Amount  of Total Amount  of Total Amount  of Total

(Dollars in thousands)
Mortgage loans
One-to-four family $145,65! 71.8%96$142,22: 71.1/%%$135,29. 72.12%%$107,11' 68.01%% 99,54: 68.51%% 88,427 68.12%
Commercial real
estate 14,91¢ 7.3¢ 15,31( 7.6€ 14,62¢ 7.8C 13,62¢ 8.6t 10,86¢  7.4¢ 9,14¢ 7.0t
Construction loan 2,00z 0.9¢ 2,467 1.2¢ 2,531 1.3t 3,30C 2.1C 2,73¢ 1.8¢ 2,563¢  1.9¢
Home equity loans

and lines of
credit 29,22: 14.4: 28,44; 14.2: 25,87¢ 13.7¢ 23,74: 15.07 21,08t 14.51 21,04: 16.21
191,79: 94.6€ 188,43° 94.2¢ 178,32¢ 95.0¢ 147,78! 93.8c 134,23: 92.3¢ 121,15 93.3%
Other loans
Commercial loan 8,081 3.9¢ 8,61t 4.3C 5,957 3.1¢ 6,22¢ 3.9¢ 7,33¢ 5.0t 4,79¢ 3.7C
Consumer loan 2,73 1.3t 2,87C 1.44 3,31C 1.7¢ 3,482 2.21 3,73¢ 257 3,83 2.9t
10,81« 5.34 11,48 5.74 9,267 4.9¢ 9,711 6.17 11,07: 7.62 8,631 6.6t
Total loans 202,60 100.0(% 199,92: 100.0% 187,59' 100.0(% 157,49¢ 100.0(% 145,30 100.0(% 129,78¢ 100.0(%
Less:
Deferred loa
costs
(fees)(1) 1,077 891 83€ 461 22C —
Allowance
for loan
losses (1,267) (1,289 (1,299 (1,219) (924) (797)
Loans, ne $202,41° $199,52! $187,13¢ $156,74( $144,60( $128,99:

(1) Prior to February 2001, Lake Shore Savingsaidrecord deferred loan costs in accordance wh8B-91, as the effect on financial
statements was immateri
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Loan Maturity. The following table presents the contractual matwof our loans at December 31, 2004. The tables st include the
effect of prepayments or scheduled principal amatibn. Loans having no stated repayment scheduteaturity and overdraft loans are

reported as being due in one year or less.

Amounts due in:
One year or les
After one year through five yea
Beyond five year:

Total

Interest rate terms on amounts due after one yeal
Fixed rate
Adjustable rate

Total

Real Estate

Real

One-to-Four Estate Home Construction  Commercial Consumel
Family Commercial Equity Total
(Dollars in thousands)
$ 77 $ 3 % 17 % — 3 112 $ 806 $ 1,01¢
2,571 83t 2,341 — 2,69¢ 814 9,26¢
139,56¢ 14,47:  26,08¢ 2,46: 5,80: 1,25C 189,64(
$142,22; $ 15,31( $28,44: $ 2,467 $ 8,61 $ 2,87( $199,92:
$13395. $ 568/ $5694 $ 246 $ 6,131 $ 1,69« $155,61¢
8,19¢ 9,62F 22,73! — 2,371 37C 43,28¢
$142,14F $ 15,307 $28,42F $ 2,46 $ 8,50z $ 2,06 $198,90¢
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The following table presents our loan originatiomstchases, sales, and principal payments forehieds indicated.

For the Nine Months
Ended September 30, For the Year Ended December 31

2005 2004 2004 2003 2002 2001 2000

(Dollars in thousands)

Total loans:
Balance outstanding at beginning of per $199,92: $187,59¢ $187,59! $157,49¢ $145,30: $129,78¢ $116,06°
Originations:
Mortgage loan: 25,217 33,95! 40,737 85,14¢ 52,32( 43,921 34,47
Commercial and consumer log 4,68( 7,061 8,81¢ 6,59t 4,04¢ 7,71 5,197
Total originations 29,897 41,01z 49,55¢ 91,74. 56,36¢ 51,63t 39,66¢
Deduct:
Principal repayment:
Mortgage loan: 22,45: 23,18: 31,23t 47,877 39,85( 29,75 22,92¢
Commercial and consumer log 4,19( 3,42( 4,724 8,08( 3,541 5,447 1,53¢
Total principal payment 26,64: 26,60t 35,95¢ 55,957 43,39 35,20: 24,46¢
Transfers to foreclosed real est 11¢ 15C 374 761 302 373 23€
Loan sale— Sonyma(1) and Freddie M; — — — 4,04¢ — — —
Loan sale— guaranteed student loa 39¢€ 511 592 603 40t 354 1,12¢
Loans charged o 55 96 304 27E 79 198 11€
Total deduction: 27,21: 27,36z 37,22¢ 61,64:. 44,177 36,12: 25,99¢
Balance outstanding at end of per $202,60° $201,24' $199,92: $187,59' $157,49¢ $145,30: $129,78¢

(1) State of New York Mortgage Agenc

Residential Mortgage LendingVe emphasize the origination of residential moreglgins secured by one-to-four family properties. A
September 30, 2005, loans on one-to-four familideettial properties accounted for $145.7 million7&.9%, of our total loan portfolio. Of
residential mortgage loans outstanding on that datkeat December 31, 2004, 6.0% and 5.7%, respdcti¥ our loans were adjustable rate
mortgage loans and 94.0% and 94.3%, respectivelye Vixed rate loans. At September 30, 2005, apprately 84% of our residential mortga
portfolio was secured by property located in Chagte County, 14% by property located in Erie Cowartgt 2% by property located elsewhere.
Approximately 9% of all residential loan originat®during fiscal 2004 were refinancings of loamsady in our portfolio.

Our loan originations are from customers, residehtsur local communities or referrals from locaht estate agents, attorneys and
builders. Management believes that the Erie Cobraych offices could be a significant source of hean generation. Following the
reorganization, we may seek to expand residemtiaihg activities with the proceeds received indffering primarily through the origination
residential mortgage and commercial real estatesldslanagement believes that expanding our resalenortgage lending will continue to
enhance our reputation as a service-oriented utistit particularly in Erie County, where we areiaglly developing and expanding our market
presence.
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Residential mortgage loan originations are genefall terms of 15, 20 or 30 years, amortized onaathly basis with interest and princi
due either bi-weekly or monthly. Residential restbée loans may remain outstanding for signifigastiorter periods than their contractual terms
as borrowers may refinance or prepay loans at tption without penalty. Conventional residentiainigage loans originated by us customarily
contain “due-on-sale” clauses that permit us tebrate the indebtedness of the loan upon tranéf@wnership of the mortgaged property. We
do not offer 40-year mortgage loans, “interest bntprtgage loans or “negative amortization” mortgdgans.

Our residential lending policies and proceduresienthat our residential mortgage loans generalhfarm to secondary market
guidelines. We originate residential mortgage loaitk a loan to value ratio up to 97%. Mortgagegioated with a loan-to-value ratio
exceeding 80% normally require private mortgagernasce. Private mortgage insurance is not requireldans with an 80% or less loan to
value ratio.

We offer adjustable rate mortgage loans with a marn term of 30 years. Our adjustable rate mortdaaes include loans that provide
an interest rate based on the interest paid ontté&sury securities of varying maturities plusyitag margins. We currently offer adjustable rate
mortgage loans with initial rates below those whiahuld prevail under the foregoing computation,deshspon a determination of market factors
and competitive rates for adjustable-rate loarmuinmarket area. For adjustable rate mortgage Jdmmmsowers are qualified at the initial fully
indexed rate.

Our adjustable rate mortgage loans include limitsnacreases or decreases in the interest rateedbéim. The interest rate may increase or
decrease by a maximum of 2% or 5% per adjustmerdcgwith a ceiling rate of 6% over the life of tlemn. The retention of adjustable rate
mortgage loans in our loan portfolio helps redugeosure to changes in interest rates. Howeverether unquantifiable credit risks resulting
from potential increased costs to the borrower @salt of the pricing of adjustable rate mortghggmns. During periods of rising interest rates,
the risk of default on adjustable rate mortgag@daaay increase due to the increase of interestadise borrower.

We regularly provide a loan product to our custaribat is underwritten using the same criteria ireguby the State of New York
Mortgage Agency for its own loan products. Aftdpan is originated and funded, we may sell the lwathe State of New York Mortgage
Agency. We have also sold loans to the Federal Homa@ Mortgage Corporation in the past and mayalagain, from time to time. We retain
all servicing rights for residential mortgage lodinat we sell.

Home Equity Loans and Lines of CreditVe provide home equity loans and home equity lofesedit to our customers. We offer a home
equity loan or line of credit with a minimum balanaf $5,000 up to a maximum of 90% of the totahlt@value ratio. Home equity lines of
credit products, which have interest rates tiegrbme, generally have a 15 year draw period anfl gehr payback period. Fixed rate home
equity loans range from terms of 5 to 15 yearss€Heans, as a group, totaled $29.2 million and4s28llion at September 30, 2005 and
December 31, 2004, respectively. Approximately 80df such loans have adjustable rates and 20.0% fipead rates. At September 30, 2005
and December 31, 2004, such loans constituted 14mt¥4.4.2% of our total loan portfolio.

Commercial Real Estate Loan§Ve originate commercial real estate loans to fieahe purchase of real property, which generallysisis
of developed real estate. In underwriting comméreial estate loans, consideration is given topttoperty’s historic cash flow, current and
projected occupancy, location, and physical cooditAt September 30, 2005 and December 31, 2004;aumercial real estate loan portfolio
consisted of loans totaling $14.9 million and $1%®iBion respectively, or 7.4% and 7.7%, respedyivef total loans. Of the commercial real
estate portfolio at September 30, 2005, approxin&e2 consisted of loans that are collateralizggimperties in Chautauqua County and 5%
by properties in Erie County. Our commercial resthée loan portfolio is diverse and does not hawyesignificant loan concentration by type of
industry or borrower. We lend up
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to a maximum loan-t@alue ratio of 80% on commercial properties andiirega minimum debt coverage ratio of 1.2 to 1. @wrrial real esta
lending involves additional risks compared with @adour family residential lending. Because paytsesn loans secured by commercial real
estate properties are often dependent on the sfateperation or management of the properties/artie collateral value of the commercial
real estate securing the loan, repayment of suafislonay be subject, to a greater extent, to adeersditions in the real estate market or
economic conditions. Also, commercial real estatmé typically involve large loan balances to sngbrrowers or groups of related borrowers.
Our loan policies limit the amount of loans to agié borrower or group of borrowers to reduce tisilk and are designed to set such limits wi
those prescribed by applicable federal and statatsts and regulations.

Construction Loans. We originate loans to finance the constructionathtone-to-four family homes and commercial regdtes These
loans typically have a one-year construction penuatereby draws are taken and interest only paysremet made. As part of the draw process,
inspection and lien checks are required prior éodisbursement of the proceeds. At the end of dhsteuction period, the loan automatically
converts to either a conventional or commercialtgame, as applicable. At September 30, 2005 anéeer 31, 2004, our construction loan
portfolio consisted of loans totaling $2.0 milliand $2.5 million, respectively, or 1.0% and 1.2&spectively, of total loans.

Commercial Loans In addition to commercial real estate loans, we alsgage in small business commercial lendingudinby business
installment loans, lines of credit, and other conuiat loans. We have fewer than 10 loans with bedarin excess of $1.0 million and the
average commercial loan is for a principal amoanging from $100,000 to $300,000. At Septembe2805 and December 31, 2004, our
commercial loan portfolio consisted of loans tatgl$8.1 million and $8.6 million, respectively,40% and 4.3%, respectively, of total loans.
Many commercial loans have variable interest ragesto the prime rate, and are for terms generailyin excess of 15 years. Whenever
possible, we collateralize these loans with a¢irrbusiness assets and equipment and the persaraht¢ees from principals of the borrower.
Interest rates on commercial loans generally hagleeh yields than residential mortgages. We oftenmercial loan services designed to give
business owners borrowing opportunities for modettion, inventory, equipment, construction, cordatiion, real estate, working capital,
vehicle purchases, and the refinancing of existimgporate debt.

Commercial loans are generally considered to irval\higher degree of risk than residential mortdages because the collateral
underlying the loans may be in the form of intatgiéssets and/or inventory subject to market olsselece. Commercial loans may also involve
relatively large loan balances to single borrowmrgroups of related borrowers, with the repaynodrsuch loans typically dependent on the
successful operation and income stream of the v@moSuch risks can be significantly affected bgremmic conditions. In addition, commercial
business lending generally requires substantiathatgr oversight efforts compared to residential estate lending. We conduct on-site reviews
of the commercial loan portfolio to ensure adheectacour underwriting standards and policy requésts.

Consumer LoansWe offer a variety of consumer loans. At Septen#fgr2005 and December 31, 2004, our consumer logfofio
totaled $2.7 million and $2.9 million, respectivety 1.4% and 1.4%, respectively, of total loanse Targest component of our consumer loan
portfolio are personal consumer loans and overdirefs of credit, which are available for amounpsto $5,000 for unsecured loans and greater
amounts for secured loans depending on the typmaafand value of the collateral. Consumer loarslueling overdraft lines of protection,
generally are offered for terms of up to 10 yedepending on the collateral, at fixed interestgat@ur consumer loan portfolio also consists of:

* new and used automobile loans;

» recreational vehicle loans;

76



Table of Contents

* motorcycle loans;

e guaranteed student loans;

e other unsecured consumer loans up to $3,500;

e secured and unsecured property improvement loaids; a

» other secured loans.

Generally, the volume of consumer lending has dedlias borrowers have opted for home equity lwbgre a mortgage-interest federal
tax deduction is available, as compared to unseddosns or loans secured by property other thadersal real estate. We continue to make
automobile loans directly to the borrowers and prity on used vehicles. We also maintain a portfoli guaranteed student loans. Our student
loans are typically resold to the Student Loan Mérlg Association, Sallie Mae, when the loans do repayment. We make other consumer
loans, which may or may not be secured. The tefrsaah loans vary depending on the collateral.

Consumer loans are generally originated at highterest rates than residential mortgage loanslbattand to have a higher credit risk due
to the loans being either unsecured or secureaigly depreciable assets. Despite these riskdewal of consumer loan delinquencies
generally has been low. No assurance can be diasvever, that our delinquency rate or losses wilitmue to remain low in the future.

Loan Approval Procedures and AuthorityDur lending policies are established by our BodrBicectors. Currently, our President and
Chief Executive Officer and Executive Vice Presigé&hief Operating and Commercial Officer have adtitly to approve loans for principal
amounts of up to $100,000. Loans in excess of $DWin principal amount, but less than $500,000trhasapproved by the Executive
Committee of our Board of Directors, which meetsea month. Loans with principal amounts in exadsk500,000 must be reviewed and
approved by a vote of our Board of Directors, whiohets once a month. Additionally, branch managergranted authority to approve loans,
mainly consumer loans, in smaller amounts deemptbapiate by our Board of Directors.

Current Lending ProceduresUpon receipt of a completed loan application fropr@spective borrower, we order a credit report \aerify
certain other information. If necessary, we obtadditional financial or credit related informatiofVe require an appraisal for all mortgage loi
including loans made to refinance existing mortgiagas. Appraisals are performed by licensed tpady appraisal firms that have been
approved by our Board of Directors. We requirestitisurance on all secondary market mortgage laadsertain other loans. We also require
borrowers to obtain hazard insurance, and if appl&, we may require borrowers to obtain flood ragsae prior to closing. Based on loan to
value ratios and lending guidelines, escrow accomay be required for such items as real estaéstdvazard insurance, flood insurance, and
private mortgage insurance premiums.

Asset Quality

One of our key operating objectives has been, antirues to be, maintaining a high level of assetlity. Our high proportion of one-to-
four family mortgage loans, the maintenance of sotnedit standards for new loan originations arahladministration procedures have resulted
in historically low delinquency ratios and, in ratgears, a reduction in non-performing assetssgliactors have contributed to our strong
financial condition.
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Collection ProceduresWe have adopted a loan collection policy to mamtdequate control on the status of delinquents@end to
ensure compliance with the Fair Debt CollectioncEcas Act. When a borrower fails to make requipagiments on a residential or commercial
loan, we take a number of steps to induce the la@rdoo cure the delinquency and restore the loandorrent status. Our collections department
documents every time a borrower is contacted eliigshone or in writing and maintains records otallection efforts. Once an account
becomes delinquent for 15 days, a late notice itech# the borrower and any guarantors on a Idasecond notice is mailed following the 80
day of delinquency. At this time, we also direathntact the borrower. Such contact may be repebteldan is delinquent between 60-89 days.
Once a loan has been delinquent for 90 days or,tfedoan is deemed a “classified assetd is reported to our board of directors. A filedter
is sent to the borrower demanding payment in fulakcertain date. Failure to pay after 90 day$efdriginal due date generally results in legal
action, notwithstanding ongoing collection. In ttese of a secured loan, the collateral is revieweatbtermine whether its possession would be
cost-effective for us. In cases where the collaf@ibs to fully secure the loan, we may also sudlte note and not just repossess any collateral.

The collection procedures for consumer loans ireliné sending of periodic late notices and leti@is borrower once a loan is past due.
On a monthly basis, a review is made of all conguoens which are 30 days or more past due. Conslaaes that are 180 days delinquent,
where the borrowers have failed to demonstrateyrapat ability, are classified as loss and chargi&damce a charge-off decision has been
made, the collections manager or management pulsg@saction such as small claims court, judgmesakary garnishment, repossessions and
attempt to collect the deficiency from the borrower

Loans Past Due and Non-performing AsseWe define non-performing loans as loans that aheenon-accruing or accruing whose
payments are 90 days or more past due. Non-pernigrassets, including non-performing loans and fossgl real estate, totaled $1.2 million at
September 30, 2005 and $934,000 at December 34, 200
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The following table presents information regarding non-accrual loans, accruing loans delinquerd®@& or more, and foreclosed real
estate as of the dates indicated.

At At December 31,
September 3C

2005 2004 2003 2002 2001 2000

(Dollars in thousands)
Loans past due 90 days or more but still accruing
Mortgage loans on real esta

One-to-four family $ 33¢  $41¢  $ 36E $ 417 $ 738 462

Constructior — — — — — —

Commercial real esta 227 101 55 — — —

Home equity loans and lines of cre 11 10€ 31 81 151 16
Other loans

Commercial loan 32 — — 7 — —

Consumer loan 8 24 14 — 5 1
Total $ 617 $65C $ 46¢ $ 50t $ 88¢ $47¢

Loans accounted for on a nonaccrual basi
Mortgage loans on real esta

One-to-four family $ 29¢  $127 $ 23C $ 674 $ 237 $12C

Constructior — — 194 — 90 —

Commercial real esta 40 — — — — 26€

Home equity loans and lines of cre 34 6 8 11¢ — —
Other loans

Commercial loan — — 12¢€ 94 161 —

Consumer loan 11 9 26 17 25 13
Total nor-accrual loan: 384 142 584 903 518 401
Total nonperforming loar 1,001 792 1,052 1,40¢ 1,40z 88C
Foreclosed real ests 198 14C 454 112 79 1
Restructured loar — — — — — —
Total nonperforming asse $ 1,19« $93z $1,50¢ $1,52( $1,481 $881
Ratios:
Nonperforming loans as a percent of gross lo 0.4% 0.4(% 0.5€% 0.8% 0.9% 0.6&%
Nonperforming assets as a percent of total as 0.3¢% 0.2&% 0.5(% 0.64% 0.6% 0.4%%

Loans are placed on non-accrual status either wdssonable doubt exists as to the full timely aiten of interest and principal, or when
a loan becomes 90 days past due, unless an ewallitithe Asset Classification Committee indicdked the loan is well-secured or in the
process of collection. Our Asset Classification @Quttee designates loans on which we stop accruitggest income as non-accrual loans and
we reverse outstanding interest income that wasquely credited. We may again recognize incomeénéperiod that we collect such income,
when the ultimate collectibility of principal is nonger in doubt. We return a non-accrual loandoraal status when factors indicating doubtful
collection no longer exist.

Our recorded investment in non-accrual loans tdt8&84,000 and $142,000 at September 30, 2005 andriber 31, 2004, respectively.
If all non-accrual loans had been current in acancg with their terms during the nine months erfSiegtember 30, 2005 and the years ended
December 31, 2004 and 2003, interest income onlsacis would have amounted to $44,000, $19,0005a84¢D00, respectively. At
September 30, 2005, we did not have any loansneatded above which are “troubled debt restrucggiras defined in SFAS No. 15.
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Real estate acquired as a result of forecloswkassified as other real estate owned until suok @s it is sold. We carry foreclosed real
estate at its fair market value less estimatethgetiosts. If a foreclosure action is commencedthedoan is not brought current, paid in full, or
refinanced before the foreclosure sale, we eitbkbtise real property securing the loan at a fasate sale or sell the property as soon thereafter
as practical.

Classification of AssetsFederal regulations require us to regularly revéawl classify our assets. In addition, our regusal@ve the
authority to identify problem assets and, if appiate, require them to be classified. There aredtulassifications for problem assets:
substandard, doubtful and loss. “Substandard dssetst have one or more defined weaknesses antharacterized by the distinct possibility
that we will sustain some loss if the deficien@es not corrected. “Doubtful assets” have all tleaknesses inherent in substandard assets with
the additional characteristic that the weaknessesemt make collection or liquidation in full orethasis of currently existing facts, conditions
and values questionable, and there is a high pbsstdf loss. An asset classified “losss considered uncollectible and continuance assaatapt
the institution is not warranted. The regulatiols®grovide for a “special mention” category, désed as assets which do not currently expose
us to a sufficient degree of risk to warrant clfisaiion but do possess credit deficiencies or pibweaknesses deserving our close attention.

When we classify assets as either substandarduttfudy we allocate a portion of the related gehkrss allowances to such assets as we
deem prudent. The allowance for loan losses reptesenounts that have been established to recolgisizes inherent in the loan portfolio that
are both probable and reasonably estimable atateead the financial statements. When we classifplem assets as loss, we charge-off such
amount. Our determination as to the classificatibaur assets and the amount of our loss allowaarEsubject to review by our regulatory
agencies, which can require that we establish iaddit loss allowances. We regularly review our aipsetfolio to determine whether any assets
require classification in accordance with applieat#gulations. On the basis of our review of osetsat September 30, 2005, classified assets
consisted of special mention assets of $1.2 millsuistandard assets of $2.1 million, doubtful t8sse$16,000 and loans classified as loss
assets of $1,000. The classified assets totaldesl$1.0 million of nonperforming loans.

The following table shows the aggregate amountsuotlassified assets at the dates indicated.

At At December 31,
September 3C
2005 2004 2003 2002
(Dollars in thousands)

Special mention asse $ 1,22¢ $ 68C $1,08¢ $1,28%
Substandard asse 2,14¢ 1,522 1,61¢ 2,05¢
Doubtful asset 16 13 337 46E
Loss asset 1 — — —
Total classified asse $ 3,391 $2,21f  $3,04¢  $3,80¢
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Delinquencies. The following table provides information about dejuencies in our loan portfolios at the dates iaigid.

At At December 31,
September 30,
2005 2004 2003 2002

6C-89 90 + 60-89 90 + 6C-89 90 + 60-89 90 +
Days Days Days Days Days Days Days Days
Past Past Past Past Past Past Past Past
Due Due Due Due Due Due Due Due

(Dollars in thousands)

Residential real estate( $74Z $683 $524 $65¢ $23C $ 637 $184 $1,29(
Commercial real esta 54 26€ 111 101 - 24¢ - 7
Commercial busines 1 32 39 - 39 12€ - 94
Consumer loan 13 8 18 33 26 40 18 17
Total $81C $98¢ $69z $79z $29t $1,05z $20z $1,40¢

(1) Includes home equity loans and lines of credit @mubstruction loans

Allowance for Loan LossesThe allowance for loan losses is a valuation actthat reflects our evaluation of the losses inhene our
loan portfolio. We maintain the allowance througbvisions for loan losses that we charge to incoie.charge losses on loans against the
allowance for loan losses when we believe the ctitla of the loan is unlikely.

Our evaluation of risk in maintaining the allowarfoeloan losses includes the review of all loansadich the collectibility of principal
may not be reasonably assured. We consider trenfioly factors as part of this evaluation: histarloan loss experience; payment status; the
estimated value of the underlying collateral; loariginated in areas outside of the historic magdtet for loan activity; trends in loan volume;
and national and local economic conditions. Theag tre other factors that may warrant consideratianaintaining an allowance at a level
sufficient to provide for probable loan losses haligh our management believes that it has estalliahd maintained the allowance for loan
losses to reflect losses inherent in our loan pbeotfbased on its evaluation of the factors natkdve, future additions may be necessary if
economic and other conditions differ substantifiitlyn the current operating environment.

In addition, various regulatory agencies, as aggral part of their examination process, periotijcaview our allowance for loan losses.
These agencies, including the Office of Thrift Swgon, may require us to increase the allowamecddan losses or the valuation allowance for
foreclosed real estate based on their evaluatidheoinformation available to them at the timeladit examination, thereby adversely affecting
our results of operations.

The allowance consists of allocated, general ardlatated components. The allocated componeneetatioans that are classified as
either doubtful, substandard, or special menti@e ‘SAsset Quality — Classification of Assét&or such loans that are also classified as
impaired, an allowance is established when theodisied cash flows, collateral value or observaldeket price of the impaired loan is lower
than the carrying value of the loan. The generaimmnent covers non-classified loans and is basddstorical loss experience adjusted for
qualitative factors. Qualitative factors includesplnss experience, loans originated in areasdeitsi the historic market area for loan activity,
trends in loan volume, type and volume of loangngfes in lending policies and procedures, undengréitandards, collections, chargeoffs and
recoveries, national and local economic conditi@osicentrations of credit and the effect of extefaetors on the level of estimated credit los
in the current portfolio. An unallocated componisnnaintained to cover uncertainties that coulectff
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management’s estimate of probable losses, sucbvastdrns in the local economy. The unallocated comeit of the allowance reflects the
margin of imprecision inherent in the underlying@sptions used in the methodologies for estimaitlagated and general losses in the
portfolio.

A loan is considered impaired when, based on cuidormation and events, it is probable that wé# mot be able to collect the scheduled
payments of principal and interest when due acogrth the contractual terms of the loan agreentattors considered by management in
determining impairment include payment status,atetil value, and the probability of collecting esgdtled principal and interest payment when
due. Impairment is measured on a loan-by-loan asisommercial loans by either the present valuexpected future cash flows discounted at
the loan’s effective interest rate or the fair \wabf the collateral if the loan is collateral degent. Large groups of smaller balance homogeneou:
loans are collectively evaluated for impairmentcéwingly, we do not separately identify individeainsumer and residential loans for
impairment disclosures. At September 30, 2005, edt have any impaired loans.

For the nine months ended September 30, 2005n#isant increase to our allowance for loan logbesugh a provision for loan losses
was not deemed necessary based on our evaluatiba @éms discussed above. We believe that thevalice for loan losses accurately reflects
the level of risk inherent in the loan portfoliodatine risk of lending in our community.
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The following table sets forth activity in our alance for loan losses and other ratios at or ferddies indicated.

At or for the Nine
Months Ended At
September 30, At or for the Year Ended December 31

2005 2004 2004 2003 2002 2001 2000

(Dollars in thousands)

Balance at beginning of perio $ 1,28 $ 129 $ 1,29t $ 1217 $ 924 $ 797 $ 70¢€
Provision for loan losse 20 207 267 34t 36C 32t 201
Charg-offs:
Mortgage loans on real esta
One-to-four family 24 71 24 20C 43 34 24
Constructior — — — — — — —
Commercial real esta — — 117 — — — —
Home equity loans and lines of cre — — — — 8 — 12
Other loans
Commercial loan 12 — 12¢€ 17 5 141 49
Consumer loan 19 25 37 58 23 43 46
Total charg-offs: 55 96 304 27¢ 79 21¢ 131
Recoveries
Mortgage loans on real esta
One-to-four family — 23 23 4 4 6 —
Constructior — — — — — — —
Commercial real esta — — — — — — —
Home equity loans and lines of cre — — — — 1 4 3
Other loans
Commercial loan 13 — — — — 1 8
Consumer loan 1 3 9 2 7 9 8
Total Recoverie: 14 26 32 6 12 20 19
Net charg-offs 41 70 272 26¢ 67 19¢ 112
Balance at end of peric $ 1267 $ 143 $ 1,28 $ 1,29 $ 1217 $ 924 $ 797
Average loans outstandi $199,45. $191,36: $193,42¢ $162,81( $149,26( $145,52: $122,41:
Ratio of net charge-offs to average loans
outstanding 0.02% 0.04% 0.14% 0.17% 0.04% 0.14% 0.0%
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The following table presents our allocation of #ilewance for loan losses by loan category ang#reentage of loans in each category to
total loans at the periods indicated. The allowdncéoan losses allocated to each category isieoessarily indicative of inherent losses in any
particular category and does not restrict the diskeoallowance to absorb losses in other categorie

At December 31,

At September 30, 200! 2004 2003
% of %Of. % of %Of. % of %Of.
Allowance Loans in Allowance Loans in Allowance Loans in
to Total Category to Total Category to Total Category
Amount Allowance {0 Total Amount Allowance to Total Amount Allowance to Total
Loans Loans Loans
(Dollars in thousands)
Mortgage loans
One-to-four family $ 601 47.2% 71.% $ 527 40.%% 71.2% $ 37¢ 29.2% 72.1%
Home equity loans and lines of cre 10¢ 8.5% 14.4% 11C 8.5% 14.2% 61 4. 7% 13.&%
Commercial real esta 25E 20.1% 7.4% 197 15.2% 7.7% 43C 33.2% 7.8%
Constructior — — 1.C% — — 1.2% — — 1.2%
964 76.(% 94.1% 834 64.7% 94.2% 87C 67.2% 95.(%
Other loans
Commercial loan 13C 10.4% 4.(% 13¢ 10.8% 4.2% 15€ 12.1% 3.2%
Consumer loan 27 2.1% 1.2% 27 2.1% 1.4% 35 2.7% 1.8%
157 12.5% 5.2% 16€ 12.9% 5.7% 191 14.8% 5.C%
Total allocatec $1,121 88.5%  100.(% $1,00( 77.€% 100.(% $1,061 82.1% 100.(%
Total unallocates $ 14¢ 11.5% $ 28¢ 22.0% $ 232 17.%%
Balance at end of peric $1,267  100.(% $1,28¢  100.(% $1,29:  100.(%
At December 31,
2002 2001 2000
% of %Of. % of %Of. % of %Of.
Allowance Loans in Allowance Loans in Allowance Loans in
to Total Category to Total Category to Total Category
Amount  Allowance to Total Amount Allowance to Total Amount Allowance to Total
Loans Loans Loans
(Dollars in thousands)
Mortgage loans
One-to-four family $ 50z 41.2% 68.(% $ 358 38.2% 68.5%0 $ 352 44.2% 68.1%
Home equity loans and lines of cre 107 8.8% 15.(% 86 9.2% 14.5% 46 5.8% 16.2%
Commercial real esta 18¢ 15.5% 8.7% 14% 15.5% 7.5% 24¢ 31.2% 7.C%
Constructior — — 2.1% — — 1.8% — — 2.C%
79¢ 65.6% 93.&% 582 63.(% 92.2% 647 81.2% 93.2%
Other loans
Commercial loan 14t 11.%% 4.C% 11¢ 12.9% 5.1% 88 11.(% 3. 7%
Consumer loan 25 2.1% 2.2% 43 4.€% 2.€% 47 5.9% 3.C%
17C 14.(% 6.2% 162 17.5% 7.1% 13t 16.% 6.7%
Total allocatec $ 96¢ 79.6% 100.(% $ 744 80.5% 100.(% $ 782 98.1% 100.(%
Total unallocate: $ 24¢ 20.4% $ 18C 19.5% $ 15 1.9%



Balance at end of peric $1,217 100.(% $ 924 100.(% $ 797 100.(%

The allowance for loan losses allocated to the cemial real estate portfolio increased significamtl 2003, due to loans classified as a
loss at the end of 2003.
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We will consider various qualitative factors whestablishing our allowance for loan losses. Somtheffactors cannot be assigned to a
specific loan category, such as commercial realtesbans or consumer loans. An example of thie tfifactor is national and local economic
conditions. Changes in economic conditions couldcafthe financial strength of our borrowers or Wladue of collateral securing our loans. The
majority of our loans are made to borrowers locate@hautauqua County, New York or are securedrbpgrties located in Chautauqua Cou
In recent years, economic conditions in Chautadgmanty have been stagnant, with limited opportesifor business expansion, minimal
growth in real estate values and limited job gravitithe event that these economic conditions dech the future, some of our borrowers may

be unable to make the required contractual paynmmtheir loans. As a result, Lake Shore Savingg lbeaunable to realize the full carrying
value of such loans through foreclosure.
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Investment Activities

General.Our Board of Directors reviews and approves ouestment policy on an annual basis. This policyates that investment
decisions be made based on the safety of the imeest liquidity requirements, potential returnssttélow targets, and consistency with our
interest rate risk management strategy. The BolBdrectors has delegated primary responsibilitydasuring that the guidelines in the
investment policy are followed by the President stredChief Financial Officer. Our Chief Executivéfi©er and Chief Financial Officer are
responsible for making securities portfolio deaision accordance with established policies and Ha@uthority to purchase and sell securities
within the specific guidelines established by theeistment policy. In addition, all transactions @@ewed by the Asset/Liability Committee
which meets every other month.

Our investment policy is designed primarily to mgeahe interest rate sensitivity of our assetsliafdities, to generate a favorable return
without incurring undue interest rate or credikri®o complement our lending activities and to pdevand maintain liquidity within established
guidelines. In establishing our investment straggive consider our interest rate sensitivity tyipes of securities to be held, liquidity and other
factors. We have also engaged an independent fadaatvisor to recommend investment securities @ling to a plan which has been approved
by the Asset/Liability Committee and the Board dfddtors. Federal savings banks have authoritptest in various types of assets, including
U.S. Government obligations, securities of varifegeral agencies, obligations of states and mualitigs, mortgage-backed and asset-backed
securities, collateralized-mortgage obligationstaia time deposits of insured banks and savingstirions, certain bankers’ acceptances,
repurchase agreements, loans of federal funds sabfkct to certain limits, corporate debt and caruial paper.

Nearly our entire portfolio is classified as “awdile for sale” and is reported at fair market vafDer portfolio consists of collateralized
mortgage obligations, U.S. Government agency baskedrities, asset-backed securities, U.S. Govarhoidigations and municipal bonds.
Nearly all our mortgage backed securities are tirer indirectly insured or guaranteed by the Fatlelome Loan Mortgage Corporation,
Government National Mortgage Association or thedfralHome Loan Mortgage Association.

Beginning in 2005, we also invested in privatelgured state and municipal obligations with matesinf twenty years or less. We inves
these securities because of their favorable ateyields in comparison to U.S. Government and G&ernment Agency securities of
comparable maturity. These securities are clagls#fgeavailable for sale. Finally, we have investiménFederal Home Loan Bank of New York
stock, which must be held as a condition of mentbpris the Federal Home Loan Bank system.
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The following table presents the composition of securities portfolio (excluding Federal Home Lddortgage Corporation common
stock) in dollar amount of each investment typthatdates indicated.

Securities available for sale

U.S. Government agenci

U.S. Government obligatior

State and municipal obligatiol

Mortgage-backed securities
Collateralized mortgage obligatio
Federal Home Loan Mortgage Associat
Federal Home Loan Mortgage Corporat

Asse-backed securities

Total available for sale

Securities held to maturity:
Mortgage-backed securities
Government National Mortgage
Association
Federal Home Loan Mortgage Associat
Federal Home Loan Mortgage Corporat
U.S. Government obligation
Total held to maturity

Total investment securities

At September 30,

At December 31,

2005 2004 2003 2002
Amortized Amortized Amortized
Fair Amortized Fair Fair Fair
Cost Value Cost Value Cost Value Cost Value
(Dollars in thousands)

$ — $ — 3 — % — $ 1,00 $1,06c $ 1,00 $ 1,10¢
2,11¢ 2,241 2,11¢ 2,162 2,12: 2,08¢ — —
2,00¢ 1,992 — — — — — —
49,93 49,11: 47,30¢ 46,93: 34,16(  33,87¢ 16,44 16,53(
7,467 7,371 9,15¢ 9,17t 6,32z 6,39¢ 3,98t 4,09¢
16,67( 16,24¢ 19,15! 18,92 14,19  14,20: 5,16¢ 5,281
18,39( 18,18¢ 20,39t 20,32¢ 23,82¢ 24,09 23,45«  23,87¢
$96,58( $95,15¢ $ 98,12¢ $ 97,52 $81,62¢ $81,72: $50,05. $50,90:
$ 73 % 79 % 80 $ 88 $ 86 $ 95 $ 144 $ 158
113 114 13€ 13¢ 17€ 182 414 43¢
54 55 76 80 10¢ 112 207 221
2,05¢ 2,26¢ 2,067 2,19¢ — — — —
2,29¢ 2,51z 2,35¢ 2,50: 371 38¢ 76E 81¢
$98,87¢ $97,67( $100,48 $100,02: $81,997 $82,11. $50,81¢ $51,72:
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At September 30, 2005, non-U.S. Government and fBaovent agency securities that exceeded 10.0% dfyeqare as follows:

Book Value Fair Value

Issuer

(In thousands)
Asset backed securitie:

Countrywide Asset Backed Certificat $ 4,50C $ 4,46:
Chase Funding Mortgage Asset Bacl $ 3,58¢ $ 3,54t
Residential Asset Securities Corporat 5,67 5,59¢
Total $ 13,76: $13,60¢

Investment Securities Portfolio, Maturities and Yds. The following table sets forth the scheduled méiesj amortized cost and weigh
average yields for our investment portfolio, witte texception of equity securities, at SeptembeRB05. Due to repayments of the underlying
loans, the average life maturities of mortgage-bdcknd asset-backed securities generally are suiladitaless than the final maturities.

More than Five Years
More than One Year

One year or less through Five Years through Ten Years More than Ten Years Total
Weighted Weighted Weighted Weighted Weighted
Amortized Amortized Amortized Amortized Amortized
Average Average Average Average Fair Average
Cost Yield Cost Yield Cost Yield Cost Yield Cost Value Yield

(Dollars in thousands)
Available for Sale

Securities:
U.S. Government
agencies $ — — $ — — $ — — $ 2,11¢ 4.9€¢% $ 2,11 $ 2,241 4.96%
State and municipal
obligations(1) — — — — 1,60¢ 3.61% 402 3.82% 2,006 1,997 3.65%
Mortgage-backed
securities 59 6.25% 12,22: 3.82% 13,851 3.95%0 47,93 4.0% 74,06¢ 72,73¢ 3.96%
Asset-backed
securities — — 654 3.64% — — 17,73¢ 3.94% 18,39( 18,18¢ 3.9%%
Held to Maturity
securities:
U.S. Government
securities $ — — $ — — — — $ 2,05¢ 5.4% 2,05¢  2,26¢ 5.44%
Mortage-backed
securities — — $ 32 8.41% 22 6.4¢% $ 18¢€ 7.6%% 24C 24¢ 7.68%
Total debt securities: $ 59 6.25% $12,90¢ 3.82% $15,48: 3.92% $70,42¢ 4.06% $98,87¢ $97,67( 4.02%

(1) Yields are presented on a-equivalent basis
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Sources Of Funds

General.Deposits, borrowings, repayments and prepaymentsaob and securities principal, proceeds fronstie of securities, procee
from maturing securities, and cash flows providgaperations are our primary sources of funds & in lending, investing and for other
general purposes. Sedtanagement’s Discussion and Analysis of Financahdtion and Results of Operations—Liquidity andital
Resource.”

Deposits. We offer a variety of deposit accounts having ajeaof interest rates and terms. We currently offgular savings deposits
(consisting of a Christmas Club, passbook and rsté savings accounts), money market accountsesttbearing and non-interest bearing
checking accounts, retirement accounts, time depasi Interest on Lawyer Accounts.

Deposit balances in our NOW account constituted @8% 78% of our checking account balances at Séyteg0, 2005 and December
2004, respectively. These accounts provide intaxasting checking, with a weighted average rategptember 30, 2005 of 0.44%.

Deposit flows are influenced significantly by gesleaind local economic conditions, changes in plieggpinterest rates, pricing of depos|
and competition. Our deposits are primarily obtdifrem communities surrounding our offices and ely primarily on paying competitive
rates, service, and long-standing relationshiph witstomers to attract and retain these deposisndkmally do not use brokers to obtain
deposits.

When we determine our deposit rates, we consiael tbmpetition, U.S. Treasury securities offeriraysd the rates charged on other
sources of funds. Core deposits (defined as sadegssits, money market accounts, demand accondtsther interest bearing accounts)
represented 44.5% and 45.8% of total deposits pteS8der 30, 2005 and December 31, 2004, respectikeSeptember 30, 2005 and
December 31, 2004, time deposits with remainingn$eto maturity of less than one year amounted €0Zgillion and $76.6 million,
respectively.

The following table presents our time deposit act®eategorized by interest rates which maturendugach of the periods set forth below
and the amounts of such time deposits by inteegstat each of September 30, 2005, December 32, &) 2003.

At At
Period to maturity from September 30, 200t September 3C December 31,
More than More Than
Less than On¢  One Yeartc Two Years tc T’ﬂg: :(h:;rs
Year Two Years Three Years 2005 2004 2003
(Dollars in thousands)

Interest Rate Ranc

1.99% and belov $ 1164¢ $ 1,05C $ 73 3 4 $ 12,777 $ 36,597 $ 48,49]
2.00% to 2.99% 39,49t 6,95¢ 14¢& 144 46,74 66,49 41,29¢
3.00% to 3.99% 36,57¢ 23,78¢ 17,771 2,64t 70,78( 27,22¢ 19,74(
4.00% to 4.99% 1,40z 5,56¢ 1,48: 354 8,80¢ 1,141 14,23:
5.00% to 5.99% 10C 331 — 153 584 572 773
6.00% and abov — — — — — 59 182
Total $ 89,217 $ 3768¢ $ 9481 $ 3,30 $ 139,68 $132,08¢ $124,72:
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The following table presents the distribution of deposit accounts at the dates indicated by dattewunt and percent of portfolio:

At December 31,

At September
30, 2005 2004 2003 2002
Percent o Percent o Percent o
Percent
total of total total total
Amount deposits Amount deposits Amount deposits Amount deposits
(Dollars in thousands)
Deposit type:
Savings $ 29,94 11.91% $ 30,007 12.3% $ 31,48: 13.66% $ 28,54¢ 14.6%
Money marke 27,09¢ 10.7% 30,765  12.6% 26,21¢ 11.3¢% 23,44¢ 12.02%
Interest bearing demai 37,951 15.09% 39,48¢ 16.21% 37,07¢ 16.0%% 32,77 16.8(%
Noninterest bearing dema 16,89: 6.71% 11,20¢ 4.6(% 10,99: 4.71% 9,86¢ 5.06%
Total core deposit 111,88¢ 44.4¢% 111,46¢ 45.7¢%  105,77: 45.9(% 94,63 48.51%
Time deposits with original maturities of:
Three months or les 2,152 0.85% 1,861 0.7¢% 2,765 1.2(% 2,61/ 1.3%%
Over three months to twelve mont 31,71¢ 12.6(% 31,06¢ 12.7% 35,88¢ 15.5"% 42,42°¢ 21.7%%

Over twelve months to twer-four months 57,30¢ 22.7¢% 57,63¢ 23.6t% 70,93¢ 30.71% 49,48( 25.36%
Over twenty-four months to thirty-six

months 41,57¢ 16.5% 35,69: 14.6t% 12,28: 5.3%% 3,46¢ 1.78%

Over thirty-six months to forty-eight
months 5,33t 2.12% 4,41¢ 1.81% 1,56¢ 0.68% 1,30¢ 0.67%
Over forty-eight months to sixty montt 1,07¢ 0.42% 1,10C 0.45% 1,25¢ 0.5% 1,135 0.58%
Over sixty month: 521 0.21% 314 0.13% 29 0.01% 28 0.01%
Total time deposit 139,68° 55.52% 132,08t 54.2% 124,72 54.1(%  100,45¢ 51.4%
Total deposit: $251,57¢ 100.0(% $243,55: 100.0% $230,49! 100.0% $195,09: 100.0(%

At September 30, 2005, we had $31.6 million in toleposits with balances of $100,000 or more maguamfollows:

Maturity Period Amount
(In thousands;
Three months or les $ 7,72
Over three months through six mon 7,87
Over six months through twelve moni 6,137
Over twelve month 9,90¢
Total $ 31,64(
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Borrowings.Our borrowings consist of short-term Federal HoroarLBank advances. The following table sets fartbrmation
concerning balances and interest rates on ourworgs at the dates and for the periods indicatee HAve an available line of credit of $23.4
million at September 30, 2005 and a one month egbtmepricing line of credit of $23.4 million. Wiid not have any outstanding borrowings
the lines of credit as of September 30, 2005.

At December 31,

At Septembel
30, 2005 2004 2003 2002

(Dollars in thousands)

At December 31 or September 3

Amount outstandin $ 9,42t $11,72¢ $11,80( $3,00(

Weighted average interest ri 3.74% 2.3(% 1.35% 1.5(%
For the period ended December 31 or September <

Highest amount at a mor-end $ 11,02t $13,70( $12,10( $3,00(

Daily average amount outstandi 10,22« 12,501 4,07: 1,00t

Weighted average interest ri 3.0%% 2.24% 2.9(% 1.7/%
Subsidiary Activities

Upon completion of the reorganization, Lake Shaxeiisgs will be the only subsidiary of Lake ShorenBarp. Lake Shore Savings has no
subsidiaries.
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Properties

We conduct our business through our corporate heatkys, administrative offices, and eight branffices. At December 31, 2004, the
net book value of the computer equipment and dtirerture, fixtures, and equipment of our officesaled $1.7 million. For more information,
see Note 5 of Notes to our Financial Statements.

Oggggaal Net Book Value
Legrsed Acquired December 31, 20C
Location Owned (In thousands)

Corporate Headquarters:
125 East Fourth Stre
Dunkirk, NY 14048 Oownec 199¢ $ 99
Branch Offices:
Chautauqua Count
128 East Fourth Stre

Dunkirk, NY 14048 Ownec 193C 85¢E

30 East Main Stre

Fredonia, NY 1406: Ownec 199¢ 8532

1 Green Avenu

Jamestown, NY 1470 Owned/Lease(1) 199¢ 80¢&

115 East Fourth Stre

Jamestown, NY 1470 Ownec 1997 35E

106 East Main Stret

Westfield, NY 14787 Lease((2) 199¢ 36C
Erie County

5751 Transit Roa

East Amherst, NY 1405 Ownec 200¢ 1,23:

3111 Union Roau

Orchard Park, NY 1412 Lease((3) 200z 217

59 Main Stree

Hamburg, NY 1407! Leasei(4) 200¢ 0

Administrative Offices:
31 East Fourth Stre

Dunkirk, NY 14048 Ownec 2002 324
123 East Fourth Stre
Dunkirk, NY 14048 Ownec 199¢ 107

(1) The building is owned. The land is leased. Thedeagpires in September 20:
(2) The building is owned. Parking is leased on a migrihsis.

(3) The lease expires in January 20

(4) The lease expires in 20z
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Legal Proceedings

We are not involved in any pending legal proceeslioiiper than routine legal proceedings occurringpénordinary course of business. We
believe that these routine legal proceedings, ératijgregate, are immaterial to our financial coodiand results of operations.

Personnel

As of September 30, 2005, we had 96 full-time emypds and 9 part-time employees. The employeescarepresented by a collective
bargaining unit and we consider our relationshifhwiur employees to be good.

REGULATION

General

Lake Shore Savings is currently a New York-chadesagvings and loan association. It is currenthjjesttiio regulation, examination, and
supervision by the New York State Banking Departhzem pursuant to the Federal Deposit Insurancealch state-chartered savings
association, Lake Shore Savings is also currenthjest to the regulation, examination and supeonisif the Office of Thrift Supervision and t
Federal Deposit Insurance Corporation as its depusirer. As a result of the reorganization, L&kere Savings will convert to a federal stock
savings bank and will thereby become subject satethe regulation, examination and supervisiothefOffice of Thrift Supervision with the
Federal Deposit Insurance Incorporation as its siejpwsurer.

Lake Shore Savings is a member of the Savings Aessme Insurance Fund, and its deposit accountinareed up to applicable limits by
the Federal Deposit Insurance Incorporation. Allhaf deposit premiums paid by Lake Shore Savingdisetd-ederal Deposit Insurance
Incorporation for deposit insurance are currendlidgo the Savings Association Insurance Fund. |Stkare Savings is also a member of the
Federal Home Loan Bank of New York, which is on¢haf 12 regional Federal Home Loan Banks. Lake &Bawvings must file reports with t
Office of Thrift Supervision concerning its actieis and financial condition, and it must obtainulegpry approvals prior to entering into certain
transactions, such as mergers with, or acquisitibnsther depository institutions. The Office dirift Supervision conducts periodic
examinations to assess Lake Shore Savings’ conggliaiith various regulatory requirements. This ratjah and supervision establishes a
comprehensive framework of activities in which g&isgs association can engage and is intended phnfar the protection of the insurance
fund and depositors. As a savings and loan holdampany, Lake Shore Bancorp will be required t® ¢#rtain reports with, and otherwise
comply with, the rules and regulations of the Gifaf Thrift Supervision and of the Securities an@dlange Commission under the federal
securities laws.

The Office of Thrift Supervision and the Federapbsit Insurance Incorporation have significant i§on in connection with their
supervisory and enforcement activities and exangnaiolicies, including policies with respect tetblassification of assets and the
establishment of adequate loan loss reserves dotatry purposes. Any change in such policies,tivdreby the Office of Thrift Supervision, t
Federal Deposit Insurance Incorporation, the Sgearand Exchange Commission or the United Stategyf@ss, could have a material adverse
impact on us, Lake Shore Savings, and our opeatiod stockholders.

The following discussion is intended to be a sumnwdithe material statutes and regulations appleabsavings associations and their
savings and loan holding companies, and it doepugort to be a comprehensive description ofwahsstatutes and regulations.
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Regulation of Federal Savings Associations

Business Activities Lake Shore Savings derives its lending and investipewers from the Home Owners’ Loan Act, as amdndad
Office of Thrift Supervision regulations. Under sieelaws and regulations, Lake Shore Savings magstrim mortgage loans secured by
residential and commercial real estate, commeagidlconsumer loans, certain types of debt secsjrdied certain other assets. Lake Shore
Savings may also establish service corporatiortsnilag engage in activities not otherwise permissfbt Lake Shore Savings, including certain
real estate equity investments and securitiesmsutance brokerage. Lake Shore Savings’ autharityvest in certain types of loans or other
investments is limited by federal law.

Liquidity. A federal savings bank is required to maintainfiggant amount of liquid assets to ensure its safd sound operation.

Loans to One BorrowerLake Shore Savings is generally subject to the damiis on loans to one borrower as is a natiorzalko With
specified exceptions, Lake Shore Savings’ totahdoar extensions of credit to a single borrowemncarexceed 15% of Lake Shore Savings’
unimpaired capital and surplus, which does notidelaccumulated other comprehensive income. LakeeSBavings may lend additional
amounts up to 10% of its unimpaired capital anglsisrwhich does not include accumulated other cetmgmsive income, if the loans or
extensions of credit are fully-secured by readilgrketable collateral. Lake Shore Savings currestiynplies with applicable loans-to-one
borrower limitations.

Qualified Thrift Lender Test.The Home Owners’ Loan Act requires that Lake St8aeings, as a savings association, to comply \with t
qualified thrift lender test. Under the qualifiddift lender test, Lake Shore Savings is requitethintain at least 65% of its portfolio assets in
certain “qualified thrift investments” for at leashe months of the most recent twelve-month periBdrtfolio assets” means, in general, Lake
Shore Savings’ total assets less the sum of:

» specified liquid assets up to 20% of total assets;
e goodwill and other intangible assets; and

» the value of property used to conduct Lake Shoxénga’ business.

Lake Shore Savings may also satisfy the qualifieift tender test by qualifying as a domestic bimtgdand loan association as defined in
the Internal Revenue Code of 1986, as amended. $hkee Savings met the qualified thrift lender sasseptember 30, 2005 and in each of the
prior 12 months, and, therefore, qualified as #ttlender. If Lake Shore Savings fails the qualifithrift lender test, it must either operate under
certain restrictions on its activities or converttnational bank charter.

Capital RequirementsThe Office of Thrift Supervision regulations requsavings associations to meet three minimum dag@adards:
(i) a tangible capital ratio requirement of 1.5%athl assets as adjusted under the Office of T8tpervision regulations; (ii) a leverage ratio
requirement of 3.0% of core capital to such adpisteéal assets, if a savings association has besigreed the highest composite rating of 1 ul
the Uniform Financial Institutions Rating Systemgd(iii) a risk-based capital ratio requiremenB8dd% of core and supplementary capital to
total risk-based assets. The minimum leverage @aitio for any other depository institution tlltes not have a composite rating of 1 will be
4%, unless a higher leverage capital ratio is waech by the particular circumstances or risk peofif the depository institution. In determining
the amount of risk-weighted assets for purposekefisk-based capital requirement, a savings &ssmt must compute its risk-based assets by
multiplying its assets and certain off-balance slteens by risk-weights, which range from 0% fosland obligations issued by the United
States Government or its agencies to 100% for coasand commercial loans, as assigned by
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the Office of Thrift Supervision capital regulatibased on the risks found by the Office of Thrifip8rvision to be inherent in the type of asset.

Tangible capital is defined, generally, as comntogldolders’ equity (including retained earning®rtain non-cumulative perpetual
preferred stock and related earnings, minorityrggts in equity accounts of fully consolidated sdibsies, less intangibles (other than certain
mortgage servicing rights), and investments inlaads to subsidiaries engaged in activities noinigsible for a national bank. Core capital is
defined similarly to tangible capital, but core itapalso includes certain qualifying supervisogodwill and certain purchased credit card
relationships. Supplementary capital currentlyudels cumulative and other preferred stock, mangatamvertible debt securities, subordinated
debt and intermediate preferred stock and the altme for loan and lease losses. In addition, #b% of unrealized gains on available-for-sale
equity securities with a readily determinable faitue may be included in tier 2 capital. The allaa&for loan and lease losses includable in
supplementary capital is limited to a maximum @56 of riskweighted assets, and the amount of supplementaitatthat may be included
total capital cannot exceed the amount of coretakpi

At September 30, 2005, Lake Shore Savings met efkith capital requirements, in each case on & falased-in basis.

Capital Distributions.The Office of Thrift Supervision imposes varioustreetions or requirements on Lake Shore Saviagdity to make
capital distributions, including cash dividendss@vings institution that is the subsidiary of aisgs and loan holding company must file a nc
with the Office of Thrift Supervision at least 38yd before making a capital distribution. Lake $h®avings must file an application for prior
approval if the total amount of its capital distrions, including the proposed distribution, foe #pplicable calendar year would exceed an
amount equal to Lake Shore Savings’ net incoméhairyear plus Lake Shore Savings’ retained neinireefor the previous two years.

The Office of Thrift Supervision may disapproveaofiotice of application if:
» Lake Shore Savings would be undercapitalized fahgwhe distribution;

» the proposed capital distribution raises safety smthdness concerns;
» the capital distribution would violate a prohibiticontained in any statute, regulation, or agre¢ymen

« our ability to pay dividends, service our debt ghtions, and repurchase our common stock is depengen receipt of dividend
payments from Lake Shore Savin

Branching . Subject to certain limitations, Home Owners’ Loact And Office of Thrift Supervision regulations petr federally-chartered
savings associations to establish branches in tatg 8f the United States. The authority to essabdiuch a branch is available: (i) in States that
expressly authorize branches of savings assocglimated in another State; and (ii) to an assiocidhat qualifies as a “domestic building and
loan association” under the Internal Revenue Cathéch imposes qualification requirements similatitose for a qualified thrift lender under
the Home Owners’ Loan Act. See—Qualified Thrift Lender Test The authority for a federal savings associatmestablish an interstate
branch network would facilitate a geographic diiferation of the association’s activities. This hatity under the Home Owners’ Loan Act and
Office of Thrift Supervision regulations preemptsg/&tate law purporting to regulate branching lefal savings associations.
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Community Reinvestment and Fair Lending Lawdnder the Community Reinvestment Act, as impleneibte Office of Thrift
Supervision regulations, a savings associatioral@mtinuing and affirmative obligation consisteiith its safe and sound operation to help r
the credit needs of its entire community, includioy and moderate income neighborhoods. The Comm&dinvestment Act does not
establish specific lending requirements or progréonginancial institutions nor does it limit anstitution’s discretion to develop the types of
products and services that it believes are bestdsto its particular community, consistent wite thommunity Reinvestment Act. The
Community Reinvestment Act requires the Office bfift Supervision, in connection with its examimatiof a savings association, to assess the
association’s record of meeting the credit needssafommunity and to take such record into accauits evaluation of certain applications by
such association. The Community Reinvestment Astt edquires all institutions to publicly discloseir Community Reinvestment Act ratings.

The Community Reinvestment Act regulations esthldis assessment system that bases an associaitmyson its actual performance in
meeting community needs. In particular, the assesssystem focuses on three tests: (i) a lendisig tie evaluate the institution’s record of
making loans in its assessment areas; (ii) an tmerd test, to evaluate the institution’s recordneksting in community development projects,
affordable housing, and programs benefiting lownaderate income individuals and businesses; aijé @ervice test, to evaluate the
institution’s delivery of services through its bchwes, ATMs, and other offices.

Lake Shore Savings has an on-going commitment t& wih the Chautauqgua Home Rehabilitation and lmepment Corporation in
obtaining Federal Home Loan Bank grants to asstst ommunity improvement efforts. There are maoynks in Chautauqua County that are
in need of repairs to enable such homes to beritpiance with applicable housing codes. Lake Slsareéings works with the Chautauqua Hc
Rehabilitation and Improvement Corporation to ledalighted properties and apply for grant assigdacrepairs. Lake Shore Savings also
participates in the Chautauqua Home Rehabilitadioh Improvement Corporation Family Loan programolihis a consumer lending program.
Through this program, it makes secured and inscoedumer loans at below market rates to lower andiemate income borrows who have been
qualified by this agency and who are trying to i@ their credit score. The agency guarantees thass and will make the final $1,000
payment on a loan if the borrower is current anddod standing with us. These commitments are \Wwake Shore Savings strives to improve
community and which has contributed to its recajam “OutstandingCommunity Reinvestment Act rating on its last thegaluations the mo
recent being as of November 17, 2004.

Transactions with Related Partiekake Shore Savings’ authority to engage in transastwith its Aaffiliates@ is limited by the Officaf
Thrift Supervision regulations and by Sections 284 23B of the Federal Reserve Act. In generasehinsactions must be on terms whick
as favorable to Lake Shore Savings as comparabisdctions with non-affiliates. In addition, cemtipes of these transactions are restricted to
an aggregate percentage of Lake Shore Savingstacdpollateral in specified amounts must usuabypibovided by affiliates in order to receive
loans from Lake Shore Savings. In addition, thadefbf Thrift Supervision regulations prohibit asays association from lending to any of its
affiliates that engage in activities that are nertnpissible for bank holding companies and from pasing the securities of any affiliate, other
than a subsidiary.

Effective April 1, 2003, the Federal Reserve Bo@stinded its interpretations of Sections 23A aBl &f the Federal Reserve Act and
replaced these interpretations with Regulation Waddition, Regulation W makes various changesitting law regarding Sections 23A and
23B, including expanding the definition of what stitutes an affiliate subject to Sections 23A aBB8 2nd exempting certain subsidiaries of
state-chartered banks from the restrictions ofi8est23A and 23B. Under Regulation W, all transawientered into on or before December 12,
2002, which either became subject
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to Sections 23A and 23B solely because of Regulatip and all transactions covered by Sections 230\ 28B, the treatment of which will
change solely because of Regulation W, became cubj&egulation W on July 1, 2003. All other coeebraffiliate transactions become subject
to Regulation W on April 1, 2003. The Federal ResdBoard expects each depository institution thaubject to Sections 23A and 23B to
implement policies and procedures to ensure comgdiavith Regulation W.

Lake Shore Savings’ authority to extend creditsadirectors, executive officers and 10% stockhaldas well as to entities controlled by
such persons, is currently governed by the requargsnof Sections 22(g) and 22(h) of the FederakResAct and Regulation O of the Federal
Reserve Board. Among other things, these provisiegsire that extensions of credit to insidersbé)made on terms that are substantially the
same as, and follow credit underwriting procedthes are not less stringent than, those prevaftngomparable transactions with unaffiliated
persons and that do not involve more than the nlorisiaof repayment or present other unfavorabidees; and (ii) not exceed certain
limitations on the amount of credit extended tohspersons, individually and in the aggregate, whiitlts are based, in part, on the amount of
Lake Shore Savings capital. The regulations allmalsdiscounts on fees on residential mortgageslif@ctors, officers and employees. In
addition, extensions for credit in excess of certmnits must be approved by Lake Shore SavingsirBaf Directors.

Section 402 of the Sarbanes-Oxley Act of 2002 gritdhthe extension of personal loans to directasexecutive officers of issuers (as
defined in Sarbanes-Oxley). The prohibition, howedees not apply to mortgages advanced by anedsdepository institution, such as Lake
Shore Savings, that are subject to the insiderihgnebstrictions of Section 22(h) of the Federas&ee Act.

Enforcement.The Office of Thrift Supervision has primary enfencent responsibility over savings associationsduding Lake Shore
Savings. This enforcement authority includes, anmathgr things, the ability to assess civil moneggiges, to issue cease and desist orders and
to remove directors and officers. In general, thegercement actions may be initiated in respoasédiations of laws and regulations and to
unsafe or unsound practices.

Standards for Safety and Soundnessgnder federal law, the Office of Thrift Supervisibas adopted a set of guidelines prescribing safety
and soundness standards. These guidelines estgbétighal standards relating to internal controtsiaformation systems, internal audit syste
loan documentation, credit underwriting, interegérexposure, asset growth, asset quality, earstagslards, compensation, fees and benefi
general, the guidelines require appropriate systmdspractices to identify and manage the riskseaapbsures specified in the guidelines. In
addition, the Office of Thrift Supervision adoptedjulations that authorize, but do not require Gfice of Thrift Supervision to order an
institution that has been given notice that itas satisfying these safety and soundness stanttasidgmit a compliance plan. If, after being
notified, an institution fails to submit an accdpéaplan of compliance or fails in any materialpest to implement an accepted plan, the Office
of Thrift Supervision must issue an order directigion to correct the deficiency and may issueraler directing other actions of the types to
which an undercapitalized association is subjedeuthe “prompt corrective action” provisions ofiéeal law. If an institution fails to comply
with such an order, the Office of Thrift Supervisimay seek to enforce such order in judicial prdoggs and to impose civil money penalties.

Real Estate Lending StandardsThe Office of Thrift Supervision and the other femldoanking agencies adopted regulations to piescri
standards for extensions of credit that: (i) aised by real estate; or (ii) are made for the psepof financing the construction of improveme
on real estate. The Office of Thrift Supervisioguktions require each savings association to kstadnd maintain written internal real estate
lending standards that are consistent with safesandd banking practices and appropriate to treedfithe association and the nature and scope
of its real estate lending activities. The standaido must be consistent with accompanying Ofiicéhrift Supervision guidelines, which
include loan-to-value ratios for the different tgpsf real estate loans. Associations are also pieaito
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make a limited amount of loans that do not conftorthe proposed loan-tealue limitations so long as such exceptions aveeveed and justifie
appropriately. The guidelines also list a numbeentling situations in which exceptions to the kafvalue standards are justified.

Prompt Corrective Regulatory Actiotdnder the Office of Thrift Supervision prompt carige action regulations, the Office of Thrift
Supervision is required to take certain, and is@uized to take other, supervisory actions againdercapitalized savings associations. For this
purpose, a savings association would be placederodthe following four categories based on trepaimtion’s capital:

* well-capitalized;
* adequately capitalized;
e undercapitalized; or

» critically undercapitalized.

At September 30, 2005, Lake Shore Savings metriteria for being considered “well-capitalized.” &t appropriate, the Office of Thrift
Supervision can require corrective action by arsgsiassociation holding company under the “proroptective action’provision of federal lan

Insurance of Deposit AccountsLake Shore Savings is a member of the Savings Aasarc Insurance Fund. Under federal law, the
Federal Deposit Insurance Incorporation establishesk based assessment system for determininggihesit insurance assessments to be paid
by insured depository institutions. Under the assent system, the Federal Deposit Insurance Incatipa assigns an institution to one of three
capital categories based on the institution’s foiannformation as of the quarter ending three therbefore the beginning of the assessment
period. An institution’s assessment rate dependbemrapital category and supervisory categoryhichvit is assigned. Under the regulation,
there are nine risk assessment classificatioms ,(combinations of capital groups and supervisohgsoups) to which different assessment rates
are applied. Assessment rates currently range &0&b of deposits for an institution in the highestegory (.e., well-capitalized and
financially sound, with no more than a few minorakeesses) to 0.27% of deposits for an institutiotihé lowest categoryi.e.,
undercapitalized and substantial supervisory carc@he Federal Deposit Insurance Incorporaticauigorized to raise the assessment rates as
necessary to maintain the required reserve ratio25%.

In addition, all Federal Deposit Insurance Incogtimn-insured institutions are required to pay assessrterthe Federal Deposit Insura
Incorporation at an annual rate of approximate®168% of insured deposits to fund interest paymentsonds issued by the Financing
Corporation, an agency of the federal governmetaibéished to recapitalize the predecessor to then§a Association Insurance Fund. These
assessments will continue until the Financing Crapon bonds mature in 2017.

Federal Home Loan Bank Systerhake Shore Savings is a member of the Federal Harae Bank of New York, which is one of the
regional Federal Home Loan Banks composing theflaédome Loan Bank System. Each Federal Home LaarkBrovides a central credit
facility primarily for its member institutions: (the greater of $1,000 or 0.20% of the member’'stgagre-related assets; and (ii) 4.50% of the
dollar amount of any outstanding advances unddr suamber’s advances, collateral pledge and se@gityement with the Federal Home Loan
Bank of New York. Lake Shore Savings, as a membtheoFederal Home Loan Bank of New York, is reqdito acquire and hold shares of
capital stock in the Federal Home Loan Bank of Néwk in an amount at least equal to 0.12% of thal tassets of Lake Shore Savings. Lake
Shore Savings is also required to own activity dageck, which is based on 4.45% of Lake Shorerfmvioutstanding advances. These
percentages are subject to change by the FedenaéHHoan Bank. Lake Shore Savings was in compliavttethis requirement with an
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investment in Federal Home Loan Bank of New Yodcktat September 30, 2005 of $2.5 million. Any athes from a Federal Home Loan
Bank must be secured by specified types of colidtand all long-term advances may be obtained famlyhe purpose of providing funds for
residential housing finance.

The Federal Home Loan Banks are required to prdvidds for the resolution of insolvent thrifts atedcontribute funds for affordable
housing programs. These requirements could redhecarhount of earnings that the Federal Home Loark8ean pay as dividends to their
members and could also result in the Federal Hoo@a IBanks imposing a higher rate of interest oraades to their members. If dividends
were reduced, or interest on future Federal HonmanlB®ank advances increased, Lake Shore Savingsiteetst income would be affected.

Under the Gramm-Leach-Bliley Act, membership in Beeleral Home Loan Bank is now voluntary for atldeally-chartered savings
associations, such as Lake Shore Savings. The Gilasach-Bliley Act also replaces the existing redabla stock structure of the Federal
Home Loan Bank System with a capital structure tbqtires each Federal Home Loan Bank to meeteadge limit and a risk-based permanent
capital requirement. Two classes of stock are aisthad: Class A (redeemable on six-months notice)@lass B (redeemable on five-years
notice).

Privacy Regulations Pursuant to the Gramm-Leach-Bliley Act, the OffafeT hrift Supervision has published final regulatso
implementing the privacy protection provisions leé iIGramm-Leach-Bliley Act. The new regulations gahg require that Lake Shore Savings
disclose its privacy policy, including identifyingith whom it shares a customer’s “non-public peednformation,” to customers at the time of
establishing the customer relationship and annula#yeafter. In addition, Lake Shore Savings isiregl to provide its customers with the abi
to “opt-out” of having their personal informatiohased with unaffiliated third parties and not teadse account numbers or access codes to not
affiliated third parties for marketing purposeskeahore Savings currently has a privacy protegtigicy in place and believes that such policy
is in compliance with the regulations.

Prohibitions Against Tying Arrangementdzederal savings banks are subject to the prohiisited 12 U.S.C. 8 1972 on certain tying
arrangements. A depository institution is prohititsubject to some exceptions, from extending ttedir offering any other service, or fixing
varying the consideration for such extension oflitrer service, on the condition that the custootgain some additional service from the
institution or its affiliates or not obtain servicef a competitor of the institution.

Federal Reserve System

Lake Shore Savings is subject to provisions offéderal Reserve Act and the Federal Reserve Bo@glgations pursuant to which
depository institutions may be required to maintsan-interest-earning reserves against their deposounts and certain other liabilities.
Currently, reserves must be maintained againssa@tion accounts (primarily NOW and regular chegldaocounts). The Federal Reserve Board
regulations generally require that reserves be taiaied in the amount of 3.0% of the aggregateasfgaction accounts up to $42.1 million. The
amount of aggregate transaction accounts in exaféB$2.1 million are currently subject to a reseraiio of 10.0%. The Federal Reserve Board
regulations currently exempt $6.0 million of oth&@reservable balances from the reserve requiresnehich exemption is adjusted by the
Federal Reserve Board at the end of each year. 8a&ee Savings is in compliance with the foregoeggerve requirements. Because required
reserves must be maintained in the form of eitlagiitvcash, a non interest-bearing account at areeReserve Bank, or a pass-through account
as defined by the Federal Reserve Board, the affdbis reserve requirement is to reduce Lake &lsavings’ interest-earning assets. The
balances maintained to meet the reserve requiranraposed by the Federal Reserve Board may betasadisfy liquidity requirements
imposed by the Office of Thrift Supervision. Fedédame Loan Bank System members are also authotizbdrrow from the Federal Reserve
discount window, but Federal Reserve Board regaiatrequire such
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institutions to exhaust all Federal Home Loan Bsoirces before borrowing from a Federal Reservé&Ban

The USA PATRIOT Act

Lake Shore Savings is subject to the USA PATRIOT, abich gives the federal government new powelsdress terrorist threats
through enhanced domestic security measures, eggasuveillance powers, increased information sigadnd broadened anti-money
laundering requirements. By way of amendmentsedthnk Secrecy Act, Title Il of the USA PATRIOT Bakes measures intended to
encourage information sharing among bank regulaggncies and law enforcement bodies. Furthemiogstovisions of Title 11l impose
affirmative obligations on a broad range of finah@nstitutions, including banks, thrifts, brokedgalers, credit unions, money transfer agents,
and parties registered under the Commodity Exchéwuge

Among other requirements, Title Il of the USA PAITIR Act imposes the following requirements withpest to financial institutions:

* Pursuant to Section 35all financial institutions must establish anti-moneyridering programs that include, at minimum: (il
policies, procedures, and controls; (ii) specigsignation of an anti-money laundering complianifieer; (iii) ongoing employee
training programs; and (iv) an independent auditfion to test the ar-money laundering prograr

» Pursuant to Section 326, on May 9, 2003, the Sagref the Department of Treasury, in conjunctidthwther bank regulators, isst
Joint Final Rules that provide for minimum standandth respect to customer identification and veaifion. These rules became
effective on October 1, 200

* Section 312 requires financial institutions thaablsh, maintain, administer, or manage privatekivdy accounts or correspondent
accounts in the United States for non-United Stagesons or their representatives (including farerglividuals visiting the United
States) to establish appropriate, specific, andrevhecessary, enhanced due diligence policiese@uoes, and controls designed to
detect and report money launderi

» Effective December 25, 2001, financial instituti@rs prohibited from establishing, maintaining, &ustering, or managing
correspondent accounts for foreign shell banks{@or banks that do not have a physical presenaayircountry), and will be subject
to certain record keeping obligations with resgeatorrespondent accounts of foreign bal

» Bank regulators are directed to consider a holdmmgpany’s effectiveness in combating money laumgewhen ruling on Federal
Reserve Act and Bank Merger Act applicatic

Holding Company Regulation

Lake Shore Bancorp and Lake Shore, MHC will bersgsviand loan holding companies regulated by the®#f Thrift Supervision. As
such, Lake Shore Bancorp and Lake Shore, MHC willdgistered with and subject to Office of Thriftg@rvision examination and supervision,
as well as certain reporting requirements. In aoldithe Office of Thrift Supervision will have emtement authority over Lake Shore Bancorp
and Lake Shore, MHC and any of their non-savingsturtion subsidiaries. Among other things, thishauity permits the Office of Thrift
Supervision to restrict or prohibit activities ttzae determined to be a serious risk to the firdrsefety, soundness or stability of a subsidiary
savings
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institution. Unlike bank holding companies, fedesavings and loan holding companies are not sulyjeanty regulatory capital requirements or
to supervision by the Federal Reserve System.

Restrictions Applicable to Lake Shore Bancof@ecause Lake Shore Savings will have been acqaftedMay 4, 1999, under the
Gramme-Leach-Bliley Act, its holding companies vi# prohibited from engaging in non-financial adtes. Lake Shore Bancorpactivities will
be restricted to:

furnishing or performing management services feawngs institution subsidiary of such holding camy;
conducting an insurance agency or escrow business;

holding, managing, or liquidating assets ownedoguared from a savings institution subsidiary oftseompany;
holding or managing properties used or occupied bgvings institution subsidiary of such company;

acting as trustee under a deed of trust;

any other activity (i) that the Federal Reserverphy regulation, has determined to be permisgdni®ank holding companies under
Section 4(c) of the Bank Holding Company Act of &96nless the Director of the Office of Thrift Sugision, by regulation, prohibits
or limits any such activity for savings and loardieg companies, or (ii) in which multiple savingsd loan holding companies were
authorized by regulation to directly engage in ocaréh 5, 1987

purchasing, holding, or disposing of stock acquiredonnection with a qualified stock issuancénd purchase of such stock by such
holding company is approved by the Director of @féce of Thrift Supervision; an

any activity permissible for financial holding coarpes under section 4(k) of the Bank Holding Conypact.

Permissible activities which are deemed to be firedrin nature or incidental thereto under sect¢k) of the Bank Holding Company Act

include:

lending, exchanging, transferring, investing fdweos, or safeguarding money or securities;

insurance activities or providing and issuing atiesj and acting as principal, agent, or broker;
financial, investment, or economic advisory sersjce

issuing or selling instruments representing intisr@spools of assets that a bank is permittedbtd directly;
underwriting, dealing in, or making a market inwties;

activities previously determined by the Federald®es Board to be closely related to banking;
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* activities that bank holding companies are permitteengage in outside of the U.S.; and

» portfolio investments made by an insurance company.

In addition, Lake Shore Bancorp will not be pergttto be acquired unless the acquirer is engadely $o financial activities or to acqui
a company unless the company is engaged soleigandial activities.

Restrictions Applicable to Activities of Mutual Hding CompaniesUnder federal law, a mutual holding company mayagegonly in the
following activities:

* investing in the stock of a savings institution;

* acquiring a mutual association through the merfisuch association into a savings institution sdilasy of such holding company or
an interim savings institution subsidiary of sudiding company

* merging with or acquiring another holding compamye of whose subsidiaries is a savings institution;

» investing in a corporation the capital stock of grhis available for purchase by a savings institutinder federal law or under the law
of any state where the subsidiary savings institutir association is located; a

» the permissible activities described above for goamdfathered savings and loan holding companies.

If a mutual holding company acquires or merges waithther holding company, the holding company aegubr the holding company
resulting from such merger or acquisition may dnlyest in assets and engage in the activitiesdiateove, and it has a period of two years to
cease any nonconforming activities and divest amy+eonforming investments.

Restrictions Applicable to All Savings and Loan Hiihg CompaniesFederal law prohibits a savings and loan holdinggany, which
will include Lake Shore Bancorp and Lake Shore, Miditectly or indirectly, from acquiring:

« control (as defined under the Home Owners’ Loan) Atanother savings institution (or a holding ca@np parent) without prior
Office of Thrift Supervision approva

« through merger, consolidation, or purchase of assgibther savings institution or a holding comptrgyeof, or acquiring all or
substantially all of the assets of such institujona holding company) without prior Office of THiSupervision approval; ¢

« control of any depository institution not insuredthe Federal Deposit Insurance Incorporation (pktt@ough a merger with and into
the holding compar’s savings institution subsidiary that is approvedhe Office of Thrift Supervision
A savings and loan holding company may not accasra separate subsidiary an insured institutionhtis a principal office outside of the
state where the principal office of its subsidiarstitution is located, except:
* inthe case of certain emergency acquisitions ajgutdy the Federal Deposit Insurance Incorporation;
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« if such holding company controls a savings institusubsidiary that operated a home or branchefficsuch additional state as of
March 5, 1987; o

« if the laws of the state in which the savings tusitbn to be acquired is located specifically avid®a savings institution chartered by
that state to be acquired by a savings institutivertered by the state where the acquiring savimgigution or savings and loan
holding company is located or by a holding comptirat controls such a sti-chartered associatio

If the savings institution subsidiary of a fedaraltual holding company fails to meet the qualifiedft lender test set forth in Section 10
(m) of the Home Owners’ Loan Act and regulationshaf Office of Thrift Supervision, the holding coemy must register with the Federal
Reserve Board as a bank holding company under @ Bct within one year of the savings institutioffieslure to so qualify.

Waivers of Dividends by Lake Shore, MH@®ffice of Thrift Supervision regulations will ragie Lake Shore, MHC to notify the Office of
Thrift Supervision of any proposed waiver of itsegt of dividends from Lake Shore Bancorp. Theig@fbf Thrift Supervision reviews
dividend waiver notices on a case-by-case basis,iargeneral, does not object to any such waiver i

» the waiver would not be detrimental to the safe ssuhd operation of the subsidiary savings assoniaind

« the mutual holding company’s board of directoredeines that such waiver is consistent with suchatibrs’ fiduciary duties to the
mutual holding compar's members

In the event Lake Shore, MHC waives dividends, ui@féice of Thrift Supervision regulations, our gigbstockholders would not be diluted
because of any dividends waived by Lake Shore, M&i@ waived dividends would not be considered temheining an appropriate exchange
ratio) in the event Lake Shore, MHC converts talkstiorm.

Conversion of Lake Shore, MHC to Stock FornOffice of Thrift Supervision regulations will peit Lake Shore, MHC to convert from
the mutual form of organization to the capital &tfmrm of organization (a “Conversion TransactiarmThere can be no assurance when, if ev
Conversion Transaction will occur, and the boardiodctors has no current intention or plan to utede a Conversion Transaction. In a
Conversion Transaction a new stock holding compaoyld be formed as the successor to Lake Shore®prfthe “New Holding Company”),
Lake Shore, MHC's corporate existence would end,aartain depositors and borrowers of Lake Shown8a would receive the right to
subscribe for additional shares of the New Holddmgnpany. In a Conversion Transaction, each shaterafmon stock held by stockholders
other than Lake Shore, MHC (“Minority Stockholdersiould be automatically converted into a numbesiudres of common stock of the New
Holding Company determined pursuant an exchangetredt ensures that Minority Stockholders ownghme percentage of common stock in
the New Holding Company as they owned in Lake SiBanecorp immediately prior to the Conversion Traisa. Under Office of Thrift
Supervision regulations, Minority Stockholders wabuabt be diluted because of any dividends waiveddie Shore, MHC (and waived
dividends would not be considered in determiningppropriate exchange ratio), in the event Lake&§HdHC converts to stock form. The to
number of shares held by Minority Stockholdersradt€onversion Transaction also would be increaseahy purchases by Minority
Stockholders in the offering conducted as parhef@onversion Transaction.
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Any Conversion Transaction would require the appl@f a majority of the outstanding shares of commatmck of Lake Shore Bancorp
held by Minority Stockholders and by two thirdstbé total outstanding shares of common stock oelLakore Bancorp. Any second-step
conversion transaction also would require the aygdrof a majority of the eligible votes of membefd_ake Shore, MHC.

Federal Securities Laws

Our common stock will be registered with the Se@siand Exchange Commission under Section 12(tf)eoSecurities Exchange Act of
1934, as amended. We will be subject to informatmoxy solicitation, insider trading restrictior@)d other requirements under the Securities
Exchange Act of 1934.

The Sarbanes-Oxley Act

As a public company, we will be subject to the @ads-Oxley Act, which implements a broad rangeogbarate governance and
accounting measures for public companies desigmedomote honesty and transparency in corporaterimand better protect investors from
corporate wrongdoing. The Sarbanes-Oxley Act’'sqgipial legislation and the derivative regulation anig making promulgated by the
Securities and Exchange Commission includes:

» the creation of an independent accounting overdightd;

» auditor independence provisions that restrict neditaservices that accountants may provide to thedlit clients;

« additional corporate governance and responsibiliéasures, including the requirement that the axetutive officer and chief
financial officer certify financial statemen

» arequirement that companies establish and maiataystem of internal control over financial repagtand that a company’s
management provide an annual report regarding#isssment of the effectiveness of such internaftaoover financial reporting to
the company’s independent accountants and thatataduntants provide an attestation report witpeesto management’s
assessment of the effectiveness of the con’s internal control over financial reportir

» the forfeiture of bonuses or other incentive-basmdpensation and profits from the sale of an issuscurities by directors and ser
officers in the twelve month period following iratipublication of any financial statements thagdatquire restatemer

* anincrease in the oversight of, and enhancemergrtdin requirements relating to audit committefegublic companies and how th
interact with the compal’'s independent auditor

« the requirement that audit committee members maigtdependent and are absolutely barred from aioceponsulting, advisory or
other compensatory fees from the iss

» the requirement that companies disclose whetheaat one member of the committee is a “financiglegt” (as such term is defined
by the Securities and Exchange Commission) andtjfwhy not;

» expanded disclosure requirements for corporateensj including accelerated reporting of stockdeations by insiders and a
prohibition on insider trading during pension blaakperiods
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« a prohibition on personal loans to directors arfitefs, except certain loans made by insured firsmestitutions;
» disclosure of a code of ethics and the requirero&fiing of a Form 8-K for a change or waiver afch code;
* mandatory disclosure by analysts of potential ¢otsflof interest; and

« arange of enhanced penalties for fraud and ofioé&ations.

Although we anticipate that we will incur additidmxpense in complying with the provisions of tharl&anes-Oxley Act and the resulting
regulations, management does not expect that samabl@ance will have a material impact on our resolt operations or financial condition.

Quotation on Nasdaq

We expect our common stock to be quoted on The &pSdock Market. In order to maintain such quotatiwe will be subject to certain
corporate governance requirements, including:

» amajority of our board must be composed of inddpahdirectors;

» we are required to have an audit committee compotatlleast three directors, each of whom is d@ependent director, as such term
is defined by both the rules of the National Asation of Securities Dealers and by Securities ErgkaAct of 1934 regulation

e our nominating committee and compensation committast also be composed entirely of independenttdirs; and

e our audit committee and our nominating committeestntiave publicly available written charters.

TAXATION

Federal Taxation

General. The following discussion is intended only as a samnand does not purport to be a comprehensiveigésa of the tax rules
applicable to Lake Shore, MHC, Lake Shore Bancowplzake Shore Savings. For federal income tax mepolLake Shore Savings reports its
income on the basis of a taxable year ending DeeeBib using the accrual method of accounting,isuggnerally subject to U.S. federal
income taxation in the same manner as other b&wtewing the reorganization, Lake Shore Bancorg bake Shore Savings will constitute an
affiliated group of corporations and, thereforel] & eligible to report their income on a consatied basis. Because Lake Shore, MHC will own
less than 80% of the common stock of Lake Shore@&g it will not be a member of such affiliatedgp and will report its income on a
separate return. Lake Shore Savings’ 2003 corptaatesturn is currently under audit by the IntéfRavenue Service. The audit is expected to
be completed by the end of the first quarter of@80d we do not anticipate any material changesiinncome tax liability.

Bad Debt Reserved.ake Shore Savings, as a “small bank” (one witletssisaving an adjusted tax basis of $500 milliotess) is
permitted to maintain a tax reserve for bad debset on the six-year average experience methosudhitrto the Small Business Job Protection
Act of 1996, the Bank is now recapturing (takingpimcome) over a multi-year period a portion of thalance of its tax bad debt reserve as of
December 31, 1995. The tax liability associatedhwhie recapture has been adequately provided fibeihake Shore Savings’ financial
statements.
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Distributions. To the extent that Lake Shore Savings makes “neitleind distributions” to stockholders, such diaitibns will be
considered to result in distributions from Lake &h8avings’ unrecaptured tax bad debt reserve “pesereserve,i.e., its reserve as of
December 31, 1987, to the extent thereof and ttam fts supplemental reserve for losses on loamsaa amount based on the amount
distributed will be included in Lake Shore Savingsable income. Non-dividend distributions includistributions in excess of Lake Shore
Savings’ current and accumulated earnings andtprdafistributions in redemption of stock and dimitions in partial or complete liquidation.
However, dividends paid out of Lake Shore Savimgsient or accumulated earnings and profits, asutatied for federal income tax purposes,
will not constitute non-dividend distributions artderefore, will not be included in Lake Shore $g@' income.

The amount of additional taxable income createthfeonon-dividend distribution is equal to the les¥d_ake Shore Savings’ base year
reserve and supplemental reserve for losses o8 lmaan amount that, when reduced by the tax ataiide to the income, is equal to the amount
of the distribution. Thus, in certain situationppeoximately one and one-half times the non-divdldistribution would be includable in gross
income for federal income tax purposes, assumiB4é federal corporate income tax rate. Lake Shaxéngs does not intend to pay dividends
that would result in the recapture of any portiditobad debt reserves.

Corporate Alternative Minimum TaxThe alternative minimum tax rules have been devisezhsure that at least a minimum amount of
income tax is paid by high-income corporate taxpayého take advantage of substantial tax savinggalthe use of certain tax deductions and
exemptions. In essence, the alternative minimunfuagtions as a recapture mechanism, reclaimingesointhe tax deductions and credits
utilized by these taxpayers when calculating thejular federal income tax liability. In generak@poration’s alternative minimum taxable
income is equal to its regular taxable income,géased by its preference items for the year andstedjiby computing certain items under special
rules that negate the acceleration of certain &efits which are available under the regular tdgs. The alternative minimum tax rate is 20%.
Such preference items include adjustments for xaxgt interest, excess bad debt deductions, aetetbdepreciation deductions and net
operating loss carry-forwards. Lake Shore Saviegaibject to the alternative minimum tax.

Elimination of Dividends; Dividends Received Dedigt. Lake Shore Bancorp may exclude from its income 100%ividends received
from Lake Shore Savings as a member of the sariatefl group of corporations. Because, followihg teorganization, Lake Shore, MHC will
not be a member of such affiliated group, it widk gualify for such 100% dividends exclusion, bt ae entitled to deduct 80% of the
dividends it receives from Lake Shore Bancorp sglas it owns more than 20% of the common stock.

State Taxation

New York State TaxationLake Shore Savings is subject to the New York Staséechise Tax on Banking Corporations in an annual
amount equal to the greater of (1) 7.5% of itsifentet income” allocable to New York State durthg taxable year, or (2) the applicable
alternative minimum tax. The alternative minimurm i&generally the greatest of (a) 0.01% of theigalf the taxable assets allocable to New
York State with certain modifications, (b) 3% of falternative entire net income” allocable to N¥ark State or (c) $250. Entire net income is
similar to federal taxable income, subject to dartaodifications, and alternative entire net incasiequal to entire net income without certain
adjustments. For purposes of computing its enetdncome, Lake Shore Savings is permitted a demtuédr an addition to the reserve for los
on qualifying real property loans. Lake Shore Sgsiis currently using a six-year average experienethod, similar to the federal method to
compute their New York State bad debt deduction.
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New York State passed legislation in August 1994 thcorporated into New York State tax law prows for the continued use of bad
debt reserves in a manner substantially similéinéoprovisions that applied under federal law ptiothe enactment of the 1996 Act discussed
above. This legislation enabled the Bank to ave@recapture of the New York State tax bad delgrves that otherwise would have occurre
a result of the changes in federal law and to coetito utilize the reserve method for computind#d debt deduction. However, the New York
bad debt reserve is subject to recapture for “neidend distributions” in a manner similar to trecapture of federal bad debt reserves for such
distributions. See “— Federal Taxation — Distribution$ Also, the New York bad debt reserve is subjeateicapture in the event that the Bank
fails to satisfy certain definitional tests relafito its assets and the nature of its business.

MANAGEMENT

Our Directors

Upon consummation of the reorganization, Lake SBanecorp will have eight directors. Our Charter pwilovide that the Board of
Directors shall be dividend into three classesieasly equal in number as possible. At each Lal@é&Bancorp annual meeting of stockholders,
directors will be elected to fill the seats of taalirectors whose terms are expiring in that yedrany vacant seats. It is expected that Lake
Shore, MHC, as the majority stockholder of Lake i@Hi®ancorp, will be able to control the outcomelioéctor elections. Lake Shore Bancorg
the sole stockholder of Lake Shore Savings, witeLake Shore Savings’ directors.

Lake Shore Savings currently has eight directomrithe consummation of the reorganization, theatlirs of Lake Shore Savings will be
divided into three classes with staggered three4gres of office, similar to Lake Shore BancorBsard of Directors and will be eligible to
serve until age 75. We expect that Lake Shore Banand Lake Shore Savings will continue to have moam directors and common executive
officers until there is a business reason to estalseparate management structures.

Upon consummation of the reorganization, the cturd@ectors of Lake Shore Savings will become theators of Lake Shore Bancorp.
The following table states such directongmes, their ages as of September 30, 2005, thsitigns, the years they began serving as direatue
the years their terms as directors of Lake Shore8g will expire:

Bank Bancorp
Director
Age Term

Name Positions Since Expires
Sharon E. Brautigar 49 Director 2004 2007
Michael E. Brunec: 67 Chairman of the Boar 1984 2007
James P. Foley DD 67 Director 198: 200¢
David C. Mancust 59 Director, President and Chief Executive Offi 199¢ 200¢
Thomas E. Ree 63 Director 198¢ 200¢
Daniel P. Reining; 46 Vice Chairman of the Boat 1994 200¢
Gary W. Wingel 61 Director 1997 200¢€
Nancy L. Yocumr 58 Director 199¢ 200¢€

Business Experience of Directors

The principal occupation and business experiencthiolast five years of each of director is settftelow. All directors have held their
current positions for five years unless otherwisees!.

Sharon E. Brautigamis a partner in the law firm of Brautigam & Brawdig, LLP in Fredonia, New York where her practice is
concentrated in real estate transactions, estatists and elder law.

107



Table of Contents

Michael E. Bruneczs the Chairman of the Board of Directors of Lakef® Bancorp and Lake Shore Savings. Mr. Brunetizeis
President of Office Concepts, Inc. in Dunkirk, N&ark, a company involved in the retailing and wisalkng of office furniture.

James P. Foley DD$ a dentist in private practice in Dunkirk, NewrkKoHe is a retired commander of the U.S. NavaldRes

David C. Mancusds the President and Chief Executive Officer of é&hore Bancorp and Lake Shore Savings. Mr. Mankasdeen
employed in various positions by Lake Shore Savsigse 1965. He became President and Chief Execitfficer of Lake Shore Savings in
1993. Mr. Mancuso was a member of the New YorkeSBatnking Board from 2001 through November 2005.

Thomas E. Reeik the Chairman of the Board of ECR Internatiohat,, a manufacturer of heating and cooling prosihetadquartered in
Utica, New York.

Daniel P. Reiningais Vice Chairman of the Board of Directors of Lefeore Bancorp and Lake Shore Savings. Mr. Reinstfze
President of G.H. Graf Realty Corporation, Inagal estate investment company located in Dunkew York.

Gary W. Wingerhas been a principal of Compass Consulting, InAuburn and Jamestown, New York and Venice, Flgridérm that
provides consulting services in the area of higitkrcation, since July, 2002. From 1975 until Jub@22 Mr. Winger was the Dean of
Administration and Development and Chief Finanaiad Development Officer of Jamestown Community &yslin Jamestown, New York.

Nancy L. Yocumis a practicing certified public accountant. She artner in the firm of Brumfield & Associatesknredonia, New York
where her practice is concentrated in estatesrastbt

Our Executive Officers
Our initial senior executive officers will be tharse as those who currently serve as executiveeoffiaf Lake Shore Savings. In additior
Mr. Mancuso, we will have the following executivEicers:

Beverley J. Mulkinis the Secretary/Treasurer of Lake Shore Bancdrp.Has also been the Secretary of Lake Shore Sasinge 1984
and its Treasurer since 2002.

Reginald S. Corsis the Executive Vice President of Lake Shore Bgncde has also been the Executive Vice Presidemale Shore
Savings since 1994. Prior to joining Lake Shorei@s; Mr. Corsi was Vice President of M&T Bank.

Robert L. Smithis the Chief Financial Officer of Lake Shore Bankdfie has also been the Chief Financial Officdraie Shore Savings
since July 2004. Prior to joining Lake Shore Sasjnigr. Smith served in various financial positidas Nestlé Purina Petcare Company from
June 1976 to June 2004. Mr. Smith was a membéreoBbard of Directors of Lake Shore Savings fromuday 2003 to June 2004.

The Board of Directors will annually elect our entiee officers and those of Lake Shore Savings. dlketed officers will hold office unt
their respective successors have been electeduatifiep, or until death, resignation or removalthg Board of Directors.
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Meetings of the Boards of Directors

Regular meetings of the board of directors of L8kere Savings are held monthly. Following the catiph of the stock offering, regular
meetings of the board of directors of Lake Shored®ap will also be held monthly. Special meetinfthese boards are and will be held as
needed.

Committees of the Board of Directors
Upon consummation of the reorganization, the Badiidirectors of Lake Shore Bancorp will establible following committees.

Executive Committee The Executive Committee of the Board of Directdrt@ke Shore Bancorp will exercise the powers ef Board of
Directors in between Board meetings.

Compensation CommitteeThe Compensation Committee will assess the straafithe management team and the overall perforenahc
Lake Shore Bancorp. It will oversee executive conspéion by approving salary increases and revieveige personnel matters such as staff
performance evaluations.

Audit Committee The Audit Committee of Lake Shore Bancorp will lmenprised of the following three directors: Mr. Beaz, Mr. Reed
and Ms. Yocum. Ms. Yocum will serve as Chairperebthe Committee. It will oversee and monitor omahcial reporting process and internal
control system, review and evaluate the audit pevéal by our independent auditors, and report abgtantive issues found during the audit to
the Board. The Audit Committee will be directly pessible for the appointment, compensation, andsiyet of the work of our independent
auditors. The Audit Committee will also review aaqaprove all transactions with affiliated partieeeTBoard of Directors will adopt a written
charter for the Audit Committee.

Nominating and Corporate Governance CommitteEhe Nominating and Corporate Governance Commitidenget to recommend the
nomination of Directors to the full Board of Direcs to fill the terms for the upcoming year oritbyacancies during a term. The Nominating
and Corporate Governance Committee will considesmenendations from stockholders if submitted imreety manner in accordance with the
procedures established in the Bylaws and will apipdysame criteria to all persons being considered.

Each of the Audit, Compensation and Nominating @odpborate Governance Committees will be composéegnof directors who are
independent as such term is defined by Rule 42Q§abf the National Association of Securities @eal Manual and Rule 10A-3 of the
Securities Exchange Act of 1934, as amended.

Director Compensation

Meeting Fees Lake Shore Savings pays a fee to each of the ngiegee directors for attendance at each board ngeatid each meeting
of a committee of which they are members. Membeesive $975 for each Board meeting attended iropeaad half of that amount for each
Board meeting attended telephonically. Board mesbhkso receive fees for membership on the Boaahsaittees. The Chairman of the
Executive Committee receives an annual fee of $#Bahd its Vice Chairman receives an annual feg7&00. All other noremployee membe
of the Executive Committee receive annual feescgd@0. The Chairpersons of the other committeesive@nnual fees of $4,000 and their o
members receive annual fees of $2,500. MembetseoBobard of Directors who are also employees doetsive directors’ fees.
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Lake Shore Savings and Loan Association paid feteding $124,892 to its non-employee directorstli@ryear ended December 31, 2004.

Directors’ Deferred Compensation Plahake Shore Savings previously maintained a deferomopensation plan for non-employee
directors under which each non-employee directaiccdefer receipt of his or her directors fees hade such amounts credited with a market-
rate investment return. This plan was terminate@étober 2005 with all vested amounts paid to the participants pursuant to the
requirements of the American Jobs Creation Act0if42

Supplemental Benefit Plan for Non-Employee DirectarLake Shore Savings has entered into separate sneptal benefit plans in 1999
and 2001 with each of its current non-employeectiins except for Ms. Brautigam. Under the 1999 pé&ath participant is guaranteed monthly
payments over a period of fifteen years commenatrege 70 equal to $18,105 per year based uportyeee years of service as a director to
Lake Shore Savings (or an earlier retirement agedhty-one years of service is attained priorge @0) with the annual benefit payable reduced
proportionately for each year of service as a dineless than twenty-one years attained at ag&/i@er the 2001 plan, each participant is
guaranteed monthly payments over a period of fiftgears commencing at age 72 equal to $12,000qzerhased upon twenty-one years of
service to Lake Shore Savings with the annual bigpafable reduced proportionately for each yeaeanbice less than twente years attaine
at age 72.

Executive Officer Compensation
The following table provides information about t@mpensation paid for 2004 to our Chief Executi¥io®r and our Executive Vice
President. No other officer’s total annual salamg Bonus for 2004 was in excess of $100,000.

Summary Compensation Table
Annual Compensation

Other Annual
All Other
Compensatior Compensatior
Salary Bonus
Name and Principal Positions Year $) ($) $) ($)(1)
David Mancuso 200¢ 160,00 9,077 - 20,96¢

President and Chie¢
Executive Officel

Reginald S. Cors 200¢ 104,47. 5,971 - 13,69¢
Executive Vice Presidel

(1) Reflects (i) matching contributions of $4,0581¢$2,651 credited under the 401(k) plan to th@aets of Messrs. Mancuso and Corsi,
respectively; and (ii) profisharing contributions of $16,908 and $11,044 ceeditnder the 401(k) plan to the accounts of Me&éasicusc
and Corsi

Employment Agreement

Effective as of the reorganization, Lake Shore Bap@nd Lake Shore Savings will each have entertedparallel employment agreeme
with Mr. David C. Mancuso to secure his servicePassident and Chief Executive Officer. The empleptragreements will have a fixed term
of three years beginning as of the effective datb@reorganization and may be renewed annuaiéyr afreview of the executive’s performance.
These agreements provide for a minimum annualysafe$213,550, discretionary cash bonuses, andcgzation on generally applicable terms
and conditions in other compensation and fringeefieplans. The agreements will also guaranteeoouiaty corporate indemnification and err
and omissions insurance coverage throughout théogment term and for six years after termination.
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Lake Shore Bancorp and Lake Shore Savings maynetethe executive’s employment, and the executiag resign, at any time with or
without cause. However, in the event of terminationing the term without cause, they will owe tixe@itive severance benefits generally equal
to the value of the cash compensation and fringefits that the executive would have received ihbd continued working for the remaining
unexpired term of the employment agreements. Theeseverance benefits would be payable if the dixectesigns during the term following:

» aloss of title, office or membership on the boafrdirectors;

» material reduction in duties, functions, compemsatr responsibilities; involuntary relocation bétexecutive’s principal place of
employment to a location over 35 miles in distaftoen Lake Shore Savings’ principal office in DurkkiNew York and over 35 miles
from the executiv's principal residence; (

« other material breach of contract by Lake ShorecBgmand Lake Shore Savings which is not curediwi?® days.

The employment agreements will also provide uniedweath and disability benefits and provides &éngtseverance payable after a
change of control shall be computed as if the remgiunexpired term of the agreements was threesyea

If Lake Shore Bancorp and Lake Shore Savings eapeei a change in ownership, a change in effectinreecship or control or a change in
the ownership of a substantial portion of theireésas contemplated by section 280G of the Intdkeaknue Code, a portion of any severance
payments under the employment agreements mightittdesan “excess parachute payment” under cufextgral tax laws. Pursuant to the
employment agreements, any severance paymentswincke are subject to section 280G of the Interretétue Code would be reduced to the
extent necessary to avoid the imposition of ansextax and related non-deductibility under sec®8@G of the Internal Revenue Code.

Change of Control Agreements

Effective as of the reorganization, Lake Shore Sgsiwill enter into one-year change of control agrents with Reginald S. Corsi, our
Executive Vice President and Robert L. Smith, ohie€Financial Officer. These agreements will bargunteed by Lake Shore Bancorp. The
term of these agreements is perpetual until Lal@e&sBavings gives notice of non-extension, at whiitle the term is fixed for one year.

Generally, Lake Shore Savings may terminate thel@yment of any officer covered by these agreemenitb, or without cause, at any
time prior to a change of control without obligattifor severance benefits. However, if Lake Shonégrggs or Lake Shore Bancorp, Inc. signs a
merger or other business combination agreemeiftachird party makes a tender offer or initiateproxy contest, it could not terminate an
officer’'s employment without cause without liabyjlifior severance benefits. The severance benefitdsdagenerally be equal to the value of the
cash compensation and fringe benefits that theefiivould have received if he or she had contiruexking for an additional year. Lake Shore
Savings would pay the same severance benefite ibfficer resigns after a change of control follogvia loss of title or office, material reduction
in duties, functions, compensation or responsiégijtinvoluntary relocation of his or her principddce of employment to a location over 35
miles from Lake Shore Savings’ principal office thie day before the change of control and over 3&xifiom the officer’s principal residence
or other material breach of contract which is noted within 30 days. These agreements also prawidesured death and disability benefits.
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If Lake Shore Bancorp and Lake Shore Savings eapeeis a change in ownership, a change in effeotireership or control or a change
in the ownership of a substantial portion of ttesisets as contemplated by section 280G of thenklt®evenue Code, a portion of any severance
payments under the change of control agreementstroggnstitute an “excess parachute payment” ungieeit federal tax laws. Pursuant to the
change of control agreements, any severance pagmeue which are subject to section 280G of thermial Revenue Code would be reduce
the extent necessary to avoid the imposition abarise tax and related non-deductibility underisec280G of the Internal Revenue Code.

Benefit Plans

Incentive Compensation ProgramLake Shore Savings maintains an incentive compimspltan for employees to earn bonuses based on
the achievement of objective, pre-established perdmce goals. This plan is a short term incentieg@am which rewards short term
performance based on the achievement of key opgrgtials. All executive officers and certain exepiployees are eligible to participate.
These short term incentive payments are made dgnkal 2005, the maximum bonus to be paid to Manduso is 20% of his base salary and
the maximum bonus to be paid to Mr. Corsi is 15%isfbase salary (depending upon the achievemergrtdin pre-established performance
goals).

Supplemental Benefit Plans for Executivelsake Shore Savings has entered into separate éxesupplemental benefits plans in 1999
and 2001 with each of Messrs. Mancuso and Corsidtition, Lake Shore Savings has entered intoxaowive supplemental benefit plan in
2001 with four other officers. Pursuant to thesmp| each executive is entitled to receive a mpmtayment over a period of fifteen years
commencing on the first day of the month followithg executive’'s attainment of his benefit age @@ender the 1999 plan, and age 65 under
the 2001 plan) as set forth in the plans. Unded 889 plan, Mr. Mancuso and Mr. Corsi shall betidtito an annual retirement benefit of
$87,093, and $19,639, respectively. Under the 208d, Mr. Mancuso and Mr. Corsi shall be entitledih annual retirement benefit of $55,000
and $24,000, respectively. Amounts payable undeptans are subject to reduction in the event®gttecutive’s voluntary or involuntary
termination of employment prior to attaining hisibét age.

401(k) Plan.Lake Shore Savings maintains a tax-qualified 40d@f)ned contribution plan for employees who hattaimed age 21 and
have at least three months of service. Eligible legges may make pre-tax contributions to the ptaaugh salary reduction elections up to 75%
of annual compensation, subject to limitationshef Internal Revenue Code (for 2005, the annuat is$14,000). Lake Shore Savings also
makes a discretionary contribution to the plan ehaif of eligible employees who have attained abar®l have at least one year of service.

Severance Pay Plarkffective as of the reorganization, Lake Shore Sgwiwill implement a Severance Pay Plan that pes/gkverance
benefits to employees and officers, other thandhiogividuals covered by a separate employmenhange in control agreement, whose
employment is terminated without “caus®”by the employee or officer following a forcedoeation, forced reduction in annual base salarg
material adverse change in the employee’s or afficdle, position or responsibilities during tperiod commencing three months prior to a
change in control and ending one year followingdhange in control. An employee or officer whosepkayment terminates under these
circumstances is entitled to a lump sum paymenaleguthree weeks’ annual cash compensation icale of eligible officers and one week’s
annual cash compensation in the case of eligible@@mees multiplied by the employee’s or officer'aale years of service, but such severance
payment will not exceed fifty-two weeks of competimafor officers and twentgix weeks of compensation for eligible employeesstall it be
less than twelve weeks of compensation for eligiffeeers and two weeks of compensation for eligibimployees. For the purposes of the
Severance Pay Plan, officers are those employesigndg¢ed as such by the Board of Directors.
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Future Stock Benefit Plans

Employee Stock Ownership PlarThis plan is a tax-qualified plan that covers sabgally all employees who have at least one yéar o
service and have attained age 21 and will takeceffiethe completion of the reorganization.

Lake Shore Bancorp intends to lend this plan engughey to purchase 8% of the shares issued infteeng. The plan will purchase
these shares from Lake Shore Bancorp to the ettianhshares are available after filling the sulpdimns of eligible account holders. Otherwise,
the plan will purchase these shares on the opekenafter completion of the reorganization and iifig to the extent that shares are available
for purchase on reasonable terms. If this plan agparchase the shares that it wants directly ftake Shore Bancorp in the offering, there i
assurance that it will purchase shares after thyamization and offering, or that such purchaséisoacur during any particular time period ol
any particular price.

Although contributions to this plan will be disdmtary, Lake Shore Savings intends to contributaugh money each year to make the
required principal and interest payments on tha.lttas expected that this loan will be for a teofrB0 years and will call for level annual
payments of principal and interest. The plan wiitially pledge the shares it purchases as coliafer the loan and hold them in a suspense
account.

The plan will not distribute the pledged sharestrway. Instead, it will release a portion of giedged shares annually. The number of
shares released is determined pursuant to a forwhdae the number of unallocated shares is mudtihiy a fraction, the numerator of which is
the amount of principal and interest paid for thenpyear, and the denominator of which is the s@ith@numerator plus all principal and inter
to be paid in all future years. The plan will alive the shares released each year among the asodyatrticipants in proportion to their salary
for the year. For example, if a participant’s spfar a year represents 1% of the total salariealgiarticipants for the year, the plan would
allocate to that participant 1% of the shares sdddor the year. Participants direct the votinglwdres allocated to their accounts. Shares in the
suspense account will usually be voted in a wayrhierors the votes which participants cast forrekan their individual accounts.

This plan may purchase additional shares in thedéutand may do so using borrowed funds, cash elindd, periodic employer
contributions or other cash flow.

Stock Option PlanWe intend to implement a stock option plan for dinectors and officers after the reorganization affdring.
Applicable regulations prohibit us from implemeigtithis plan until six months after the reorganizatand offering and require that we obtain
the approval of the holders of a majority of thestanding shares of Lake Shore Bancorp that arewnoéed by Lake Shore, MHC.

We expect to adopt a stock option plan that withadze our Compensation Committee to grant opttonsurchase up to 4.90% of the
shares outstanding after the offering (includingreb issued to the Lake Shore Charitable Foundafitve Compensation Committee will dec
which directors and officers will receive optionsdavhat the terms of those options will be. Howewerstock option will permit its recipient to
purchase shares at a price that is less than ithméaket value of a share on the date such opgigmanted, and no option will have a term that is
longer than ten years. If we implement a stockappilan before the first anniversary of the reoigation and offering, applicable regulations
will require that we observe the following restigcts:

*  We must limit the total number of shares that grtomed to outside directors to 30% of the shatgBaized for the plan.
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* We must also limit the number of shares that at®ped to any one outside director to 5% of theehauthorized for the plan and
number of shares that are optioned to any execaffieer to 25% of the shares that are authorizedie plan

*  We must not permit the options to become vestednabdre rapid rate than 20% per year beginning erfitbt anniversary of
stockholder approval of the ple

*  We must not permit accelerated vesting for anyameasher than death, disability or a change of mbnt

After the first anniversary of the reorganizatiordaffering, we may amend the plan to change ooxenthese restrictions. If we adopt a
stock option plan within one year after the reoigation and offering, we expect to amend the péderlto remove these restrictions and to
provide for accelerated vesting in case of retineimé@/e will have to recognize compensation expdosaccounting purposes ratably over the
vesting period, equal to the fair value of the opsi on the original grant date.

We expect the stock option plan will permit the Qamsation Committee to grant either incentive stuations that qualify for special
federal income tax treatment or non-qualified stopkons that do not qualify for special treatméntentive stock options may be granted only
to employees and will not create federal incomectaxsequences when they are granted. If they areised during employment or within three
months after termination of employment, the exereidll not create federal income tax consequené#en the shares acquired on exercise
incentive stock option are resold, the seller npast federal income taxes on the amount by whicls#hes price exceeds the purchase price.
amount will be taxed at capital gains rates ifghke occurs at least two years after the optiongkasted and at least one year after the option
was exercised. Otherwise, it is taxed as ordinacyrne.

Non-qualified stock options may be granted to eittraployees or noemployees such as directors, consultants and s#neice provider:
Incentive stock options that are exercised mora theee months after termination of employmenttegated as non-qualified stock options. Non-
gualified stock options will not create federalanme tax consequences when they are granted. Whgrath exercised, federal income taxes
must be paid on the amount by which the fair maviéte of the shares acquired by exercising thmopmxceeds the exercise price. When the
shares acquired on exercise of a non-qualifieckstption are resold, the seller must pay federine taxes on the amount by which the sales
price exceeds the purchase price plus the amodiotied in ordinary income when the option was egert This amount will be taxed at capital
gains rates, which will vary depending upon theetitmat has elapsed since the exercise of the option

When a non-qualified stock option is exercised,d.8&kore Bancorp and Lake Shore Savings may beedl@afederal income tax
deduction for the same amount that the option lafddudes in his or her ordinary income. This amiomay be the same as the related
compensation expense or it may be different. Wimeimeentive stock option is exercised, there isaxodeduction unless the shares acquired are
resold sooner than two years after the option wastgd or one year after the option was exercised.

Management Recognition PlanVe intend to implement a management recognition fdaour directors and officers after the
reorganization and offering. Applicable regulatigmehibit us from implementing this plan until shonths after the reorganization and offering
and that we obtain the approval of the holdersmiigority of the outstanding shares of Lake Shawaddrp that are not owned by Lake Shore,
MHC.
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We expect to adopt a management recognition pknvitil authorize our Compensation Committee to enedstricted stock awards of up
to 1.96% of the shares outstanding after the offetincluding shares issued to the Lake Shore @iidei Foundation). The Compensation
Committee will decide which directors and officerdl receive restricted stock and what the termshoke awards will be. If we implement a
management recognition plan before the first anmsany of the reorganization, applicable regulatisiikrequire that we observe the following
restrictions:

*  We must limit the total number of shares that avarded to outside directors to 30% of the sharéisoaized for the plan.

*  We must also limit the number of shares that ararded to any one outside director to 5% of theeshauthorized for the plan and the
number of shares that are awarded to any execoffieer to 25% of the shares that are authorizedHe plan

*  We must not permit the awards to become vestedradra rapid rate than 20% per year beginning oriitsieanniversary of
stockholder approval of the ple

*  We must not permit accelerated vesting for anyameasher than death, disability or a change of mbnt

After the first anniversary of the reorganizatiordaffering, we may amend the plan to change ooxenthese restrictions. If we adopt a
management recognition plan within one year afierreorganization, we expect to amend the planfateemove these restrictions and to
provide for accelerated vesting in case of retineime

Restricted stock awards under this plan may feammeloyment restrictions that require continued leyment for a period of time for the
award to be vested. They may feature restrictibasrequire the achievement of specified corpavaiadividual performance goals for the
award to be vested. Or, they may feature a combmaft employment and performance restrictions. Adgawill not be vested unless the
specified employment restrictions and performarmagjare met. However, pending vesting, the awecibient may have voting and dividend
rights. When an award becomes vested, the recipiast include the current fair market value ofitksted shares in his or her income for
federal income tax purposes. Lake Shore Bancorp.akd Shore Savings may be allowed a federal incaxeeduction in the same amount.
Depending on the nature of the restrictions attd¢behe restricted stock award, Lake Shore BanaarpLake Shore Savings may have to
recognize a compensation expense for accountirgppas ratably over the vesting period or in a sicglarge when the performance conditions
are satisfied.

Certain Transactions with Management

Lake Shore Savings has outstanding loans to iksttirs and executive officers and the directorsex@atutive officers of Lake Shore
Bancorp and Lake Shore, MHC. These loans: (i) weade in the ordinary course of business; (ii) weaele on substantially the same terms,
including interest rates and collateral as thogeaifing at the time for comparable transactionthwiher persons and (iii) did not involve more
than the normal risk of collectability or presetti@r unfavorable features. A majority of the indeghent, disinterested members of our board of
directors must approve future affiliated transadiand forgiveness of loans.
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PROPOSED PURCHASES OF COMMON STOCK BY MANAGEMENT

The following table presents, for each of our dives and executive officers, the amount of stodytwish to purchase in the offering. We
have assumed that a sufficient number of sharédbwivailable to satisfy their subscriptions. Hmeounts include shares that may be purchasec
through individual retirement accounts and by aisdes of the directors and executive officers. Noheur directors or executive officers
expects to purchase more than 1.0% of our comnumk. s€Collectively our directors and executive odfis expect to purchase a total of 89,600
shares, or 3.8% of shares we sell in the offeiimguding shares issued to the charitable foundai@@suming a total of 2,350,000 shares of
common stock are sold in the offering and issuatie¢acharitable foundation). These shares do rbudie shares expected to be issued unde
stock benefit plans of Lake Shore Bancorp. If hfires issuable under such stock benefit plans isgued to directors and executive officers of
Lake Shore Bancorp, Lake Shore Bancorp directatlseaecutive officers would own 432,600 shares,84% of the shares we sell in the
offering (assuming a total of 2,350,000 sharesoofimon stock are sold in the offering and issuettiéocharitable foundation).

Number
of Shares
Name Amount
Directors:
Sharon E. Brautigar $ 10,00  1,00(
Michael E. Brunec; 100,00 10,00¢
James P. Foley, DD 25,00( 2,50(C
David C. Mancust 100,00 10,00
Thomas E. Ree 60,00( 6,00(
Daniel P. Reining: 250,000 25,00(
Gary W. Wingel 50,00( 5,00(C
Nancy L. Yocurr 50,00( 5,00(
Other Executive Officers:
Beverley J. Mulkir 1,00¢ 10C
Reginald S. Cors 50,00( 5,00(
Robert L. Smitt 200,00( 20,00(
Total: $896,00( 89,60(

It should be noted that the above subscriptionsundirectors and executive officers are expeatdeet made in the subscription offering
based only on their deposits with Lake Shore Savamdeposit account holders. This aspect of fieeim could make it difficult for insiders to
purchase stock for the explicit purpose of meetimgminimum of the offering. However, if any sualrghases are made for the explicit purpose
of meeting the minimum of the offering, they wilt Imade for investment purposes only, and not witlew towards redistribution. Furthermo
Office of Thrift Supervision regulations restritietsale of common stock purchased in this offeloyngirectors and executive officers for a
period of one year following the offering.
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THE REORGANIZATION AND OFFERING

The Board of Directors of Lake Shore Savings and Lan Association has approved the plan of reorganizetn. The plan of
reorganization also must be approved by the deposits of Lake Shore Savings and Loan Association. Asecial meeting of depositors has
been called for this purpose. The Office of ThriftSupervision has conditionally approved the plan ofeorganization; however, such
approval does not constitute a recommendation or elorsement of the plan of reorganization by the agezy.

General

On August 9, 2005, the Board of Directors of Lakei® Savings and Loan Association unanimously adbite plan of reorganization
and minority stock issuance, pursuant to which Lakere Savings and Loan Association will changedtse to Lake Shore Savings Bank and
reorganize from a New York-chartered savings aad lassociation into a federally-chartered mutudihg company with a federally chartered
mid-tier holding corporation and a federally-chegtéstock savings bank. After the reorganizatiakd_Shore Bancorp will be the mtigr stock
holding company and Lake Shore, MHC will be the-tiep mutual holding company. Under the terms @f phen of reorganization, Lake Shore
Bancorp will own all of the stock of Lake Shore Bas and Lake Shore, MHC will own at least a m&joof Lake Shore Bancorp’s stockake
Shore, MHC will have no stockholders, and depositidrLake Shore Savings will become members of LStkere, MHC.

The reorganization also includes the offering bixd.&hore Bancorp of 45% of its common stock toileiigdepositors of Lake Shore
Savings in a subscription offering and, possildymtembers of the general public through a commuoffgring and/or a syndicate community
offering. The completion of the offering dependsnoarket conditions and other factors beyond outrobnVe can give no assurance as to the
length of time that will be required to complete #ale of the common stock. If we experience dekigsificant changes may occur in the
independent appraisal, which would require a chamgfee offering range. A change in the offeringga would result in a change in the net
proceeds realized from the sale of the common stbttke reorganization is terminated, Lake Shoasgifgs would be required to charge all
reorganization expenses against current incomeOffiee of Thrift Supervision approved the planrebrganization, subject to, among other
things, approval of the plan of reorganization aké& Shore Savingsiepositors. The plan of reorganization also provie the establishment
The Lake Shore Charitable Foundation and our fundiithe charitable foundation with an amount thitequal 2% of the shares of our
common stock outstanding after the reorganizafidwe. establishment of The Lake Shore Charitable &ation is subject to a separate vote of
Lake Shore Savings’ depositors. Finally, the repizgtion incorporates a conversion of Lake Shongr§s’ charter from a New York mutual
savings and loan association to a federally-chedtenutual savings bank (which will then converstiock form in the reorganization). The
conversion from a New York mutual savings assamiatd a federally-chartered mutual savings banktinespproved by an affirmative vote of
either (i) 66 2/3% in amount of the book value Ibbatstanding deposits of Lake Shore Savingsjipa{ least 75 % in amount of all outstanding
deposits of Lake Shore Savings represented aptmad meeting. A special meeting of Lake Shoreif@m’ depositors will be called to vote on
these three matters on March 23, 2006.

The following is a brief summary of the pertinespacts of the reorganization. A copy of the planeofganization is available from Lake
Shore Savings upon request and is available fpertton at the offices of Lake Shore Savings arttleOffice of Thrift Supervision. The plan
of reorganization is also filed as an exhibit te tegistration statement that we have filed with $ecurities and Exchange Commission. See *
Where You Can Find More Informatich
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Reasons for the Reorganization

After considering the advantages and disadvantaigiee reorganization, the Board of Directors ok&&hore Savings unanimously
approved the reorganization as being in the béstast of Lake Shore Savings and its depositors.Bdard of Directors concluded that the
reorganization offers a number of advantages tlilabe/important to our future growth and perforrearand that outweigh the disadvantages of
the reorganization.

The reorganization will result in the raising ofdéttbnal capital, which will support our future leimg and operational growth and may also
support future branching activities or the acqigsibf other financial institutions or their asseis a mutual holding company with a mid-tier
stock holding company, we will have greater flekibiin structuring mergers and acquisitions, irdihg giving us the ability to use stock as a
form of merger consideration. Our current mutualaure, by its nature, precludes us from offelamg common stock as consideration in a
merger or acquisition. Our new mutual holding compstructure will enhance our ability to compete¢hather bidders when acquisition
opportunities arise by better enabling us to ofteck or cash consideration, or a combination eftitn. Since we will not be offering all of our
common stock for sale in the offering, the reorgation will result in less capital raised in comipan to a standard mutual-to-stock conversion,
where 100% of our common stock would be sold. Tioeee the reorganization permits us to controlaheunt of capital being raised and helps
us to prudently deploy the proceeds of the offerirtge reorganization, however, also will allow agaise additional capital in the future in the
event of a conversion of Lake Shore, MHC to stawknfin a second-step conversion.

Our directors, officers and employees will have dpportunity to become stockholders, which we lveli® be an effective performance
incentive and an effective means of attracting @taining qualified personnel. Our customers adllcommunity members will also have an
opportunity to acquire our stock.

The disadvantages of the reorganization considgyddike Shore Savings’ Board of Directors inclukde additional expense and effort of
operating as a public company quoted on the NaStlatk Market, the inability of public stockholdeesobtain majority ownership of Lake
Shore Bancorp, that Lake Shore, MHC must own grehss 50% of Lake Shore Bancorp’s common stoc#,the corporate ownership and
regulatory policies relating to the mutual holdocampany structure that may be adopted periodigetich may have an adverse impact on
stockholders other than Lake Shore, MHC. A majasity.ake Shore Bancorp’s voting stock will be owrmdLake Shore, MHC, which will be
controlled by its Board of Directors, which willifially be the Board of Lake Shore Savings. Whiiles tstructure will permit management to
focus on our long-term business strategy for graavtth capital redeployment without undue pressum foublic stockholders, it will also serve
to perpetuate our existing management and diredtatse Shore, MHC will be able to elect all the nirmrs of Lake Shore Bancorp’s Board of
Directors, and will be able to control the outcoofienost matters presented to Lake Shore Bancotpikisolders for resolution by vote. The
matters as to which stockholders other than Lalae&SWMHC will be able to exercise voting controé imited and include any proposal to
implement a stock-based incentive plan. No asseraan be given that Lake Shore, MHC will not takioa adverse to the interests of other
stockholders. For example, Lake Shore, MHC couéy@nt the sale of control of Lake Shore Bancorpledeat a candidate for Lake Shore
Banrcorp’s Board of Directors or other proposalsfptth by stockholders.

The mutual holding company reorganization doegpnetlude the conversion of Lake Shore, MHC fromrtheual to the fully stock form
of organization in the future, in which case Lak®®, MHC would cease to exist. No assurance cajives when, if ever, Lake Shore, MHC
will conduct a second-step conversion or what diont the Office of Thrift Supervision or other tégtory agencies
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may impose on such a transaction. S@isk Factors” and “Regulation-Holding Company Regulation-Conversiohake Shore, MHC to Stock
Form.”
Description of the Plan of Reorganization

Following receipt of all required regulatory appatsrand approval of the plan of reorganization bikd.Shore Savings’ depositors, the
reorganization will be effected as follows or irnyasther manner approved by the Office of Thrift 8wyision that is consistent with the purposes
of the plan of reorganization and applicable lawd eegulations:

» Lake Shore Savings will exchange its charter ftederal mutual savings bank charter;

» Lake Shore Savings will organize Lake Shore, MH1jdlly as an interim federal savings bank (“ImetOne”) as a wholly owned
subsidiary;

» Interim One will organize Lake Shore Bancorp ashally-owned subsidiary;

* Interim One will then organize an interim federabings bank (“Interim Two”) as a wholly-owned subary;

» Lake Shore Savings will exchange its federal musaaings bank charter for a federal stock savirsgk lwharter;

» Interim One will cancel its outstanding stock amdhenge its charter for a federal mutual holdinmpany (i.e., Lake Shore, MHC);

* Interim Two will merge with and into Lake Shore 8as who will survive as a federal stock savingskband a subsidiary of Lake
Shore, MHC;

« former members of Lake Shore Savings will becomenbers of Lake Shore, MHC; and
e Lake Shore, MHC will contribute 100% of the isswetnmon stock of Lake Shore Savings to Lake Shore&.

Contemporaneously with the above steps of reorgéiniz, Lake Shore Bancorp will offer for sale 45%6te common stock.

As a result of the reorganization, Lake Shore Sgvinill be organized in stock form and will be wigadwned by Lake Shore Bancorp.
The legal existence of Lake Shore Savings willteahinate as a result of the reorganization. Isteake Shore Savings in stock form will be a
continuation of Lake Shore Savings in mutual foAth property of Lake Shore Savings, including iight, title and interest in all property of a
kind and nature, interest and asset of every cuabtg value or benefit then existing or pertainiog.ake Shore Savings, or which would inure
to Lake Shore Savings immediately by operatioraof &nd without the necessity of any conveyanceamster and without any further act or
deed, will vest in Lake Shore Savings in stock fokake Shore Savings in stock form will continuehtive, succeed to and be responsible for all
the rights, liabilities and obligations of Lake $&&avings in the mutual form and will maintaindtgporate headquarters and operations at
Shore Savings’ present locations.

The plan of reorganization also provides that witegitablish and fund The Lake Shore Charitablerf@ation. SeéThe Lake Shore
Charitable Foundation.”

119



Table of Contents

Effects of Reorganization on Deposits, Borrowers ahMembers

Continuity. While the reorganization is being accomplished,ntbenal business of Lake Shore Savings will corinithout interruption,
including being regulated by the Office of Thrifti@ervision, its primary federal regulator, and Heeleral Deposit Insurance Corporation. After
reorganization, Lake Shore Savings will continugrtavide services for depositors and borrowers undeent policies by its present
management and staff.

The directors of Lake Shore Savings at the time=ofganization will serve as directors of Lake ®avings after the reorganization. The
Board of Directors of Lake Shore Bancorp and Laker8, MHC will be composed solely of the individsiatho serve on the Board of Directors
of Lake Shore Savings. All officers of Lake Shoevifgs at the time of reorganization will retaieithpositions after the reorganization.

Deposit Accounts and LoansThe reorganization will not affect any deposit agais or borrower relationships with Lake Shore 8gsi
All deposit accounts in Lake Shore Savings afterrdorganization will continue to be insured uph® legal maximum by the Federal Deposit
Insurance Corporation in the same manner as syssideccounts were insured immediately beforeloeganization. The reorganization will
not change the interest rate or the maturity obdép at Lake Shore Savings.

After the reorganization, each depositor of LakersiBavings will have both a deposit account ind_8kore Savings and a pro rata
ownership interest in the equity of Lake Shore, MbH3ed upon the balance in the depositor’'s acc@tird.ownership interest is tied to the
depositor's account, has no tangible market vadyausate from the deposit account and may only &lezes in the event of a liquidation of Lake
Shore, MHC. Any depositor who opens a deposit agcohitains a pro rata ownership interest in thatea Lake Shore, MHC without any
additional payment beyond the amount of the depAgitepositor who reduces or closes his or her@aticeceives the balance in the account
receives nothing for his or her ownership inteneshe equity of Lake Shore, MHC, which is losthe extent that the balance in the account is
reduced. Consequently, depositors of Lake ShoreCMBlve no way to realize the value of their ownigréfiterest in Lake Shore, MHC, except
in the unlikely event that Lake Shore, MHC is lidaied.

After the reorganization, all loans of Lake ShoawiBgs will retain the same status that they hddrbehe reorganization. The amount,
interest rate, maturity and security for each ladlhremain as they were contractually fixed beftie reorganization.

Effect on Voting Rights of MembersAfter the reorganization, direction of Lake ShoewiBgs will continue to be under the control of its
Board of Directors. As the holder of all of the standing common stock of Lake Shore Savings, LddaeSBancorp, through its Board of
Directors, will have exclusive voting rights witbspect to any matters concerning Lake Shore Savauysring stockholder approval, including
the election of directors.

After the reorganization, Lake Shore Bancorp stotdkdrs will have exclusive voting rights with respto any matters concerning Lake
Shore Bancorp that requires stockholder approwakiBue of being the majority stockholder owing?s®f the outstanding shares of common
stock of Lake Shore Bancorp, Lake Shore, MHC wdlldble to control the outcome of most matters piteskto the stockholders for resolution
by vote.

As a federally chartered mutual holding companykd.8hore, MHC will have no authorized capital stacokl, therefore, no stockholders.
Holders of deposit accounts of Lake Shore Savinjoecome members of Lake Shore, MHC. Such persath®e entitled to vote on all
guestions requiring action by the members of Laker&, MHC, including the election of directors aide Shore, MHC. In
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addition, all persons who become depositors of L3tkere Savings following the reorganization will’leanembership rights with respect to L
Shore, MHC. Borrowers do not currently have mentiipreghts in connection with any borrowings andl wot receive any membership rights
after the reorganization.

Effect on Liquidation Rights. In the unlikely event of a complete liquidationlatke Shore Savings before the completion of the
reorganization, each depositor would receive agt@ share of any assets of Lake Shore Savingsmemgafter payment of expenses and
satisfaction of claims of all creditors. Each defwo% pro rata share of such liquidating distribatwould be in the same proportion as the value
of such depositor’s deposit account was to the tvataie of all deposit accounts in Lake Shore Sgwiat the time of liquidation.

Upon a complete liquidation of Lake Shore Savinfgsrdhe reorganization, each depositor would hee&im as a creditor of the same
general priority as the claims of all other generaditors of Lake Shore Savings. However, excemescribed below, a depositor’s claim would
be solely for the amount of the balance in suclodiépr’'s deposit account plus accrued interesth®iepositor would not have an interest in the
value or assets of Lake Shore Savings above thatiaiminstead, the holder of Lake Shore Savingsimon stock {.e., Lake Shore Bancorp)
would be entitled to any assets remaining upoquadation of Lake Shore Savings.

Upon a complete liquidation of Lake Shore Bancong, stockholders, including Lake Shore, MHC, wolkdentitled to receive our
remaining assets, following payment of all debiilities and all claims of greater priority.

If liquidation of Lake Shore, MHC occurs followirgpmpletion of the reorganization, all depositord.ake Shore Savings at that time will
be entitled, pro rata, to the value of their depastounts, to a distribution of any assets of Lakere, MHC remaining after payment of all d¢
and claims of creditors.

There are no plans to liquidate Lake Shore Savioglse Shore Bancorp or Lake Shore, MHC in the fitur

How We Determined the Offering Range and the $10.0@rice Per Share

Federal regulations require that the aggregatehasecprice of the stock sold in connection withrdwganization be based upon our
estimated pro forma market value on a fully coraeittasis {.e., assuming that 100% of our common stock had belehts the public in the
offering, as opposed to the 45% that will be solthe public), as determined by an independentzaggdr We have retained RP Financial, which
is experienced in the evaluation and appraisaheficial institutions, to prepare the independ@ptraisal. RP Financial will receive fees totaling
$65,000 for its appraisal services, plus reasonalitef-pocket expenses incurred in connection Withappraisal. We have agreed to indemnify
RP Financial under certain circumstances agaiaiiliies and expenses, including legal fees, mgisiut of, related to, or based upon the
reorganization.

RP Financial prepared the appraisal taking int@aoctthe pro forma impact of the offering. Foratsalysis, RP Financial undertook
substantial investigations to learn about our bessrand operations. We supplied financial inforomatincluding annual financial statements,
information on the composition of assets and lied, and other financial schedules. In additiothis information, RP Financial reviewed our
reorganization and stock issuance applicationexswith the Office of Thrift Supervision and orggistration statement as filed with the
Securities and Exchange Commission. FurthermoreriR&hcial visited our facilities and had discussiovith our management. RP Financial
did not perform a detailed individual analysis lod separate components of our assets and liakilitie did not impose any limitations on RP
Financial in connection with its appraisal.
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In connection with its appraisal, RP Financial eswed the following factors, among others:
» the economic make-up of our primary market area;

» our financial performance and condition in relatiorpublicly traded companies that RP Financiahoeg comparable to us;
» the specific terms of the offering of our commouockt

» the pro forma impact of the additional capital edisn the offering;

» our proposed dividend policy;

« conditions of securities markets in general; and

» the market for thrift institution common stock iarficular.

Consistent with Office of Thrift Supervision apmal guidelines, RP Financial’'s analysis utilizedethselected valuation procedures, the
price/book method, the price earnings method, aiméfassets method, all of which are describetsineiport. RP Financial’s appraisal report is
filed as an exhibit to the registration statembat tve have filed with the Securities and ExchaBgmmission. See Where You Can Find Mol
Information.” RP Financial placed the greatest emphasis opttise earnings and price/book methods in estiggtio forma market value. RP
Financial compared the pro forma price/book andepeiarnings ratios for Lake Shore Bancorp to theesatios for a peer group of comparable
companies. The peer group consisted of ten puliliayed companies operating in the mutual holdmgmany form of ownership based in the
New England, Mi-Atlantic and Midwestern United States. The peeugrincluded companies with:

e average assets of $291 million;

e average nonperforming assets of 0.37% of totaltsisse
* average loans of 64.2% of total assets;

» average equity of 14.7% of total assets; and

» average income of 0.68% of average assets.

On the basis of the analysis in its report, RP i has advised us that, in its opinion, as ofddeber 22, 2005, our estimated pro forma
market value on a fully converted basis was withimestimated valuation range of $42.5 million &6@.5 million with a midpoint of $50.0
million. Based on our intention to contribute te ttharitable foundation 2% of the to be outstandimayes, to issue 53% of the shares to Lake
Shore, MHC and to offer for sale to the public 469the shares outstanding, the offering range & 825 million to $25.875 million, with a
midpoint of $22.5 million. Our Board of Directorsviewed RP Financial's appraisal report, includimg methodology and the assumptions used
by RP Financial, and determined that the offeramgge was reasonable and adequate. Based on ti® $ED.share offering price, the estimated
number of shares issued in the reorganizationbeilbetween 4,250,000 and 5,750,000, with a midmdiB;000,000 and the estimated numbg
shares sold in the offering will be between 1,900,8nd 2,587,500 with a midpoint of 2,250,000. fteximum number of shares that we sell in
the offering may increase by up to 15%, to 2,975 §2ares, as a result of demand for the sharée ioffering, positive changes in financial
markets in general and with respect to financisfiintion stocks in particular or regulatory coresiations. Unless the number of shares of
common stock to be offered is increased to more 1@75,625 or decreased to less than 1,912,500, or
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the offering is extended beyond April 30, 2006,ssutbers will not have the opportunity to modifyaancel their stock orders. The $10.00 per
share purchase price was selected primarily bedtissthe price most commonly used in mutual tacktconversions and reorganizations of
financial institutions.

Since the outcome of the offering relates in largasure to market conditions at the time of sals,riot possible for us to determine the
exact number of shares that we will issue at thig tIf, upon completion of the offering, at ledst minimum number of shares are subscribed
for, RP Financial, after taking into account fastsimilar to those involved in its prior appraisaill update its estimate of our pro forma market
value as of the expiration of the offering peribid. shares will be sold unless RP Financial confitinag, to the best of its knowledge and
judgment, nothing of a material nature has occutnatlwould cause it to conclude that the actual farice of the shares on an aggregate t
was materially incompatible with its original apisia. If, however, the facts do not justify thatsiment, the offering may be canceled or it may
be extended with a new offering range or new sujpson, community and syndicated community offegrgay be held. If the offering is
extended due to a new offering range, subscribetgdrhave the right to confirm, modify or cancetithsubscriptions within a specified period
of time. If a subscriber does not respond durirggrésolicitation period, his or her subscriptioris be cancelled and subscription funds will be
returned promptly with interest, and holds on fuadthorized for withdrawal from deposit account e released.

In formulating its appraisal, RP Financial religabua the truthfulness, accuracy and completeneal dbcuments we furnished to it. RP
Financial also considered financial and other imfation from regulatory agencies, other financiatitations, and other public sources, as
appropriate. While RP Financial believes this infation to be reliable, RP Financial does not guagathe accuracy or completeness of the
information and did not independently verify thedncial statements and other data provided by irdlependently value our assets or liabilit
The appraisal is not intended to be, and must notéinterpreted as, a recommendation of any kind a®tthe advisability of voting to
approve the plan of reorganization or of purchasingshares of common stock. Moreover, because the apisal must be based on many
factors that change periodically, there is no assance that purchasers of shares in the offering wilbe able to sell shares after the
reorganization at prices at or above the $10.00 afing price per share.

Copies of the appraisal report of RP Financialluiding any amendments to the report, and the @etailemorandum of the appraiser
setting forth the method and assumptions for spgiaasal are available for inspection at our coagmheadquarters and the other locations
specified undefWhere You Can Find More Information.”

Subscription Offering and Subscription Rights

Under the plan of reorganization, we have graniguts to subscribe for our common stock to theofelhg persons in the following order
of priority:

1. Persons with deposits at Lake Shore Savingsheiliinces aggregating $50 or more (“qualifying d&#pt) as of June 30, 2004
(“eligible account holde”).

2. Ourtay-qualified employee benefit plar
3. Persons with qualifying deposits at Lake Shore i8gs/as of December 31, 20(“ supplemental eligible account hold”).
4.  Persons with deposits at Lake Shore Savings aslwiugry 6, 2006 other membe").

The amount of common stock that any person mayhase will depend on the availability of the comnstock after satisfaction of all
subscriptions having prior rights in the subscaptoffering and to
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the maximum and minimum purchase limitations sghfon the plan of reorganization. See Limitations on Purchases of Sharggll persons
sharing a qualifying joint deposit account will deunted as a single depositor for purposes of aétérg the maximum amount that may be

subscribed for by an individual, and persons esérgisubscription rights through qualifying accaurggistered to the same address will be

subject to the overall purchase limitation.

Category 1: Eligible Account HoldersSubject to the $400,000 overall purchase limitatisrdescribed below underLimitations on
Purchases of Share” each eligible account holder has the right tossuibe for up to the greater of:

» 200,000 of common stock (which equals 20,000 shares
» one-tenth of 1% of the total offering of commoncitdor sale; or

» 15 times the product, rounded down to the nearbstexnumber, obtained by multiplying the total ninbf shares of common stock
to be sold by a fraction, the numerator of whicthis amount of qualifying deposits of the eligiblecount holder and the denominator
of which is the total amount of qualifying deposifsall eligible account holder

If there are insufficient shares to satisfy all stiiptions by eligible account holders, shared fin#l be allocated so as to permit each
subscribing eligible account holder, if possibteptirchase a number of shares sufficient to mak@dhson’s total allocation equal 100 shares or
the number of shares actually subscribed for, whiehis less. After that, unallocated shares velbbocated to each remaining subscribing
eligible account holder whose subscription remamfilled in the proportion that the amounts of bisher respective qualifying deposits bear to
the total qualifying deposits of all remaining d&hilg account holders whose subscriptions remaiiileaf Subscription rights of eligible account
holders who are also executive officers or directifrLake Shore Savings or their associates wili®ordinated to the subscription rights of
other eligible account holders to the extent atfble to increased deposits in Lake Shore Savintigee one-year period preceding June 30,
2004.

To ensure a proper allocation of stock, each diégidacount holder must list on his or her stockeofdrm all deposit accounts in which
such eligible account holder had an ownership ésteat June 30, 2004. Failure to list an accourgraviding incorrect information, could result
in the loss of all or part of a subscriber’s statlbcation in the event of oversubscription.

Category 2: Tax-Qualified Employee Benefit Plan®©ur tax-qualified employee benefit plans have tgbtrto purchase up to 10% of the
aggregate shares of common stock sold in the afferius issued to our charitable foundation. Aaxadqualified employee benefit plan, our
employee stock ownership plan intends to purch&se®Bthe aggregate shares of common stock solikiotfering plus issued to our charitable
foundation. It is the only plan expected to papi@te in the offering. Subscriptions by the emplogek ownership plan will not be aggregated
with shares of common stock purchased by any ghsicipants in the offering, including subscriptsoby our officers and directors, for the
purpose of applying the purchase limitations inglen of reorganization. If we increase the nundfeshares offered in the reorganization above
the maximum of the offering range, the employeelstawnership plan will have a first priority rigtd purchase any shares exceeding that
amount up to 10% of the common stock sold in tHieriofg plus issued to our charitable foundationthRathan purchase shares in the offering,
the employee stock ownership plan may choose teralllor a portion of its intended purchase indpen market after the offering concludes.
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Category 3: Supplemental Eligible Account HolderSubject to the $400,000 overall purchase limitatisrdescribed below under*
Limitations on Purchases of Shar” each supplemental eligible account holder hagitite to subscribe for up to the greater of:

» $200,000 of common stock (which equals 20,000 share
» one-tenth of 1% of the total offering of commoncitdor sale; or

« 15 times the product, rounded down to the nearbstexnumber, obtained by multiplying the total ninbf shares of common stock
to be sold by a fraction, the numerator of whicthiesamount of qualifying deposits of the suppletakaligible account holder and the
denominator of which is the total amount of quatifydeposits of all supplemental eligible accounitibrs.

If eligible account holders and the employee stmekership plan subscribe for all of the sharessimares will be available for
supplemental eligible account holders. If sharesaamilable for supplemental eligible account hrddmut there are insufficient shares to satisfy
all subscriptions by supplemental eligible acccusitiers, shares first will be allocated so as toniteeach subscribing supplemental eligible
account holder, if possible, to purchase a numbshares sufficient to make the person’s totalcatmn equal 100 shares or the number of
shares actually subscribed for, whichever is la#er that, unallocated shares will be allocatedameach remaining subscribing supplemental
eligible account holder whose subscription remaimfdled in the proportion that the amounts of bisher respective qualifying deposits bear to
the total qualifying deposits of all remaining sigipental eligible account holders whose subscmgtiemain unfilled.

To ensure a proper allocation of stock, each suppieal eligible account holder must list on hider stock order form all deposit
accounts in which such supplemental eligible actboider had an ownership interest at Decembe2@05. Failure to list an account, or
providing incorrect information, could result irettoss of all or part of a subscriber’s stock aloan in the event of oversubscription.

Category 4: Other MembersSubject to the $400,000 overall purchase limitgteach other member has the right to purchase theto
greater of $200,000 of common stock (which equ@|®@ shares) or one-tenth of 1% of the total affeof common stock for sale. If eligible
account holders, the employee stock ownership atahsupplemental eligible account holders subsdaball of the shares, no shares will be
available for other members. If shares are availédnl other members but there are not sufficieatehto satisfy all subscriptions by other
members, shares first will be allocated so as tmpgeach subscribing other member, if possiblgumchase a number of shares sufficient to
make the person’s total allocation equal 100 sharéise number of shares actually subscribed foichever is less. After that, unallocated
shares will be allocated to each other member whobscription remains unfilled in the proportioatteach other member’s subscription bears
to the total subscriptions of all such subscrititiger members whose subscriptions remain unfilled.

To ensure a proper allocation of stock, each atiember must list on his or her stock order forndaposit accounts in which such other
member had an ownership interest at February &.Z04llure to list an account, or providing incatranformation, could result in the loss of all
or part of a subscriber’s stock allocation in therg of oversubscription.

Expiration Date for the Subscription Offering The subscription offering is expected to termirett&1:00 a.m., Eastern Time, on
March 16, 2006. We will make reasonable attemptgdoide a prospectus and related offering matet@holders of subscription rights;
however, all subscription rights will expire on t&epiration date whether or not we have been abllecate each person entitled to subscription
rights. We may extend the expiration date withaattae to you until April 30, 2006.

If the sale of the common stock is not completed\pyil 30, 2006, all funds received will be retudchpromptly with interest at our
passbook savings rate and all deposit account veittel authorizations will be canceled unless weirezapproval of the Office of Thrift
Supervision to extend the time for completing tffering. If regulatory approval of an extensiontloé time period beyond
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April 30, 2006 has been granted, we will notify @lbscribers of the duration of the extension laagtbeen granted, and subscribers will have the
right to modify or rescind their purchase ordefsvé do not receive a response from a subscriberstibscriber’s order will be rescinded and all
funds received will be returned promptly with irget at our passbook savings rate and deposit aceatindrawal authorizations will be

canceled. No single subsequent extension can e@eddys, and all extensions in the aggregate roalast beyond August 9, 2007.

Persons in Non-Qualified StateswWe will make reasonable efforts to comply with eeurities laws of all states in the United States
which persons entitled to subscribe for stock urtidemplan of reorganization reside. However, weraterequired to offer stock in the
subscription offering to any person who residea foreign country or who resides in a state ofdhé&ed States in which (1) only a small nurr
of persons otherwise eligible to subscribe for ekanf common stock reside; (2) the granting of sipson rights or the offer or sale of share:
such person would require that we or our officerdicectors register as a broker, dealer, salesznaelling agent under the securities laws of
state, or register or otherwise qualify the sulpsizm rights or common stock for sale or qualifyaa®reign corporation or file a consent to
service of process; or (3) we determine that commgk with that state’s securities laws would beraunficable for reasons of cost or otherwise.

Restrictions on Transfer of Subscription Rights ar@hares. Subscription rights are nontransferable. You maytramsfer, or enter into
any agreement or understanding to transfer, the gbeneficial ownership of your subscriptionhtigissued under the plan of reorganization or
the shares of common stock to be issued upon eeeofiyour subscription rights. In addition, illé¢ransfers of subscription rights, including
agreements made prior to completion of the reoegdinin and offering to transfer shares after tHerofg, have been subject to enforcement
actions by the Securities and Exchange Commissiosicdation of Rule 10b-5 of the Securities Exchadgt. Your subscription rights may be
exercised only by you and only for your own accolfnfou exercise your subscription rights, youlwi required to affirm on the stock order
form that you are purchasing shares solely for youm account and that you have no agreement orrsiaaheling regarding the sale or transfe
such shares. Federal regulations also prohibifpangon from offering, or making an announcemeratrobffer or intent to make an offer, to
purchase such subscription rights or shares of comstock before the completion of the reorganizatio

If you sell or otherwise transfer your rights tdsaribe for common stock in the subscription offgror subscribe for common stock on
behalf of another person, you may forfeit thos@tsgand face possible further sanctions and pesattiposed by the Office of Thrift
Supervision, the Securities and Exchange Commissi@mother agency of the U.S. Government. We thterreport to the Office of Thrift
Supervision and the Securities and Exchange Cononissiyone who we believe sells or gives away thgirscription rights. We will pursue
any and all legal and equitable remedies in thatewe become aware of the transfer of subscripigms and will not honor orders known by
to involve the transfer of such rights.

Community Offering

To the extent that shares remain available forlpase after satisfaction of all subscriptions reegin the subscription offering, we may
offer shares in a community offering to the follogipersons in the following order of priority:

» Natural persons and trusts of natural persons wioesidents of Chautauqua, Erie and Cattarauguat®s, New York; an

* Members of the general public to whom we deliver@spectus.
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We will consider persons to be residents of onthefspecified counties if they occupy a dwellinghia county and have established an
ongoing physical presence in the county that ismetely transitory in nature. We may utilize depamrsor loan records or other evidence
provided to us to make a determination as to whiethgerson is a resident. In all cases, the detetion of residence status will be made by us
in our sole discretion.

Purchasers in the community offering are eligibl@trchase up to $200,000 of common stock (whickaks0,000 shares). If
oversubscription occurs among natural personsraiststof natural persons, the available shareswitillocated first to each such subscriber
whose order we accept in an amount equal to tiseded 100 shares or the number of shares subddidbéy each such subscriber, if possible.
After that, unallocated shares will be allocatedagisubscribers whose orders remain unsatisfidtteisame proportion that the unfilled orde
each such subscriber bears to the total unfille@rsrof all such subscribers. If oversubscriptioauss among members of the general public, the
allocation procedures described above will apply.

The community offering, if held, may commence canently with or subsequent to the subscription 1iffifg, is expected to terminate with
the subscription offering and must terminate nerlttan 45 days after the expiration of the supsion offering unless extended by us, with
approval of the Office of Thrift Supervision.

The opportunity to subscribe for shares of commonteck in the community offering is subject to our rght to reject orders, in whole
or part, either at the time of receipt of an orderor as soon as practicable following the expiratiodate of the offering. If your order is
rejected in part, you will not have the right to cancel the remainder of your order.

Syndicated Community Offering

The plan of reorganization provides that sharesoaimon stock not purchased in the subscriptiorrioffeand any community offering
may be offered for sale to the general public gyrdicated community offering through a syndicdteegistered brokedealers to be formed a
managed by Ryan Beck & Co., Inc. acting as our agégither Ryan Beck & Co., Inc. nor any other ségiied broker-dealer will have any
obligation to take or purchase any shares of tinencon stock in the syndicated community offeringwhger, Ryan Beck & Co., Inc. has agreed
to use its best efforts in the sale of shares ynsgndicated community offering. We have not selécny particular broker-dealers to participate
in a syndicated community offering. The syndicatechmunity offering must terminate no later thandédys after the expiration of the
subscription offering, unless extended by us, wajtproval of the Office of Thrift Supervision.

The opportunity to subscribe for shares of commonteck in the syndicated community offering is subjetto our right to reject
orders, in whole or part, either at the time of reeipt of an order or as soon as practicable followigthe expiration date of the offering. If
your order is rejected in part, you will not have te right to cancel the remainder of your order.

Subject to the $400,000 overall purchase limitatmchasers in the syndicated community offeriregedigible to purchase up to $200,(
of common stock (which equals 20,000 shares).

The syndicated community offering, if any, will benducted in accordance with certain SecuritiesEmhange Commission rules
applicable to best efforts offerings. Generally @inthose rules, Ryan Beck & Co., Inc., a registémeder-dealer, will deposit funds it receives
prior to closing from interested investors intceparate noninterest-bearing bank account. If anehvell the conditions for the closing are met,
funds for common stock sold in the syndicated comityoffering will be promptly delivered to us. tifie offering is consummated, but some or
all of an interested investor’s funds are not ate@py us, those funds will be returned to theregted investor promptly, without interest.
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If the offering is not consummated, funds in theaamt will be promptly returned, without interetst,the potential investor. Normal customer
ticketing will be used for order placement. In Hymdicated community offering, stock order form# wot be used.

If we are unable to find purchasers from the gdrarhlic to sell at least the minimum number ofrgseoffered, we will make other
purchase arrangements, if feasible. Other purchiaaaegements must be approved by the Office offiTAupervision and may provide for
purchases for investment purposes by directorienff, their associates and other persons in exdehe limitations provided in the plan of
reorganization and in excess of the proposed dirgetrchases discussed earlier, although no sudhases are currently intended. If other
purchase arrangements cannot be made, the plaomanization will terminate.

Marketing Arrangements

We have retained Ryan Beck & Co., Inc., a brokeal@le as our financial and marketing advisor tosudnwith and to advise Lake Shore
Bancorp, and to assist Lake Shore Bancorp, onteeffests basis, in the distribution of the shasésommon stock in the offering. The services
that Ryan Beck & Co., Inc. will provide include,ttare not limited to:

* managing the Stock Information Center and traitiregemployees of Lake Shore Bancorp who will penfoninisterial functions in
the offering;

» soliciting orders for common stock and assistirtgriested stock subscribers; and

» assisting in soliciting proxy votes of depositors.

For its services, Ryan Beck & Co., Inc. will reaeia reorganization and proxy vote advisory and adtnative fee of $50,000 and a
marketing fee of 1% of the aggregate dollar amaditthe common stock sold in the subscription andmuinity offerings to persons other than
the tax-qualified employee benefit plans and does;tofficers and employees of Lake Shore Savingstlaeir immediate families. If Ryan
Beck & Co., Inc. sells common stock through a grofiproker-dealers in a syndicated community offgriit will be paid a fee equal to 1.0% of
the dollar amount of total shares sold in the syaigid community offering, which fee along with fee payable to selected dealers (which may
include Ryan Beck & Co., Inc.) for the shares tkel} shall not exceed 6.0% of aggregate syndicateamunity offering sales. Ryan Beck &
Co., Inc. will also be reimbursed for its allocablgpenses not to exceed $20,000 without our corsehits legal fees in an amount not to exc
$100,000 without consent. Lake Shore Bancorp ah& IShore Savings have agreed to indemnify Ryan Be€k., Inc. against certain claims
or liabilities, including liabilities under the Sadties Act of 1933, as amended, and will contrébict payments Ryan Beck & Co., Inc. may be
required to make in connection with any such claimbabilities.

We will establish a Stock Information Center. Wdl waly on Rule 3a4-1 of the Securities Exchange #fc1934 and sales of common
stock will be conducted within the requirementstos rule, so as to permit officers, directors antployees to participate in the sale of common
stock in those States where the law permits. Ofizes§, directors and employees will not be compésds directly or indirectly by the paymen
commissions or other remuneration in connectioi wikir participation in the sale of common stdgkan Beck & Co., Inc. has not prepared a
report or opinion constituting recommendationsdyiee to us in connection with the offering. In #aoh, Ryan Beck & Co., Inc. has expressed
no opinion as to the prices at which the commonksto be sold in the offering may trade thereafter.
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Limitations on Purchases of Shares
The plan of reorganization provides for the follagripurchase limitations:

The minimum purchase is 25 shares.

The aggregate amount of Lake Shore Bancorp outsigmdmmon stock owned or controlled by persongiotihian Lake Shore, MHC
at the close of the offering shall be less than &#%6tal outstanding common stoc

No person may subscribe for more than $200,00@wincon stock in all categories of the offering, cameld. In the subscriptio
offering, no persons exercising subscription rightsugh a single qualifying deposit account heidt)y may purchase more than this
amount. This individual purchase limitation is sdijto increase as described bel

Except for our tax-qualified employee benefit plamkich may purchase up to 10% of the common ssodt in the offering plus
issued to our charitable foundation, no persorettogr with associates of or persons acting in abmgéh such person, may purchase
in the aggregate more than $400,000 of common $tekich equals 40,000 shares), in all categorigb®bffering combined. Unless
we determine otherwise, all persons having the saufdeess and all persons exercising subscriptgsithrough qualifying deposit
accounts registered to the same address will ecub the overall purchase limitation. This oveparrchase limitation is subject to
increase as described belc

The aggregate amount of common stock acquiredeimtiering, plus in all prior issuances, by Lakee@hBancorp by any non-tax-
qualified employee plan or any management persdrhanor her associates, exclusive of any sharesrmimon stock acquired by
such plan or management person and his or heriatsom the secondary market, shall not exceelh 4PBthe outstanding shares of
common stock at the conclusion of the offeri

The aggregate amount of common stock or prefetmk @icquired in the offering, plus in all priosignces, by Lake Shore Bancorp
by any non-tax-qualified employee plan or any mamagnt person and his or her associates, excluaeyoccommon stock acquired
by such plan or management person and his or keciases in the secondary market, shall not exde¥¥ of our stockholdergquity
at the conclusion of the offerin

The aggregate amount of common stock acquiredeimffering, plus in all prior issuances, by any onenore tax-qualified employee
plans, exclusive of any shares of common stockieed|by such plans in the secondary market, stwtlerceed 4.9% of the
outstanding shares of common stock at the concaiudithe offering

The aggregate amount of common stock or prefetmk @icquired in the offering, plus in all priosignces, by one or more tax-
qualified employee plans, exclusive of any shafemmon stock acquired by such plans in the sesmgnaharket, shall not exceed
4.9% of our stockholde’ equity at the conclusion of the offerir

The aggregate amount of common stock acquiredeimttering, plus in all prior issuances, by alloofr stock benefit plans, other than
employee stock ownership plans, shall not exceé @bthe outstanding common stock held by persdmsrdhan Lake Shore, MH(
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» The aggregate amount of common stock acquiredeimtfering, plus in all prior issuances, by all fiam-qualified employee plans or
management persons and their associates, exchifsargy common stock acquired by such plans or memagt persons and their
associates in the secondary market, shall not ex@&% of the outstanding shares of common stodk Imepersons other than Lake
Shore, MHC at the conclusion of the offeril

» The aggregate amount of common stock acquireceimffering, plus in all prior issuances, by all ram-qualified employee plans or
management persons and their associates, exchifsargy common stock acquired by such plans or memagt persons and their
associates in the secondary market, shall not exX8&% of our stockholders’ equity held by persotiepthan Lake Shore, MHC at
the conclusion of the offerin

We may, in our sole discretion, decrease the idd&i and/or overall purchase limitations or inceetige individual and/or overall purchase
limitations to up to 5% of the shares of commortktsold in the offering. We do not intend to in@edhe maximum purchase limitations unless
market conditions warrant an increase in the marinpurchase limitations. If we decide to increasegbrchase limitations, persons who
subscribed for the maximum number of shares of comstock will be given the opportunity to incrediseir subscriptions accordingly, subject
to the rights and preferences of any person whghasty subscription rights.

The plan of reorganization defines “acting in catic®® mean knowing participation in a joint activior interdependent conscious parallel
action towards a common goal whether or not pursigeain express agreement or understanding; omdioation or pooling of voting or other
interests in the securities of an issuer for a compurpose under any contract, understandingjoakitip, agreement or other arrangement,
whether written or otherwise. In general, a persbp acts in concert with another party will alsodeemed to be acting in concert with any
person who is also acting in concert with that pihety. We may presume that certain persons diegaia concert based upon, among other
things, joint account relationships and the faat frersons may have filed joint Schedules 13D & W&h the Securities and Exchange
Commission with respect to other companies. Fopgses of the plan of reorganization, our directmesnot deemed to be acting in concert
solely by reason of their Board membership.

The plan of reorganization defines “associate, hwéspect to a particular person, to mean:

* any corporation or organization other than Laker8hbIHC, Lake Shore Bancorp or Lake Shore Savimgsraajority-owned
subsidiary of Lake Shore, MHC, Lake Shore Bancarpake Shore Savings of which such person is aos@fiicer or partner or is,
directly or indirectly, the beneficial owner of 1086 more of any class of equity securiti

» any trust or other estate in which such persoratmsstantial beneficial interest or as to whiathgoerson serves as trustee or in a
similar fiduciary capacity; an

» any relative or spouse of such person, or anyivelaf a spouse, who either has the same homecaspguson or who is a director or
officer of Lake Shore, MHC, Lake Shore Bancorp eké& Shore Savings or any of their subsidial

For example, a corporation of which a person seagesn officer would be an associate of that peasah therefore, all shares purchased
by the corporation would be included with the numtfeshares that the person could purchase indafiglunder the purchase limitations
described above. We have the right in our solerélim to reject any order submitted by a personsetrepresentations we
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believe to be false or who we otherwise believilyegialone or acting in concert with others, idatimg or circumventing, or intends to violate or
circumvent, the terms and conditions of the plareofganization. Directors and officers are noatied as associates of each other solely by
virtue of holding such positions. We have the slideretion to determine whether prospective puretsaare “associates” or “acting in concert.”

Description of Sales Activities; Stock InformationCenter

We will offer the common stock in the offering pripally by the distribution of this prospectus ahtbugh activities conducted at our
Stock Information Center located at our administeabffice (not our main banking office in Dunkirkfhe Stock Information Center is locate!
31 East Fourth Street, Dunkirk, New York. At ath8is, registered representatives of Ryan Beck & I8c. will manage the Stock Information
Center.The center is open Monday through Friday, except fobank holidays, from 10:00 a.m. to 4:00 p.m., Eastn Time. Questions
about the offering and reorganization may be direatd to the Stock Information Center at (800) 806-8438

Our officers and employees may participate in tfierimg in clerical capacities, providing admingive support in effecting sales
transactions or, when permitted by state secullii@s, answering questions of a mechanical natlegimg to the proper execution of the stock
order form. Our officers may answer questions réiggrour business when permitted by state secsifeies. Other questions of our depositors
and other prospective purchasers, including questis to the advisability or nature of the investineill be directed to employees of Ryan
Beck & Co., Inc. Our officers and employees haverbi@structed not to solicit offers to purchase wwn stock or provide advice regarding the
purchase of common stock.

None of our personnel participating in the offeriagegistered or licensed as a broker or dealanagent of a broker or dealer. Our
personnel will assist in the above-described satéigities under an exemption from registratiormdsoker or dealer provided by Rule 3a4-1
promulgated under the Securities Exchange Act 8418ule 3a4-1 generally provides that an “assedigerson of an issuer” of securities will
not be deemed a broker solely by reason of padtiicip in the sale of securities of the issuer & #ssociated person meets certain conditions.
These conditions include, but are not limited battthe associated person participating in theafada issuer’s securities not be compensated in
connection with the offering at the time of paptigiion, that the person not be associated witlokebror dealer and that the person observe
certain limitations on his or her participationtive sale of securities. For purposes of this exemptassociated person of an issuisrtiefined tc
include any person who is a director, officer ompéogee of the issuer or a company that controlsprgrolled by or is under common control
with the issuer.

Procedure for Purchasing Shares in the Subscriptioand Community Offerings

Use of Stock Order Form. To purchase shares in the subscription offeringammunity offering, you must submit a properly qdeted
and executed stock order form, torbeeivedby us by 11:00 a.m., Eastern Time, on March 166280@ur stock order form must be accompa
by full payment for all of the shares subscribed @nce tendered, a stock order form cannot be fiedddr revoked without our consent. You
may submit your stock order form and payment byl nising the return envelope provided, by overnigitvery to the indicated address on the
stock order form or by bringing your stock ordemficto our Stock Information Center, located at administrative office, 31 East Fourth Street,
Dunkirk. Stock order forms may not be brought to our main baking office in Dunkirk or to Lake Shore Savings bianches.These offices
will not have supplies of offering materials.
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In order to ensure that your subscription offestock purchase eligibility and priority are proyedentified in the stock order form, you
must list all deposit accounts on the stock ordemfas of your eligibility date, giving all names each account and the account number. We
will strive to identify your ownership in all accots, but cannot guarantee we will identify all azots in which you have an ownership interest.

We need not accept stock order forms that are ¢ézdaefectively or that are received without fidyment or without appropriate
withdrawal instructions. In addition, we are notigated to accept orders submitted on photocopiddaesimiled stock order forms. We have the
right to waive or permit the correction of incomgl®r improperly executed stock order forms, buhdbrepresent that we will do so. Under the
plan of reorganization, our interpretation of teents and conditions of the plan of reorganizatiod af the stock order form will be final.

By executing and returning the stock order formy yall be certifying that you received this prospecand acknowledging that the
common stock is not a deposit account and is rsotréd or guaranteed by the federal government.a&fsuwill be acknowledging that you
received disclosure concerning the risks involvethis offering. The stock order form could be uasdupport to show that you understand the
nature of this investment.

To ensure that each purchaser receives a prospectasleast 48 hours before the expiration of the oéfing period, as required by
Rule 15¢2-8 under the Securities Exchange Act of 39, no prospectus will be mailed any later than fie days before that date or hand
delivered any later than two days before that dateExecution of the stock order form will confirm receipt or delivery under Rule 15¢2-8.
Stock order forms will be distributed only when preceded or accompanied by a prospectus.

Payment for SharesPayment for shares may be made by personal chank,dheck or money order payable to Lake Shore &andnc.
or by authorization of withdrawal from certain typef Lake Shore Savings deposit accounts, as egulain the stock order form. No cash, wire
transfers, Lake Shore Savings lines of credit chexkhird party checks will be accepted. Paymerade by personal check must be available in
the account. Checks and money orders will be imatelyi cashed and placed in a segregated accouakatShore Savings, or at our discretion
at another insured depository institution. Intereifitbe paid on funds at our passbook savings frat@ the date payment is received at the Stock
Information Center until the completion or terminatof the reorganization. You may not authorizeecl withdrawal from Lake Shore Savings
individual retirement accounts. Please do not aigbavithdrawal from checking or NOW accounts. Sittarcheck instead. You may, however
authorize withdrawal from all types of money maréetounts, savings accounts and certificates adsiepf payment is made by authorization
of withdrawal from deposit accounts, the funds atited to be withdrawn from a deposit account ninesavailable in the account when we
receive your stock order form. The designated fumidlgemain in the accounts and will continue ttcaue interest at the contractual rates until
completion or termination of the reorganizationt &unold will be placed on the funds, making themavailable to you during the offering
period. When the reorganization is completed, d¢pasount withdrawals will be made for the puraha$ shares.

We will waive any applicable penalties for earltlvdrawal from Lake Shore Savings certificate acteuifithe remaining balance in a
certificate account is reduced below the applicafileimum balance requirement at the time fundsaatiedrawn, the certificate will be canceled
at the time of the withdrawal, without penalty, @hd remaining balance will earn interest at owgspaok savings rate.

The tax-qualified employee benefit plans will netdequired to pay for the shares of common stoc&hmsed until consummation of the
offering, provided that there is a loan commitmeenlend to the tax-qualified employee benefit pldmsamount of funds necessary to purchase
the number of share ordered.
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Use of Individual Retirement Account Fund¥.ou may not designate direct withdrawal of fundsrira Lake Shore Savings individual
retirement account. By regulation, our individugtitement accounts do not permit investment inghiares of common stock. Persons with
individual retirement accounts maintained with L&teore Savings must transfer their accounts tdfalisected individual retirement account
with an unaffiliated trustee (such as a brokerage)fprior to placing an order to purchase shafemmon stock in the offering. There will be
no early withdrawal penalties or Internal Revenaeevige interest penalties for transfers. The nastée will hold the shares of common stock in
a self-directed account. An annual administratae ihay be payable to the new trustee. Assistanbewrio transfer individual retirement
accounts maintained at Lake Shore Savings canta@eld by contacting the Stock Information Center.

Depositors interested in using funds in an indiaidetirement account maintained at Lake Shorerggvor elsewhere should contact the
Stock Information Center promptly, preferably adetwo weeks before March 16, 2006, the offerixgjration date. Whether such funds can be
used may depend on time constraints and limitatimp®sed by the institutions where funds are culydreld.

In addition, the provisions of the Employee Retiemnincome Security Act and Internal Revenue Serxégulations require that execut
officers, directors and 10% stockholders who u#fedéeected individual retirement account fundsptarchase shares of common stock in the
offering make such purchase for the benefit ofitidévidual retirement account participant.

Delivery of Certificates

Certificates representing shares of common statles in the offering will be mailed to persons et to the certificates at the certificate
registration address noted by them on the stockrdodm as soon as practicable following consumomatif the offering. Any certificates
returned as undeliverable will be held by our tfanagent until claimed by the persons legallyteatito the certificates, or will be otherwise
disposed of in accordance with applicable lakutil certificates for common stock are available ad delivered to purchasers, they may not
be able to sell their shares, even though trading the common stock will have commenced

Restrictions on Repurchase of Stock

Under Office of Thrift Supervision regulations, wey not for a period of one year from the datehef¢dompletion of the reorganization
repurchase any of our common stock from any persacgpt (1) in an offer made to all stockholderssourchase the common stock on a pro
rata basis, approved by the Office of Thrift Sufgon, (2) the repurchase of qualifying shares diractor, or (3) repurchases to fund restricted
stock plans or tax-qualified employee stock ben@éins. Where extraordinary circumstances existQffice of Thrift Supervision may approve
the open market repurchase of up to 5% of our comstack during the first year following the reorgaation. To receive such approval, we
must establish compelling and valid business pwpdar the repurchase to the satisfaction of tHe@©®6f Thrift Supervision. Furthermore,
repurchases of any common stock are prohibiteieif tvould cause Lake Shore Savings’ regulatorytabfm be reduced below the amount
required for reorganization the regulatory capiégjuirements imposed by the Office of Thrift Supson.

Restrictions on Transfer of Shares After the Reorgaization Applicable to Officers and Directors
Common stock purchased in the offering will be liyegeansferable, except for shares purchased bylivectors and executive officers.

Shares of common stock purchased by our directateaecutive officers may not be sold for a penbdne year following the
reorganization, except upon the death of the swlden or unless approved by the Office of Thrifp8tvision. Shares purchased by these
persons in the open market after
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the reorganization will be free of this restricti@hares of common stock issued to directors ardutive officers will bear a legend giving
appropriate notice of the restriction and, in additwe will give appropriate instructions to otarisfer agent with respect to the restriction on
transfers. Any shares issued to directors and dixecofficers as a stock dividend, stock split tnerwise with respect to restricted common
stock will be similarly restricted.

Purchases of outstanding shares of our common stpdkrectors, officers, or any person who becoareexecutive officer or director
after adoption of the plan of reorganization, ameirtassociates, during the three-year periodviefig the reorganization may be made only
through a broker or dealer registered with the 8tesi and Exchange Commission, except with therpairitten approval of the Office of Thrift
Supervision. This restriction does not apply, hogreto negotiated transactions involving more thé&mof our outstanding common stock or to
the purchase of stock under stock benefit plans.

We have filed with the Securities and Exchange C@wsion a registration statement under the Secsitiet of 1933 for the registration of
the common stock to be sold in the offering andesisto our charitable foundation. This registratimes not cover the resale of the shares.
Shares of common stock purchased by persons whwwasgdfiliates of us may be resold without regiitn. Shares purchased by an affiliate of
us will have resale restrictions under Rule 14thefSecurities Act. If we meet the current pubtiormation requirements of Rule 144, each
affiliate of us who complies with the other condiits of Rule 144, including those that require tfidiate’s sale to be aggregated with those of
certain other persons, would be able to sell irpthiglic market, without registration, a number lofies not to exceed, in any thmeenth period
the greater of 1% of our outstanding shares oatleeage weekly volume of trading in the sharesrmutiie preceding four calendar weeks. We
may make future provision to permit affiliates vk their shares registered for sale under therifiesvAct of 1933 under certain circumstan:

Accounting Consequences

The reorganization will be accounted for at higtakicost in accordance with accounting principlesegally accepted in the United States
of America. Accordingly, the carrying value of thssets, liabilities, and capital will be unaffectgdthe reorganization and will be reflected in
Lake Shore, MHC's consolidated financial stateméatsed on their historical amounts.

Tax AspectsThe reorganization may be effected in any mannprayed by the Office of Thrift Supervision thattisnsistent with the
purposes of the plan of reorganization and appléckgw, regulations and policies. However, we igtém consummate the reorganization using a
series of transactions as described below. Thiststre enables Lake Shore Savings to retain dt$ dfistorical tax attributes and produces
significant savings to us because it simplifiesutatpry approvals and conditions associated wighcitimpletion of the reorganization.

The merger structure will be accomplished as faflow

(1) Lake Shore Savings will exchange its New Yornktunal savings and loan association charter fodartd mutual savings bank charter
(the “Charter Conversion”);

(2) Lake Shore Savings will organize Lake Shore,@/iHitially as an interim federal stock savings b&finterim One”) as its wholly-
owned subsidiary;

(3) Interim One will organize a capital stock camgion under federal law (i.e., Lake Shore Bancapjts wholly-owned subsidiary that
will subsequently hold 100% of Lake Shore Savirggghmon stock;
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(4) Interim One will also organize an interim fealestock savings bank as its wholly owned subsjdfdnterim Two”) and the following
transactions will occur simultaneously;

(5) Lake Shore Savings will exchange its federalualisavings bank charter for a federal stock sg/trank charter (the “Conversion”);

(6) Interim One will cancel its outstanding stoeldaexchange its charter for a federal mutual hgldiompany charter (i.e., Lake Shore,
MHC);

(7) Interim Two will merge with and into Lake Shdsavings with Lake Shore Savings being the surgiumstitution; and

(8) the initially issued stock of Lake Shore Sasirfigyhich will be constructively received by formeake Shore Savings’ depositors when
Lake Shore Savings becomes a stock savings baskanirto step (5)) will be issued to Lake Shore,viH exchange for liquidation interests
Lake Shore, MHC which will be held by Lake Shoreriigs’ depositors (the “Exchange”). Lake Shore, Mill then contribute 100% of the
stock of Lake Shore Savings to Lake Shore Banasingch will be a wholly-owned subsidiary of Lake $a8pMHC. Lake Shore Bancorp will
subsequently offer for sale 47% of its common sfmeisuant to the Amended and Restated Plan of Reixafion. As a result of these
transactions, (a) Lake Shore Savings will be a lyhmivned subsidiary of Lake Shore Bancorp; (b) L&k®re Bancorp will be a majoritywnec
subsidiary of Lake Shore, MHC; and (c) the depositf Lake Shore Savings will hold membership iests in Lake Shore, MHC.

Under this structure: (i) the Charter Conversiomisnded to be a tax-free reorganization undariral Revenue Code section 368(a)(1)
(F); (ii) the Conversion is intended to be a teeefreorganization under Section 368(a)(1)(F) ofGbde; and (iii) the Exchange is intended to be
a tax-free exchange under Internal Revenue Cod®se51.

Under the plan of reorganization, consummatiorhefreorganization is conditioned upon, among dthiegs, the prior receipt by Lake
Shore Savings of either a private letter rulingrfrthe IRS and from the New York taxing authoritesan opinion of Lake Shore Savings’
counsel as to the federal and New York State inclameonsequences of the reorganization to LakeeSBavings’ (in both its mutual and stock
form), Lake Shore Bancorp and depositors. In RegdPnocedure 99-3, 1999-1 I.R.B. 103, the IRS anoedithat it will not rule on whether a
transaction qualifies as a tax-free reorganizatioder Internal Revenue Code section 368(a)(1)(Bs@ tax-free exchange of stock for stock in
the formation of a holding company under InternaV&ue Code section 351, but that it will rule miicant sub-issues that must be resolved
to determine whether the transaction qualifies ueitber of these Internal Revenue Code sections.

Based in part upon certain factual representatibihske Shore Savings or its officers, Thacher ftt& Wood LLP has issued its opinion
regarding all of the material federal income tarsexjuences of the reorganization.

In the following discussion, “Mutual Bank” refers Lake Shore Savings before the reorganization&tatk Bank” refers to Lake Shore
Savings after the reorganization.

With regard to the Charter Conversion, ThacherfRréf Wood LLP has issued an opinion that:
(1) the Charter Conversion will constitute a “reamgation” under Internal Revenue Code Section 8§8)(F); and
(2) the Mutual Bank will recognize no gain or l@ssa result of the Charter Conversion.
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With regard to the Conversion, Thacher Proffitt &®d LLP has issued an opinion that:

(1) the Conversion will constitute a “reorganizatiainder Internal Revenue Code section 368(a)(1Hf) Lake Shore Savings (in either
its status as Mutual Bank or Stock Bank) will recizg no gain or loss as a result of the Conversion;

(2) the basis of each asset of Mutual Bank receibye8tock Bank in the Conversion will be the samd&Maitual Bank’s basis for such asset
immediately prior to the Conversion;

(3) the holding period of each asset of Mutual Bestdeived by Stock Bank in the reorganization imidlude the period during which such
asset was held by Mutual Bank prior to the Conwersi

(4) For purposes of Internal Revenue Code sectdri, Stock Bank will be treated as if there hadrbno reorganization and,
accordingly, the taxable year of the Mutual Bank not end on the effective date and the tax attdb of Mutual Bank (subject to application of
Internal Revenue Code sections 381, 382, and 88&4ding Mutual Bank’s tax bad debt reserves ashi@gs and profits, will be taken into
account by Stock Bank as if there had been no ceiore

(5) Mutual Bank’s depositors will recognize no gaimloss upon their constructive receipt of shafeStock Bank common stock solely in
exchange for their membership interest in MutuailBa

(6) no gain or loss will be recognized by the dépos of Lake Shore Savings (formerly Mutual Bankjpn the transfer to Lake Shore,
MHC of shares of Stock Bank common stock they coesitzely received in the Conversion in exchangenfi@mbership interests in Lake Shore,
MHC; and

(7) no gain or loss will be recognized by depositofr Mutual Bank upon the issuance to them of diépos Stock Bank in the same dollar
amount as their deposits in the Mutual Bank.

With regard to the Exchange, Thacher Proffitt & Wad P has issued an opinion that:
(1) the Exchange will qualify as an exchange oferty for stock under Code section 351,

(2) no shareholder of Stock Bank (i.e., a formember of Mutual Bank) will recognize gain or losoaghe transfer to Lake Shore, MHC
of Stock Bank stock constructively received in @@nversion in exchange for membership interestake Shore, MHC;

(3) the basis of the membership interests in Lak@& MHC received by each shareholder of StockBamexchange for such
shareholder’s shares of Stock Bank stock will beaétp the basis of such shares of Stock Bank stock

(4) the holding period of the membership intera@stisake Shore, MHC received by each sharehold&totk Bank will, as of the date of
the Exchange, be equal to the holding period otiees of Stock Bank stock transferred in exchémgrefor, provided such shares of Stock
Bank stock were held as a capital asset on theodidbe Exchange;

(5) Lake Shore, MHC will recognize no gain or logmn its receipt from the shareholders of StockkBafrshares of Stock Bank stock in
exchange for membership interests in the Lake SIMIHC;

(6) Lake Shore, MHC'’s basis for each share of Si®ahk stock received from a shareholder of StockkBa exchange for membership
interests in Lake Shore, MHC will be equal to tlsib of such share of stock in the hands of suatk®ank shareholder; and
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(7) Lake Shore, MHC'’s holding period for each shafr&tock Bank stock received from a shareholdeéstotk Bank in exchange for
membership interests in Lake Shore, MHC will, asdhate of the Exchange, be the same as the hgdéingd of such shares in the hands of such
Stock Bank shareholder.

With regard the offering under the Plan, ThacheffRt & Wood LLP has issued an opinion that:
(1) no gain or loss will be recognized by Stock Bapon the sale of shares of Stock Bank commorksiader the Plan;

(2) it is more likely than not that the fair marketlue of the nontransferable subscription rightpurchase shares of common stock of the
Stock Bank to be issued to members of Mutual Bardero and, accordingly, that no income will beoggized by members of Mutual Bank
upon the issuance to them of subscription rightspom the exercise of the subscription rights;

(3) it is more likely than not that the tax basighe holders of shares of Stock Bank common gpoickhased in the subscription offering
pursuant to the exercise of subscription right$ lvélthe amount paid therefor, and that the holgiegod for such shares of common stock will
begin on the date of completion of the subscripttiaring.

The opinions set forth in (2) and (3) above areedam the position that the subscription rightsi\dbhave any market value at the time of
distribution or at the time they are exercisedhaitgh the Internal Revenue Service (“IRS”) will iggue rulings on whether subscription rights
have a market value, we are unaware of any instanebich the IRS has taken the position that remmgferable subscription rights issued by a
converting financial institution have a market v@alWe understand that the subscription rightstvalgranted at no cost to the recipients, will be
nontransferable and of short duration, and wilbedfthe recipients the right only to purchase commstock of Stock Bank at a price equal to its
estimated fair market value, which will be the samee as the purchase price for the unsubscribates of such common stock. Based on the
foregoing, we believe that it is more likely thamt fi.e., there is a more than a 50% likelihoo@ tine subscription rights have no market value
for federal income tax purposes.

Unlike private rulings of the IRS, an opinion ofursel is not binding on the IRS and the IRS couddgree with conclusions reached in
opinion. If there is a disagreement, we can notgjutae that the IRS would not prevail in a judiciabdministrative proceeding.

Interpretation, Amendment and Termination

To the extent permitted by law, all interpretatidaysus of the plan of reorganization will be finegwever, such interpretations have no
binding effect on the Office of Thrift Supervisiofhe plan of reorganization provides that, if dedmecessary or desirable, we may
substantively amend the plan of reorganization @salt of comments from regulatory authoritie®trerwise, without the further approval of
our members.

Completion of the reorganization requires the sélkal shares of the common stock within 24 morithiewing approval of the plan of
reorganization by our members. If this conditiomas satisfied, the plan of reorganization willteeminated and we will continue our busines
the mutual form of organization. We may termindie plan of reorganization at any time.
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THE LAKE SHORE CHARITABLE FOUNDATION

General

In furtherance of our commitment to our local conmityy the plan of reorganization provides that wi# @stablish The Lake Shore
Charitable Foundation as a non-stock Delaware catjpm in connection with the reorganization anféofg. The charitable foundation will be
funded with our common stock, as described belopfuBther enhancing our visibility and reputationdur local community, we believe that-
charitable foundation will enhance the long-terrtueaof our community banking franchise. The reorgation and offering presents us with a
unique opportunity to provide a substantial andtiiooing benefit to our community and to receive #ssociated tax benefits, without any
significant cash outlay by us.

Purpose of the Charitable Foundation

Although we intend to continue to emphasize comiyuending and community activities following th&ering, such activities are not ¢
sole corporate purpose. The Lake Shore Charitatl@dration will be dedicated completely to commumityivities and the promotion of
charitable causes, and may be able to supportastolities in manners that are not presently atgldao us. We believe that The Lake Shore
Charitable Foundation will enable us to assistcthrmunities within our market area in areas beymwrmunity development and lending and
will enhance our current activities under the ComityuReinvestment Act.

We further believe that the funding of The Lake ®hGharitable Foundation with our common stock afibw our community to share in
our potential growth and success long after therof§. The Lake Shore Charitable Foundation wilaplish that goal by providing for
continued ties between it and us, thereby formiparnership within the communities in which we @te.

We do not expect the contribution to The Lake Sliinaritable Foundation to take the place of ouitianal community lending and
charitable activities. For the nine months endegt&aber 30, 2005, and the year ended Decembe084, &e contributed $80,000 and
$124,000, respectively, to community organizatidis. expect to continue making charitable contritmsiwithin our community. In connection
with the closing of the reorganization, we inteactontribute to The Lake Shore Charitable Foundati®0,000 shares of our common stock, at
the midpoint of the offering, valued at $1.0 miflibased on the offering price of $10.00 per share.

Structure of the Charitable Foundation

The Lake Shore Charitable Foundation will be incogped under Delaware law as a non-stock corperalibe Lake Shore Charitable
Foundation$ Certificate of Incorporation will provide that @thake Shore Charitable Foundation is organizetusiely for charitable purpost
as set forth in Section 501(c)(3) of the Internal/@ue Code. The Certificate of Incorporation futther provide that no part of the net earni
of the charitable foundation will inure to the bénef, or be distributable to, its directors, afirs or members.

We will select two of our current directors to senn the initial Board of Directors of the charl@fbundation. As required by Office of
Thrift Supervision regulations, we also will selecte additional person to serve on the initial BioafrDirectors of the charitable foundation who
will not be one of our officers, directors or emyses and who will have experience with local cladtié organizations and grant making. While
there are no plans to change the size of theliitard of Directors during the year following tbempletion of the reorganization and offering,
following the first anniversary of the reorganipatiand offering, the charitable foundation mayrahe size and composition of its Board of
Directors. For five years after the reorganizatimme seat on the charitable
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foundation’s Board of Directors will be reserved éoperson from our local community who has expeewith local community charitable
organizations and grant making and who is not dreupor any of our affiliate’s officers, directoos employees, and one seat on the charitable
foundation’s Board of Directors will be reserved éme of our directors.

The Board of Directors of The Lake Shore Charitdfmendation will be responsible for establishirgggtant and donation policies,
consistent with the purposes for which it was dihbd. As directors of a nonprofit corporatiomreditors of The Lake Shore Charitable
Foundation will always be bound by their fiduciayty to advance the charitable foundat®oharitable goals, to protect its assets andttmax
manner consistent with the charitable purposew/fach the charitable foundation is established. dinectors of The Lake Shore Charitable
Foundation also will be responsible for directihg fctivities of the charitable foundation, inchuglthe management and voting of the common
stock held by the charitable foundation. Howevenreguired by Office of Thrift Supervision regutatis, all shares of common stock held by
Lake Shore Charitable Foundation must be votedersame ratio as all other shares of the commah sto all proposals considered by our
stockholders.

The Lake Shore Charitable Foundation’s place oirfass will be located at our administrative offigée Board of Directors of The Lake
Shore Charitable Foundation will appoint such @ffecand employees as may be necessary to manageittions. To the extent applicable, we
will comply with the affiliates restrictions setrfb in Sections 23A and 23B of the Federal Res@teand the Office of Thrift Supervision
regulations governing transactions between us lamdharitable foundation.

The Lake Shore Charitable Foundation will receiwking capital from:
» any dividends that may be paid on our common sitothke future;

« within the limits of applicable federal and ste&s, loans collateralized by the common stock; or

» the proceeds of the sale of any of the common stottke open market from time to time.

As a private foundation under Section 501(c)(3hefInternal Revenue Code, The Lake Shore Chagitablindation will be required to
distribute annually in grants or donations a mimmaf 5% of the average fair market value of itsingestment assets. One of the conditions
imposed on the gift of common stock by us is thatamount of common stock that may be sold by TdlelShore Charitable Foundation in i
one year shall not exceed 5% of the average maake¢ of the assets held by The Lake Shore Chéitadundation, except where the Board of
Directors of the charitable foundation determirtes the failure to sell an amount of common stadater than such amount would result in a
long-term reduction of the value of its assets andiould otherwise jeopardize its capacity to camy its charitable purposes.

Tax Considerations

Our independent tax advisor has advised us thatganization created for the above purposes stoudélfy as a Section 501(c)(3) exer
organization under the Internal Revenue Code aadlglbe classified as a private foundation. Thed 8hkore Charitable Foundation will sub
a timely request to the Internal Revenue Servidgetoecognized as an exempt organization. As lernthe Lake Shore Charitable Foundation
files its application for tax-exempt status witlis months from the date of its organization, arajged the Internal Revenue Service approves
the application, its effective date as a Sectiob(&)§3) organization will be the date of its orgaation. Our independent tax advisor, however,
has not rendered any advice on whether The LakeeSPloaritable Foundation’s tax exempt status vélbffected by the regulatory requirement
that all shares of our common stock held by TheeL8kore
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Charitable Foundation must be voted in the sanme aatall other outstanding shares of common stacéll proposals considered by our
stockholders.

We are authorized under federal law to make cHaéteontributions. We believe that the offeringgaets a unique opportunity to estab
and fund a charitable foundation given the sub&tbamount of additional capital being raised. lakimg such a determination, we considered
the dilutive impact of the contribution of commadoak to The Lake Shore Charitable Foundation oratheunt of common stock to be sold in
the offering. SeéCapitalization,” “Regulatory Capital Compliance,’and“Comparison of Valuation and Pro Forma Informatidvith and
Without the Charitable FoundationThe amount of the contribution will not adverseatypiact our financial condition. We therefore beli¢vat
the amount of the charitable contribution is readde given our pro forma capital position and doeisraise safety and soundness concerns.

We have received an opinion from our independenattvisor that our contribution of our stock to Teke Shore Charitable Foundation
should not constitute an act of self-dealing arad te should be entitled to a deduction in the arhofithe fair market value of the stock at the
time of the contribution less the nominal amouiat thhe Lake Shore Charitable Foundation is requguhy us for such stock. We are permi
to deduct only an amount equal to 10% of our antaxable income in any one year. We are permitteteuthe Internal Revenue Code to carry
the excess contribution over the five-year permtbiving the contribution to The Lake Shore ChaiéaFoundation. We estimate that
substantially all of the contribution should be detible over the six-year period. However, we dbtmave any assurance that the Internal
Revenue Service will grant tax-exempt status toctigitable foundation. Furthermore, even if thetdbution is deductible, we may not have
sufficient earnings to be able to use the dedudtidall. We do not expect to make any further cimttions to The Lake Shore Charitable
Foundation within the first five years followingetfinitial contribution, unless such contributionsudd be deductible under the Internal Revenue
Code. Any such decisions would be based on ansmasas of, among other factors, our financial caodiat that time, the interests of our
stockholders and depositors, and the financial itimmdand operations of the charitable foundation.

Although we have received an opinion from our irefegent tax advisor that we should be entitleddeduction for the charitable
contribution, there can be no assurances thantkeenal Revenue Service will recognize The Laker8i@haritable Foundation as a Section 501
(c)(3) exempt organization or that the deductiol g permitted. In such event, our contributiortee Lake Shore Charitable Foundation w¢
be expensed without tax benefit, resulting in aiotidn in earnings in the year in which the IntéfRavenue Service makes such a determin:

As a private foundation, earnings and gains, if, émm the sale of common stock or other assetexeept from federal and state income
taxation. However, investment income, such aséstedividends and capital gains, is generallydaatea rate of 2.0%. Within four and one-half
months after the close of its fiscal year, The L8kere Charitable Foundation will be required tkenias annual return available for public
inspection. The annual return for a private fouitaincludes, among other things, an itemizeddfsill grants made or approved, showing the
amount of each grant, the recipient, any relatigmbbtween a grant recipient and the charitabledation’s managers and a concise stateme
the purpose of each grant.

Regulatory Conditions Imposed on the Charitable Fondation

Office of Thrift Supervision regulations will impegshe following conditions on the establishmenTbé Lake Shore Charitable
Foundation:

» the Office of Thrift Supervision can examine thawtable foundation;
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» the charitable foundation must comply with all swpeory directives imposed by the Office of Thi$ftipervision;

» the charitable foundation must provide annuallyhi® Office of Thrift Supervision a copy of the aahteport that the charitable
foundation submits to the IR

» the charitable foundation must operate accordingritten policies adopted by its Board of Directargluding a conflict of interest
policy;

» the charitable foundation may not engage in sedfidg and must comply with all laws necessary tdntaén its tax-exempt status
under the Internal Revenue Code; i

» the charitable foundation must vote its shareténsame ratio as all of the other shares votedioh proposal considered by our
stockholders

In addition, within six months of completing thevrganization, The Lake Shore Charitable Foundatiost submit to the Office of Thrift
Supervision a three-year operating plan.

Additionally, the establishment and funding of Tteke Shore Charitable Foundation must be separapglyoved by at least a majority of
the total number of votes eligible to be cast byaditors of Lake Shore Savings at the special mgeti members.

Consummation of the reorganization and relatedriofieof common stock is not conditioned upon defposi approval of the charitable
foundation. Failure to approve the charitable fatimh may, however, materially increase our pronfamarket value. SeeComparison of
Valuation and Pro Forma Information With and Witlh&@haritable Foundation’

RESTRICTIONS ON ACQUISITION OF LAKE SHORE BANCORP
AND LAKE SHORE SAVINGS

General

Lake Shore Savings’ plan of reorganization provithed Lake Shore Savings will be reorganized frolesv York state-chartered mutual
savings bank into a federal mutual holding compstnycture and includes the adoption of a federalkstharter and bylaws for Lake Shore
Bancorp. Certain provisions in our charter and Wglanay have anti-takeover effects. In additionyfgions in Lake Shore Savings’ charter and
bylaws may also have anti-takeover effects. Finattgulatory restrictions may make it more difficidr persons or companies to acquire control
of us.

Mutual Holding Company Structure

Following the reorganization, we will own all ofetlissued and outstanding common stock of Lake Shavengs. Lake Shore, MHC will
own a majority of the issued and outstanding comstonk of Lake Shore Bancorp. As a result, managéwfd_ake Shore, MHC is able to
exert voting control over Lake Shore Bancorp ankleL8hore Savings and will restrict the ability of eninority stockholders to effect a change
of control of management. Lake Shore, MHC, as lasdg remains in the mutual form of organizatioii] @ontrol a majority of our voting stock.

Charter and Bylaws of Lake Shore Bancorp

Although our Board of Directors is not aware of affprt that might be made to obtain control ofadier the offering, the Board of
Directors believed it appropriate to adopt cerfaiovisions permitted by federal regulations thayrave the effect of deterring a future take«
attempt that is not
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approved by our Board of Directors. The followiresdription of these provisions is only a summany does not provide all of the information
contained in our charter and bylaws. S&¥tere You Can Find More Informatidms to where to obtain a copy of these documents.

Limitation on Voting Rights. Our charter provides that, for a period of five ngefiom the date of the reorganization, no persangpt
Lake Shore, MHC or a tax-qualified employee stoekddit plan of ours, may directly or indirectly ae the beneficial ownership of more than
10% of any class of an equity security of ourshéres are acquired in excess of 10%, those shilé&e considered “excess shares” and will
not be counted as shares entitled to vote.

Board of Directors.

Classified BoardOur Board of Directors is divided into three clagssach of which contains approximately one-thfrthe number of
directors. The stockholders elect one class ofttirs each year for a term of three years. Thesiflad Board makes it more difficult and time
consuming for a stockholder group to fully usevitdéing power to gain control of the Board of Direxst without the consent of the incumbent
Board of Directors.

Filling of Vacancies; RemovalThe bylaws provide that any vacancy occurrinthaenBoard of Directors, including a vacancy credtg@n
increase in the number of directors, may be fibgd vote of a majority of the directors then ifiad. A person elected to fill a vacancy on the
Board of Directors will serve until the next electiof directors. Our bylaws provide that a direct@y be removed from the Board of Directors
before the expiration of his or her term only fause and only upon the vote of a majority of thistamding shares of voting stock. These
provisions make it more difficult for stockholdg¢csremove directors and replace them with their o@minees.

Qualification. The bylaws provide that no person will be eligitd serve on the Board of Directors who has irptmt 10 years been
subject to a supervisory action by a financial fatpuy agency that involved dishonesty or breactrudt or other bad actions, has been conv
of a crime involving dishonesty or breach of triltt is punishable by a year or more in prisons @urrently charged with such a crime, or has
been found by a regulatory agent or a court to tegached a fiduciary duty involving personal groficommitted a willful violation of any la
governing banking securities or insurance. Theseigions may prevent stockholders from nominatimgntselves or persons of their choosing
for election to the Board of Directors.

Stockholder Action by Written Consent; Special Miggfs of Stockholders Our stockholders must act only through an annuapecial
meeting or by unanimous written consent. Our chamtevides that special meetings of stockholdéltirgy to a change in control of us or
amendments to our charter may be called only ufrectibn of the Board of Directors. Subject to thastriction, the bylaws provide that holders
of not less than 10% of our outstanding shares maqyest the calling of a special meeting. At a Bbeceeting, stockholders may consider only
the business specified in the notice of meetingmivy us. The provisions of our charter and bylbwiing stockholder action by written
consent and calling of special meetings of stodidia may have the effect of delaying considerative stockholder proposal until the next
annual meeting, unless a special meeting is cali¢ide request of a majority of the Board of Dicestor holders of not less than 10% of our
outstanding shares. These provisions also woulkeptehe holders of a majority of common stock fronilaterally using the written consent
procedure to take stockholder action.

Advance Notice Provisions for Stockholder Nominat®and ProposalsOur bylaws establish an advance notice procedure fo
stockholders to nominate directors or bring othesifiess before an annual meeting of stockholdeperdon may not be nominated for election
as a director unless that person is nominated lay thre direction of our Board of Directors or bgtackholder who has given appropriate notice
to us before the meeting. Similarly, a stockhold@ry not bring business before an
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annual meeting unless the stockholder has givappsopriate notice of the stockholder’s intentiorbting that business before the meeting. Our
Secretary must receive notice of the nominatioproposal not less than 30 days before the annuetimge A stockholder who desires to raise
new business must provide us with certain infororationcerning the nature of the new business ttukisolder and the stockholdsiinterest ir

the business matter. Similarly, a stockholder wighdb nominate any person for election as a direuotgst provide us with certain information
concerning the nominee and the proposing stockholde

Advance notice of nominations or proposed busibgsstockholders gives our Board of Directors timedonsider the qualifications of the
proposed nominees, the merits of the proposalstaritle extent deemed necessary or desirable bBaand of Directors, to inform stockholde
and make recommendations about those matters.

Authorized but Unissued Shares of Capital Stadkollowing the reorganization, we will have authedzbut unissued shares of common
and preferred stock. Our charter authorizes thedofDirectors to establish one or more seriegreferred stock and, for any series of prefe
stock, to determine the terms and rights of theseincluding voting rights, conversion rates, éqdidation preferences. Although such shares
of common and preferred stock could be issued byBtbard of Directors to render more difficult ordiscourage an attempt to obtain control of
us by means of a merger, tender offer, proxy comtestherwise, it is anticipated that such usdkhei unlikely given that Lake Shore, MHC
must always own a majority of our common stock.

Restrictions in Lake Shore Savings’ Charter and Bydws

Although the Board of Directors of Lake Shore Sasiiis not aware of any effort that might be madeltin control of Lake Shore
Savings after the offering, the Board of Directbedieved it appropriate to adopt provisions pemitby federal law to protect the interests of the
institution and its stockholders from any hostdkdover. These provisions may, indirectly, inhébithange in control of us, as Lake Shore
Savings’ sole stockholder.

Lake Shore Savings’ stockholders will not be petexito cumulate their votes in the election of cives. Furthermore, Lake Shore
Savings’ bylaws provide for the election of thréeseses of directors to staggered terms. In additiake Shore Savingsharter provides that, f
a period of five years from the date of the reoigmion, no person except Lake Shore Bancorp ake Shore, MHC or a tax-qualified
employee stock benefit plan of Lake Shore Bancoipaie Shore Savings, may directly or indirectlgaice the beneficial ownership of more
than 10% of any class of Lake Shore Savings’ egétyurities. Additionally, special meetings of &toalders related to changes in control of
Lake Shore Savings or amendments to its charterangybe called upon direction of the Board of Bigs. Lake Shore Savings’ charter and
bylaws also contain other provisions to protectititerests of the institution including a requirerhthat vacancies on the Board of Directors be
filled by a majority vote of the Board of Directordigibility requirements for directors, and edistires advance notice procedures for
stockholders to nominate directors or bring otheitess before the stockholders.

In addition, the charter provides for the issuasicghares of preferred stock on terms, includingveosion and voting rights, as may be
determined by Lake Shore Savings’ Board of Diresteithout stockholder approval. Although Lake Sh8axings has no arrangements,
understandings or plans at the present time forswence or use of the shares of undesignatedrprdfstock authorized, the Board of Directors
believes that the availability of such shares pitivide Lake Shore Savings with increased flexipil structuring possible future financings ¢
acquisitions and in meeting other corporate nelealsnhay arise. If a proposed merger, tender offetter attempt to gain control of Lake Shore
Savings occurs of which management does not apptlogd3oard of Directors can authorize the issuarfi@ne or more series of preferred stock
with rights and preferences which could impededdmpletion of such a transaction. An effect of plossible issuance of such preferred stock,
therefore, may be to deter a
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future takeover attempt. The Board of Directorssdoet intend to issue any preferred stock excepeons which the Board of Directors deems
to be in the best interest of Lake Shore Savingsitarthen existing stockholders.

Regulatory Restrictions

Office of Thrift Supervision RegulationsOffice of Thrift Supervision regulations provideattfor a period of three years following the ¢
of the completion of the reorganization, no persmting singly or together with associates in aigrof persons acting in concert, will directly
indirectly offer to acquire or acquire the beneafi@wnership of more than 10% of our class of @ity securities without the prior written
approval of the Office of Thrift Supervision. Wheamy person, directly or indirectly, acquires bésiaf ownership of more than 10% of our cl
of any equity securities without the prior writtapproval of the Office of Thrift Supervision, thecsirities beneficially owned by such person in
excess of 10% will not be voted by any person anéed as voting shares in connection with any matibmitted to the stockholders for a vote,
and will not be counted as outstanding for purpadetetermining the affirmative vote necessarygprave any matter submitted to the
stockholders for a vote.

Remutualization TransactionsCurrent Office of Thrift Supervision regulationsrpet a mutual holding company to be acquired by a
mutual institution in a remutualization transactiblowever, the Office of Thrift Supervision hasued a policy statement indicating that it vie
remutualization transactions as raising signifidasties concerning disparate treatment of minstitgkholders and mutual members of the
target entity and as raising issues concerningffeet on the mutual members of the acquiring gntinder certain circumstances, the Office of
Thrift Supervision intends to give these issuesigpacrutiny and reject applications for the reualization of a mutual holding company unless
the applicant can clearly demonstrate that thec®ffif Thrift Supervision’s concerns are not waredrin the particular case.

Change in Bank Control ActThe acquisition of 10% or more of our outstandioghaon stock may trigger the provisions of the Cleaim
Bank Control Act. The Office of Thrift Supervisidras also adopted a regulation under the Changarni Bontrol Act which generally requires
persons who at any time intend to acquire contfal federally chartered savings association dnaisling company, to provide 60 days prior
written notice and certain financial and other mfation to the Office of Thrift Supervision.

The 60-day notice period does not commence urgtilrtformation is deemed to be substantially conepl€bntrol for these purposes exists
in situations in which the acquiring party has mgtcontrol of at least 25% of any class of ourmgtstock or the power to direct our manager
or policies. However, under Office of Thrift Supisien regulations, control is presumed to exist ightbe acquiring party has voting control of
at least 10% of any class of our voting securifispecified “control factors” are present. Thetsta and underlying regulations authorize the
Office of Thrift Supervision to disapprove a propdsacquisition on certain specified grounds.

DESCRIPTION OF LAKE SHORE BANCORP CAPITAL STOCK

General

We are authorized to issue 25,000,000 shares afaamon stock having a par value of $.01 per shadel,000,000 shares of preferred
stock having a par value of $.01 per share. Eaaleshf our common stock will have the same relatigiets as, and will be identical in all
respects with, each other share of common stoc&niayment of the purchase price for the commockstas required by the plan of
reorganization, all stock will be duly authorizéally paid and nonassessable. We will not issuesdrares of preferred stock in the
reorganization.
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Common Stock

Dividends. We can pay dividends if, as and when declared bbyBoard of Directors. The payment of dividenddrsited by law and
applicable regulation. SeeQur Policy Regarding Dividends.The holders of our common stock will be entitledreceive and share equally in
dividends as may be declared by the Board of Dirsabut of funds legally available for dividendswk issue preferred stock, the holders of the
preferred stock may have a priority over the haddrthe common stock with respect to dividends.

Voting Rights. After the reorganization, the holders of our comrstotk will possess exclusive voting rights in Tisey will elect our
Board of Directors and act on other matters aseayeired to be presented to them under federablaas are otherwise presented to them by the
Board of Directors. Except as discussed Restrictions on Acquisition of Lake Shore Bancargd hake Shore Savirgy” each holder of commu
stock will be entitled to one vote per share anliivat have any right to cumulate votes in the ttecof directors. If we issue preferred stock,
holders of our preferred stock may also possessgaghts.

Liquidation . If there is any liquidation, dissolution or winding of Lake Shore Savings, as the holder of Laker&Bavings’ capital
stock, we would be entitled to receive all of L&{teore Savings’ assets available for distributidargfayment or provision for payment of all
debts and liabilities of Lake Shore Savings, ingigdall deposit accounts and accrued interest. Wporiquidation, dissolution or winding up,
the holders of our common stock would be entitececeive all of our assets available for distiuiafter payment or provision for payment of
all its debts and liabilities. If we issue prefeti®ock, the preferred stockholders may have aipyriover the holders of the common stock upon
liquidation or dissolution.

Preemptive Rights; RedemptiarHolders of our common stock will not be entitledpr@emptive rights with respect to any sharesrtieat
be issued. The common stock cannot be redeemed.

Preferred Stock

We will not issue any preferred stock in the reoigation and we have no current plans to issuepaeferred stock after the
reorganization. Preferred stock may be issued @élignations, powers, preferences and rights aBdhed of Directors may from time to time
determine. The Board of Directors can, without kbadder approval, issue preferred stock with vatidigidend, liquidation and conversion
rights that could dilute the voting strength of tiders of the common stock and may assist managieimimpeding an unfriendly takeover or
attempted change in control.

TRANSFER AGENT AND REGISTRAR
The transfer agent and registrar for our commooksidgll be Registrar and Transfer Company.
REGISTRATION REQUIREMENTS

We have registered our common stock with the Seesi@and Exchange Commission under Section 12(tH)eoSecurities Exchange Act
1934, as amended, and will not deregister our comsback for a period of at least three years foltmithe offering. As a result of registration,
the proxy and tender offer rules, insider tradiegarting and restrictions, annual and periodic rémpg and other requirements of that statute will

apply.
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LEGAL AND TAX MATTERS

The legality of our common stock has been passed qr us by Thacher Proffitt & Wood LLP, Washingtd.C. Thacher Proffitt &
Wood LLP has consented to the references to tipéian in this prospectus. Certain legal matten$ v passed upon for Ryan Beck & Co., |
by Luse Gorman Pomerenk & Schick, P.C., Washindio@,

EXPERTS

The financial statements as of December 31, 2084arthe year then ended included in this progpebtve been so included in reliance
on the report of Beard Miller Company LLP, an indegent registered public accounting firm, giverttomauthority of said firm as experts in
auditing and accounting.

The financial statements as of December 31, 2083@reach of the two years in the period endedeDdxer 31, 2003 included in this
Registration Statement on Form S-1 have been $adied in reliance on the report of Pricewaterhousygg@rs LLP, an independent registered
public accounting firm, given on the authority afdfirm as experts in auditing and accounting.

RP Financial has consented to the summary in tbhispgctus of its report to us setting forth itsnagm as to our estimated pro forma
market value, as converted, and to the use ofitsenand statements with respect to it appearitigjsrprospectus.

CHANGE IN ACCOUNTANTS

On January 28, 2004, the Board of Directors of L&kere Savings and Loan Association dismissed WRatsxhouseCoopers LLP (“PwL”
as its independent registered public accountimg.firhere were no disagreements with PwC duringyéae ended December 31, 2003 and
through July 21, 2004 on any matter of accountirigciples or practices, financial statement disgtes or auditing scope or procedure, which
disagreements, if not resolved to PwC'’s satisfa¢tioould have caused PwC to make reference thareheir report on the Lake Shore Savings
and Loan Association financial statements for sgedrs. During the year ended December 31, 2003readgh July 21, 2004, there were no
reportable events, as defined in Item 304(a)(19{\RRegulation S-K. The reports of PwC on the finahstatements of Lake Shore Savings and
Loan Association as of and for the year ended DéeerB1, 2003 did not contain an adverse opinioa disclaimer opinion, or any qualification
or modification as to uncertainty, audit scope @raainting principle.

PwC has furnished a letter addressed to the Sesuaihd Exchange Commission and filed as Exhibit i&our registration statement on
Form S-1 agreeing with the statements made herein.

On January 28, 2004, our Board of Directors rethiragliarone Group CPAs, PC as our independentaador the fiscal year ended
December 31, 2004. Fagliarone Group CPAs, PC elexitto register with the Public Company Accougtiversight Board. Therefore in ort
to file a registration statement for an offeringoof common stock pursuant to the Securities AdiS#3, as amended, and to register our
common stock with the Securities and Exchange Casion pursuant to the Securities Exchange Act 8#18s amended, we dismissed
Fagliarone Group CPAs, PC and retained Beard Millempany LLP as our independent registered publicpany accounting firm on
August 24, 2005.

Effective August 24, 2005, our Board of Directorsmlissed the Fagliarone Group CPAs, PC as our grgnt auditors. There were no
disagreements with the former independent auditoring the year ended December 31, 2004 or duhiegtibsequent interim period preceding
their dismissal on any matter of accounting pritespor practices, financial statement disclosur@ualiting scope or
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procedures, which disagreements, if not resolvetlédormer accountant’s satisfaction, would haaesed them to make reference to the subjec
matter of the disagreement in connection with theport. Nor did Fagliarone Group CPAs, B@udit report on our financial statements for Z
contain an adverse opinion or a disclaimer of aniop, or any qualification or modifications asuncertainty, audit scope, or accounting
principles.

Fagliarone Group CPAs, PC has furnished a lettdremded to the Securities and Exchange Commisemfilad as Exhibit 16.2 to our
registration statement on Form S-1 agreeing wighstatements made herein.

WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement with theuides and Exchange Commission under the Secsidt@ of 1933 with respect to the
common stock offered through this prospectus. Amfited by the rules and regulations of the Semsiand Exchange Commission, this
prospectus does not contain all the informatiorfah in the registration statement. You may exasrthis information without charge at the
public reference facilities of the Securities angtitange Commission located at 100 F Street, N.Bshivigton, D.C. 20549. You may obtain
copies of the material from the Securities and Erge Commission at prescribed rates. Please eaBehurities and Exchange Commission at
1-800-SEC-0330 for further information on the Sé&@s and Exchange Commission’s public referencen® The registration statement also is
available through the Securities and Exchange Casion’s world wide web site on the internet at iiyww.sec.gov.

This document contains a description of the mdté&tures of certain contracts and other documf@ets as exhibits to the registration
statement. The statements as to the contents bfestnibits are of necessity brief descriptions arelnot necessarily complete. Each such
statement is qualified by reference to the conwactocument.

Lake Shore Savings and Loan Association has figdieations for approval of the plan of reorganiaatand minority stock issuance with
the Office of Thrift Supervision. This prospectusits certain information contained in the applioat. The applications may be inspected,
without charge, at the offices of the Office of fh&upervision, 1700 G Street, N.W., WashingtonCD20552 and at the offices of the Regional
Director of the Office of Thrift Supervision at tiNortheast Regional Office of the Office of Thi@tipervision, Harborside Financial Center,
Plaza 5, Suite 1600, Jersey City, New Jersey 07311.

A copy of the plan of reorganization and minorityck issuance and our charter and bylaws are &ailgithout charge from us. A copy
the appraisal report of RP Financial, including anyendments made to it, and the detailed memorawfi®R Financial setting forth the mett
and assumptions for such appraisal are available$pection at our administrative office.
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R EPORT OH NDEPENDENTR EGISTEREDP UBLIC A CCOUNTINGF IRM

To the Board of Directors
Lake Shore Savings and Loan Association
Dunkirk, New York

We have audited the accompanying statement ofdinhoondition of Lake Shore Savings and Loan Asgtam as of December 31, 2004,
and the related statements of income, equity, astl iows for the year then ended. These finarstiaéments are the responsibility of the
Association's management. Our responsibility iexpress an opinion on these financial statemerstschan our audit. The financial statements
of Lake Shore Savings and Loan Association as dffanthe years ended December 31, 2003 and 2002 auslited by other auditors whose
report, dated July 21, 2004, expressed an ungelifpinion on those statements.

We conducted our audit in accordance with the stedelof the Public Company Accounting Oversighti@@dé@nited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethédintinecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and diss in the financial statements. An audit
also includes assessing the accounting princided and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our auditiges a reasonable basis for our opinion.

In our opinion, the 2004 financial statements meféto above present fairly, in all material redpgethe financial position of Lake Shore
Savings and Loan Association as of December 314,268 the results of its operations and its cksfisffor the year then ended in conformity
with accounting principles generally accepted m thhited States of America.

Bea 2 Miller Q‘". - .Ei! LLP

Pittsburgh, Pennsylvania
October 7, 2005
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PRICEWATERHOUSE(QOPERS @

PricewaterhouseCoopers LLF
3600 HSBC Cent:

Buffalo NY 14203287¢
Telephone (716) 856 46
Facsimile (716) 856 12(

Report of Independent Registered Public Accountingrirm

To the Board of Directors of
Lake Shore Savings and Loan Association and shitetso

In our opinion, the accompanying statement of fai@ancondition and the related statements of ingaengeity and cash flows present fairly, in
material respects, the financial position of Lak®i® Savings and Loan Association (the “AssocidjiahDecember 31, 2003, and the results of
its operations and its cash flows for each of the years in the period ended December 31, 2008nfocmity with accounting principles
generally accepted in the United States of Ameiitese financial statements are the responsilofithe Company’s management. Our
responsibility is to express an opinion on thesaritial statements based on our audits. We corglocteaudits of these statements in
accordance with the standards of the Public Compampunting Oversight Board (United States). Thetsedards require that we plan and
perform the audit to obtain reasonable assurangetathether the financial statements are free deried misstatement. An audit includes
examining, on a test basis, evidence supportinguh@unts and disclosures in the financial statespassessing the accounting principles used
and significant estimates made by management, addating the overall financial statement presémtatWe believe that our audits provide a
reasonable basis for our opinion.

Picvwwtinlouse (popne. 1P

Buffalo, New York
July 21, 2004
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION

S TATEMENTS O F F INANCIAL C ONDITION

Cash and due from ban
Interest bearing deposi
Federal funds sol

A SSETS

Cash and Cash Equivalel

Securities available for sa

Securities held to maturity, fair value 2005 $2,%a2audited); 2004 $2,503; 2003 $

389

Federal Home Loan Bank stock, at ¢

Loans receivable, net of allowance for loan los&5 $1,267 (unaudited);
2004 $1,288; 2003 $1,2¢
Premises and equipment, |

Accrued interest receivab
Bank owned life insuranc
Other asset

L IABILITIES

Total Assets

Deposits:

Shor-term borrowings
Long-
Advances from borrowers for taxes and insure

Interest bearint

L 1ABILITIES A ND E QuITY

Nor-interest bearini

Total Deposits

term debt

Other liabilities

Total Liabilities

C oMMITMENTS A ND C ONTINGENCIES

E Quity
Retai

Accumulated other comprehensive income (It

ned earning

Total Equity

Total Liabilities and Equity

See notes to financial statements.

September 3C

December 31

2005 2004 2003
(Unaudited)
(Dollars In Thousands;
$ 8,17¢ $ 7,20¢ $ 7,98:
2,632 1,617 71
4,67% 2,757 8,70(C
15,48: 11,57 16,75
96,42( 99,17( 83,023
2,29¢ 2,35¢ 371
2,50¢ 2,70¢ 2,167
202,41° 199,52¢ 187,13¢
6,67¢ 6,64= 6,46¢
1,20 1,19¢ 1,04z
5,67¢ 5,52( 5,317
1,39¢ 1,141 1,227
$ 334,07: $ 329,84: $303,51:
$ 234,68! $ 232,34¢ $219,50:
16,89: 11,20¢ 10,99:
251,57¢ 243,55« 230,49¢
9,42% 11,72¢ 11,80(
40,66( 42,26( 31,53¢
1,24( 2,09¢ 1,92¢
3,441 3,28¢ 2,81(
306,34. 302,92¢ 278,56¢
27,84¢ 26,27: 24,09:
(114 643 854
27,73: 26,91¢ 24,947
$ 334,07: $ 329,84 $303,51:
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
S TATEMENTS O F | NCOME

Nine Months Ended

September 30 Years Ended December 31
2005 2004 2004 2003 2002
(Unaudited) (In Thousands,
| NTEREST | NCOME
Loans, including fee $8,74t $8237 $ 11,10 $10,07:  $10,48¢
Investment securities, taxat 2,981 2,552 3,541 2,58¢ 2,51¢
Other 12C 86 101 122 183
Total Interest Income 11,84¢ 10,87¢ 14,74« 12,78( 13,18:
| NTEREST E XPENSE
Deposits 3,247 2,707 3,67¢ 3,887 4,50
Shor-term borrowings 232 13t 197 68 7
Long-term debt 1,11¢ 1,01z 1,39¢ 67¢ 39¢
Other 53 49 65 60 39
Total Interest Expense 4,651 3,90: 5,33 4,694 4,94¢
Net Interest Income 7,19t 6,972 9,41z 8,08¢ 8,23¢
P rRovisioN F ORL OAN L OSSES 20 207 267 34t 36C
Net Interest Income after Provision for Loan Losse! 7,17% 6,76~ 9,14¢ 7,741 7,87¢
N ON -l NTEREST | NCOME
Service charges and fe 1,10¢€ 1,07¢ 1,47( 1,122 1,142
Net gains (losses) on sales of securities avaiffainlsale — 33 33 9 17¢€
Net gains on sales of loa 2 2 2 12¢ 2
Earnings on bank owned life insurar 154 152 203 228 258
Other 13¢ 112 167 263 73
Total Non-Interest Income 1,401 1,37¢ 1,87¢ 1,72¢ 1,64¢
N ON -| NTEREST E XPENSES
Salaries and employee bene 3,29( 3,20t 4,46¢ 3,85¢ 3,241
Occupancy and equipme 1,02 967 1,31(C 1,107% 87¢
Data processin 30¢ 27¢ 374 43€ 464
Advertising 221 13¢€ 193 33¢€ 147
Postage and suppli 20C 2232 274 351 278
Professional service 378 34¢ 41C 28C 27¢€
Other 71€ 71z 91C 852 90¢€
Total Non-Interest Expenses 6,12¢ 5,86¢ 7,93¢ 7,21¢ 6,201
Income before Income Taxe: 2,441 2,27¢ 3,081 2,251 3,321
| NCOME T AXES 87¢ 682 90z 744 1,08t
Net Income $157¢ $1591 % 2,17¢ $ 1,507 $ 2,23¢

See notes to financial statemel
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION

S TATEMENTS OF E QuITy
Nine Months Ended September 30, 2005 (Unaudited) eén
Years Ended December 31, 2004, 2003 and 2002

Accumulated
Other
Comprehensive

Retained
Earnings Income (Loss) Total
(In Thousands)
B ALANCE - J ANUARY 1, 2002 $20,35( $ 1,35¢ $21,70¢
Comprehensive incom
Net Income 2,23¢ — 2,23¢
Change in unrealized net gains on securities adlail@ar sale, net of tax and
reclassification adjustme — 1 1
Total Comprehensive Income 2,231
B ALANCE - D ECEMBER 31, 2002 22,58¢ 1,35¢ 23,94:
Comprehensive incom
Net income 1,507 — 1,507
Change in unrealized net gains on securities édail@r sale, net of tax and
reclassification adjustme — (502) (502)
Total Comprehensive Income 1,00¢
B ALANCE - D ECEMBER 31, 2003 24,09: 854 24,94
Comprehensive incom
Net income 2,17¢ — 2,17¢
Change in unrealized net gains on securities adlail@r sale, net of tax and reclassification
adjustmen — (217) (217)
Total Comprehensive Income 1,96¢
B ALANCE - D ECEMBER 31, 2004 26,27 64z 26,91¢
Comprehensive incom
Net income 1,574 — 1,574
Change in unrealized net gains (losses) on seesi@trailable for sale, net of tax and
reclassification adjustme — (757) (757)
Total Comprehensive Income 817
B ALANCE - SEPTEMBER 30, 2005 $27,84¢ $ (114  $27,73.

See notes to financial statements.

F-6



Table of Contents

L AKE SHORE S AVINGS AND L OAN A SSOCIATION
S TATEMENTS O F C ASH F Lows

C AsH F Lows FROM O PERATING A CTIVITIES

Net income
Adjustments to reconcile net income to net cashkigea by
operating activities
Net (gains) losses on sales of available for saderdties
Net gains on sales of loa
Net amortization (accretion) of investment secesi
Provision for loan losse
Depreciation and amortizatic
Deferred income tax expense (bene
Earnings on bank owned life insurar
(Increase) decrease in accrued interest recei'
(Increase) decrease in other as
Increase (decrease) in other liabilit

Net Cash Provided by Operating Activities

C ASH F Lows FROM | NVESTING A CTIVITIES

Activity in available for sale securitie
Sales
Maturities, prepayments and ce
Purchase

Activity in held to maturity securitie:
Maturities, prepayments and ce
Purchase

Net (increase) decrease in investment in FederaidHlooan

Bank stock

Proceeds from sales of loa

Loan origination and principal collections, 1

Additions to premises and equipmt

Net Cash Used in Investing Activities

C AsH F Lows FROM F INANCING A CTIVITIES

Net increase in deposi

Net increase (decrease) in advances from borroieetaxes
and insuranc

Net increase (decrease) in sl-term borrowings

Proceeds from issuance of l-term debr

Repayment of lor-term deb!

Net Cash Provided by Financing Activities
Net Increase (Decrease) in Cash and Ca
Equivalents

C AsH A ND C ASH E QUIVALENTS - B EGINNING

C AsH A ND C ASH E QUIVALENTS - E NDING

Nine Months Ended September 3C

Years Ended December 31

2005 2004 2004 2003 2002
(Unaudited)
(In Thousands,

$ 1,574 1,591 $ 2,17¢  $ 1,507 $ 2,23¢
— 33 (33 9 (17€)
) ) 2 (129 @)
52 62 81 (145) (284)
20 207 267 34& 36C
454 45€ 607 44¢ 36¢&
(51) (14¢€) (57) 81 (110)
(154) (152) (209) (229 (252)
(20) (130) (153 (107) 147
(160) 314 517 (522) 272
702 67¢ 622 891 (50)
2,41¢ 2,84 3,82t 2,152 2,50¢
— 1,03t 1,03: 2,02¢ 3,17¢
18,32: 18,40: 24,40¢ 25,21¢ 26,27
(16,819 (35,919 (41,979 (58,408  (39,28))
53 60 80 39¢ 35¢€

— (2,079 (2,075 — —
20¢ (587) (542) (747) (25€)
39¢ 51C 592 4,64¢ 40¢<
(3,400 (14,370) (13,616 (35,200 (12,907
(531) (422) (783 (3,115 (430)
(1,779 (33,367 (32,88)  (65,18) (22,667
8,022 16,92: 13,05¢ 35,39¢ 13,02¢
(85¢) (900) 174 287 (18)
(2,300 (375) (75) 9,67( 2,89(
— 12,60( 12,60( 20,00( 10,00(
(1,600 (675) (1,875) (1,875) (4,00%)
3,26¢ 27,57 23,88:¢ 63,47¢ 21,89:
3,90¢ (2,945 (5,17¢ 444 1,73¢
11,57 16,75 16,75 16,30¢ 14,574
$ 15,48: 13,80¢ $ 11,577 $16,75! $ 16,30¢




S UPPLEMENTARY C ASH F LOWS | NFORMATION
Interest paic $ 4,60¢ $ 3,821 % 529¢ $ 4,711 $ 4,95:

Income taxes pai $ 61C $ 56C $ 96C $ 71C $ 1,46¢

See notes to financial statements.
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N oTES T O F INANCIAL S TATEMENTS
N oTE 1 - O RGANIZATION A ND N ATURE O F O PERATIONS

Lake Shore Savings and Loan Association (the “Aisgion”) is a mutually owned thrift, which is engayprimarily in the business of retail
banking in Erie and Chautauqua Counties of New Y3teke (see Note 15). Its primary deposit prodamssavings and term certificate accounts
and its primary lending products are residentiaitgemes. The accounting and reporting policiehefAssociation, a state chartered FDIC
insured association, conform to generally acceptabunting principles and to general practicesiwithe thrift industry.

The interim financial statements included hereinfaSeptember 30, 2005 and for the nine monthsee8éptember 30, 2005 and 2004 have
prepared by the Association, without audit, purstianhe rules and regulations of the Securitieds Bxchange Commission. The financial
statements reflect all adjustments that are, iroffieion of management, necessary for a fair statérof such information. These interim
financial statements should be read in conjunatidh the financial statements and notes theretluded in the audited financial statements
herein as of and for the year ended December 3. Zlhe results of operations for the nine montided September 30, 2005 are not
necessarily indicative of the results for any sabeat period or the entire year ending Decembef305.

N OTE 2 - SUMMARY O F SIGNIFICANT A CCOUNTING P OLICIES
Use of Estimates

To prepare these financial statements in conformitlt generally accepted accounting principles, aggment of the Association made a
number of estimates and assumptions relating toegperting of assets and liabilities and the rapgrof revenue and expenses. Actual
results could differ from those estimates. Mateg&timates that are particularly susceptible taiimnt change in the near term relate to
the determination of the allowance for loan losses.

Cash and Cash Equivalents

Cash and cash equivalents include cash on handyrasndue from banks, interest bearing depositSedheral funds which are generally
sold for one to three-day periods.

Investment Securities

Investment securities are classified as eitherdavia for sale or held to maturity. Securities higladnaturity are those debt securities that
the Association has the positive intent and abibitiold to maturity. All other securities are déi®d as available for sale.

Securities available for sale are carried at falug with unrealized gains and losses, net ofataed deferred income tax effect, excluded
from earnings and reported as a separate compofantumulated other comprehensive income untilzed Realized gains and losses
are determined using the specific identificatiortimd.

Securities held to maturity are recorded at co#t discounts accreted and premiums amortized tanibatising the level-yield method. If
other than temporary impairment of a security exifiie carrying value of that security is writteaweh to fair value with a charge to
earnings.

Declines in the fair value of held to maturity eadhilable for sale securities below their cost tr@tdeemed to be other than temporary are
reflected in earnings as realized losses. In esitigp@ther-than-temporary impairment losses, mamegge considers (1) the length of time
and the extent to which the fair value has beentlesn cost, (2) the financial condition and neamtprospects of the issuer, and (3) the
intent and ability of the Association to retainiitgestment in the issuer for a period of time isight to allow for any anticipated recovery

in fair value.
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N OTE 2 - SUMMARY O F SIGNIFICANT A CCOUNTING P oLICIES (C ONTINUED )
Loans Receivable

The Bank grants mortgage, commercial and consuma@isito customers. A substantial portion of the jpartfolio is represented by
mortgage loans in western New York State. Thetghifi the Bank’s debtors to honor their contrastdépendent upon the real estate and
general economic conditions in this area.

Loans receivable that management has the intenalitity to hold until maturity or payoff are statat their outstanding unpaid principal
balances, net of an allowance for loan losses apdiaferred fees and costs. Interest income isiadoon the unpaid principal balance.
Loan origination fees and costs are deferred aoogrézed as an adjustment of the yield (interestrime) of the related loans. The
Association is generally amortizing these amourts ¢the contractual life of the loan.

The accrual of interest is generally discontinudérmthe contractual payment of principal or intehes become 90 days past due or
management has serious doubts about further doilégtof principal or interest, even though th@ah is currently performing. A loan may
remain on accrual status if it is in the processatliection and is either guaranteed or well seguvéhen a loan is placed on nonaccrual
status, unpaid interest credited to income is aakin the current year. Interest received on nomatloans generally is either applied
against principal or reported as interest incoraeprling to management’s judgment as to the cdidity of principal. Generally, loans
are restored to accrual status when the obligagibmought current, has performed in accordanck thi¢ contractual terms for a reason:
period of time, and the ultimate collectibility thfe total contractual principal and interest idomger in doubt.

Allowance for Loan Losses

The allowance for loan losses is established thrqargvisions for loan losses charged against incdroans deemed to be uncollectible
charged against the allowance for loan lossessahsgequent recoveries, if any, are credited talloevance.

The allowance for loan losses is estimated by memagt and maintained at a level to provide fordegbat are inherent within the loan
portfolio. Management's periodic evaluation of d#aequacy of the allowance is based on the Banlsslpan loss experience, known risks
in the portfolio, adverse situations that may &ftee borrower’s ability to repay, the estimatetliesof any underlying collateral,
composition of the loan portfolio, current econominditions, and other relevant factors. This eatidun is inherently subjective as it
requires material estimates that may be susceptildgnificant change, including the amounts aminig of future cash flows expected to
be received on impaired loans.

A loan is considered impaired when, based on cuiméormation and events, it is probable that treséciation will be unable to collect t
scheduled payments of principal and interest whenatcording to the contractual terms of the lggnre@ment. Factors considered by
management in determining impairment include payrataius, collateral value, and the probabilitgolflecting scheduled principal and
interest payments when due. Loans that experigrsignificant payment delays and payment shortfg@iserally are not classified as
impaired. Management determines the significanqeagfment delays and payment shortfalls on a caseabg basis, taking into
consideration all of the circumstances surroundiggloan and the borrower, including the lengtithef delay, the reasons for the delay, the
borrower’s prior payment record, and the amourthefshortfall in relation to the principal and irgst owed. Impairment is measured on a
loan by loan basis for commercial and construcii@ms by either the present value of expected éutash flows discounted at the loan’s
effective interest rate, the loan’s obtainable reaifkice, or the fair value of the collateral ietloan is collateral dependent.
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N OTE 2 - SUMMARY OF SIGNIFICANT A CCOUNTING P oLICIES (C ONTINUED )
Allowance for Loan Losses (Continued

Large groups of smaller balance homogeneous laansodlectively evaluated for impairment. Accordinghe Association does not
separately identify individual consumer and resi@mortgage loans for impairment disclosures.

The allowance consists of specific, general andlacgted components. The specific component relatézans that are classified as either
doubtful, substandard or special mention. For doahs that are also classified as impaired, amwalhze is established when the
discounted cash flows (or collateral value or obakle market price) of the impaired loan is lowsrt the carrying value for that loan. 1
general component covers non-classified loans sibdsed on historical loss experience adjustedifalitative factors. An unallocated
component is maintained to cover uncertainties¢batd affect management’s estimate of probablgdesThe unallocated component of
the allowance reflects the margin of imprecisiomerent in the underlying assumptions used in thihog®logies for estimating specific
and general losses in the portfolio.

Federal Home Loan Bank Stock
Federal law requires a member institution of thdefal Home Loan Bank system to hold restrictedkstdéts district Federal Home Loan
Bank according to a predetermined formula. Theicst stock is carried at cost.

Premises and Equipment

Land is carried at cost. Buildings, improvementsniture and equipment are carried at cost, natofimulated depreciation. Depreciation
is computed on the straight-line basis over thieneded useful lives of assets (generally forty gefar buildings and three to ten years for

furniture and equipment). Leasehold improvemergsaanortized on the straight-line method over tissde of the life of the improvements
or the lease term.

Transfers of Financial Assets

Transfers of financial assets are accounted feakes, when control over the assets has been derszh Control over transferred assets is
deemed to be surrendered when (1) the assets banddplated from the Association, (2) the traredebtains the right (free of conditions
that constrain it from taking advantage of thahtjgo pledge or exchange the transferred asseds(3 the Association does not maintain
effective control over the transferred assets tfjinoan agreement to repurchase them before theirityat

Foreclosed Real Estate

Foreclosed real estate consists of property aadjirireettlement of loans which are carried at tveelr of cost or fair value less disposal
costs. Foreclosed real estate was $193,000, $121e/2D$454,000 at September 30, 2005 (unauditedbember 31, 2004 and 2003,
respectively, and was included as a componentha&fratssets.
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

N OTE 2 - SUMMARY OF SIGNIFICANT A CCOUNTING P oLICIES (C ONTINUED )
Bank Owned Life Insurance

The Association invests in bank owned life insue@f@OLI") as a source of funding for employee bfiinexpenses. BOLI involves the
purchasing of life insurance by the Associatioraarhosen group of employees. The Association igteer and beneficiary of the
policies. This life insurance investment is car@édhe cash surrender value of the underlyingcpedi Income from the increase in cash
surrender value of the policies is included in fmmterest income in the statements of income (sde Mb).

Advertising Costs
The Association follows the policy of charging tmsts of advertising to expense as incurred.

Income Taxes

Deferred taxes are provided on the liability methduereby deferred tax assets are recognized faratiede temporary differences and
deferred tax liabilities are recognized for taxalelmporary differences. Temporary differences heedifferences between the reported
amounts of assets and liabilities and their taxsbh&@eferred tax assets are reduced by a valuatiowance when, in the opinion of
management, it is more likely than not that somtigno of the deferred tax assets will not be realizDeferred tax assets and liabilities are
adjusted for the effects of changes in tax lawsratek on the date of enactment.

Off-Balance Sheet Credit Related Financial Instrumats
In the ordinary course of business, the Associdtammentered into commitments to extend credith®ocnmitments are recorded in the
statement of financial condition when they are feohd

Comprehensive Income

Accounting principles generally require that redagd revenue, expenses, gains, and losses be éncindhet income. Although certain
changes in assets and liabilities, such as unesh{jains and losses on available for sale seayréie reported as a separate component of
the equity section of the statement of financialditon, such items, along with net income, are ponents of comprehensive income.

The components of other comprehensive income datkdetax effects for the nine months ended Sepeerd®, 2005 and 2004 and the
years ended December 31, 2004, 2003 and 2002 fobomes:

Nine Months Ended Years Ended
September 30, December 31,
2005 2004 2004 2003 2002
(Unaudited)
(In Thousands,
Unrealized holding gains (losses) on securitieslavie for sale $(1,202 $(19%) $ (325)  $(782) $17¢
Reclassification adjustment for (gains) lossesizedlin income — (33) (33) 9 (17€)
Net Unrealized Gains (Losses (1,209 (229) (35€) (773) 3
Income tax effec 44E 85 147 271 2
Net of Tax Amount $ (757 $(149 3 (211) $(502) $ 1
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N OTE 2 - SUMMARY OF SIGNIFICANT A CCOUNTING P oLICIES (C ONTINUED )
Recent Accounting Pronouncement

In December 2004, the Financial Accounting Starsl@uolard (FASB) issued Statement No. 123 (revisédlR0Shared-Based Payment."
Statement No. 123(R) addresses the accountindghéoesased payment transactions in which an eigerpceives employee services in
exchange for (a) equity instruments of the entegpar (b) liabilities that are based on the falugaf the enterprise’s equity instruments or
that may be settled by the issuance of such eqstyuments. Statement No. 123(R) requires anyetatitecognize the grant-date faialue

of stock options and other equity-based compensaiued to employees in the income statementrditised Statement generally
requires that an entity account for those transastusing the fair-value-based method, and eliregtte intrinsic value method of
accounting in APB Opinion No. 25, “Accounting foo8k Issued to Employees,” which was permitted ur8tatement No. 123, as
originally issued. The revised Statement also meguéntities to disclose information about the reatf the share-based payment
transactions and the effects of those transactiartbe financial statements. At present, the Asgimei has not issued any stock options or
other equity-based compensation.

In March 2004, the SEC released Staff Accountinfiein (SAB) No. 105, "Application of Accounting iPciples to Loan Commitments."
SAB 105 provides guidance about the measurememt&nfcommitments recognized at fair value undesBAtatement No. 133,
"Accounting for Derivative Instruments and Hedgihgtivities.” SAB 105 also requires companies tacltise their accounting policy for
those loan commitments including methods and assangused to estimate fair value and associatddihg strategies. SAB 105 is
effective for all loan commitments accounted fodasvatives that are entered into after March2i4. The adoption of SAB 105 did not
have any effect on the Association’s financialestagnts.

Restrictions on Cash and Due from Banks
The Association is required to maintain reservedfuim cash or on deposit with the Federal Resear&kBThe required reserve at
September 30, 2005 (unaudited), December 31, 20802@03 was $1,093,000, $1,348,000 and $1,035r88pectively.
Reclassifications
Certain amounts in the 2004, 2003, and 2002 firsuistatements have been reclassified to conforim tivé 2005 presentation format.
These reclassifications had no effect on net income
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N OTE 3 - | NVESTMENT S ECURITIES
The amortized cost and fair value of securitiesaaréollows:

September 30, 2005 (Unauditec

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)
SECURITIES A VAILABLE FOR SALE :
U.S. Treasury bonc $ 211 $ 126 $ — $ 2,241
Municipal bonds 2,00¢ 1 (15) 1,992
Mortgage-backed securities

Collateralized mortgage obligatio 49,93 36 (855) 49,11:
Federal National Mortgage Associati 7,461 4 (94) 7,371
Federal Home Loan Mortgage Corporat 16,67( 3 (424) 16,24¢
Asse-backed securitie 18,39( 5 (20¢) 18,18¢
Equity securitie: 22 1,241 — 1,262

$96,60: $ 1,416 $(1,597)  $96,42(

SECURITIES H ELD TO M ATURITY :

U.S. Treasury bonc $ 205 $ 206 $ — $ 2,26¢
Mortgage-backed securities
Government National Mortgage Associat 73 6 — 79
Federal National Mortgage Associati 113 1 — 114
Federal Home Loan Mortgage Corporat 54 2 ()] 55

$229¢ $ 214 ¢ () $ 251

Approximately 95% of the collateralized mortgagéigdtions at September 30, 2005 are backed by &dgencies, Freddie Mac, Fannie Mae,
and Ginnie Mae. The remaining 5% are issued byafgiowners.
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N oTE 3 - | NVESTMENT S ECURITIES (C ONTINUED )

December 31, 200

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)
SECURITIES A VAILABLE FOR SALE :
U.S. Treasury bonc $ 2,118 $ 4 $ — $ 2,162
Mortgage-backed securities

Collateralized mortgage obligatio 47,30¢ 70 (443) 46,93:
Federal National Mortgage Associati 9,15¢ 53 (36) 9,17¢
Federal Home Loan Mortgage Corporat 19,15! 12 (240) 18,92:
Asse-backed securitie 20,39¢ 48 (115 20,32¢
Equity securitie: 22 1,623 — 1,64¢

$98,15( $ 1,85. $ (834  $99,17(

SECURITIES H ELD TO M ATURITY :

U.S. Treasury bonc $ 2067 $ 12¢ $ — $ 2,19¢

Mortgage-backed securities
Government National Mortgage Associat 80 8 — 88
Federal National Mortgage Associati 13€ 3 — 13¢
Federal Home Loan Mortgage Corporat 76 4 — 80
$235¢ $ 144 $ — $ 2,508

Approximately 93% of the collateralized mortgagédigdtions at December 31, 2004 are backed by fédgencies, Freddie Mac, Fannie Mae,
and Ginnie Mae. The remaining 7% are issued byafgiowners.

F-14



Table of Contents

L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N oTE 3 - | NVESTMENT S ECURITIES (C ONTINUED )

December 31, 200:

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)
SECURITIES A VAILABLE F OR SALE :
U.S. Government agenci $ 1,000 $ 63 $ — $ 1,062
U.S. Treasury bonc 2,12z — (39) 2,08¢
Mortgage-backed securities

Collateralized mortgage obligatio 34,16( 59 (340) 33,87¢
Federal National Mortgage Associati 6,322 79 3) 6,39¢
Federal Home Loan Mortgage Corporat 14,19: 77 (69) 14,201
Asse-backed securitie 23,82¢ 29¢ (24) 24,097
Equity securitie: 22 1,28: — 1,30t

$81,64¢ $ 1,852 $ (475  $83,02:

SECURITIES H ELD TO M ATURITY :
Mortgage-backed securities

Government National Mortgage Associat $ 8 $ 9 $ — $ 95
Federal National Mortgage Associati 17€ 6 — 182
Federal Home Loan Mortgage Corporat 10¢ 3 — 112

$ 3711 % 18 $ — $ 38¢

Approximately 93% of the collateralized mortgagédigdtions at December 31, 2003 are backed by fédgencies, Freddie Mac, Fannie Mae,
and Ginnie Mae. The remaining 7% are issued byafgiowners.

The following table sets forth the Association’seéstment in securities with gross unrealized los$ésss than twelve months and gross
unrealized losses of twelve months or more:

Less than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses

(In Thousands)

September 30, 2005 (Unaudited’

Municipal bonds $141¢ $ (15 $ — $ — $141c $ (19
Mortgage-backed securitie 31,13¢ (365)  37,05¢ (1,009 68,19 (1,379
Asse-backed securitie 6,36¢ (82 8,86¢ (127)  15,23d (209)

$38,927 $ (462) $4592¢ $ (1,136 $84,85] $ (1,59¢)
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N oTE 3 - | NVESTMENT S ECURITIES (C ONTINUED )

Less than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses

(In Thousands)

December 31, 2004
Mortgagebacked securitie $51,48: $ (523 $7,54¢ $ (19€) $59,03¢ $ (719
Asse-backed securitie 14,20( (109) 744 (6) 14,94« (11%)

$65,68] $ (637) $8,29: $ (202) $73,97¢ $ (839

The unrealized losses reflect changes in inteatssrsubsequent to the acquisition of specificritézsi At September 30, 2005 (unaudited), tl
were 36 securities in the less than twelve monditsgory and 40 securities in the twelve months arencategory. At December 31, 2004, there
were 52 securities in the less than twelve mondisgory and 8 securities in the twelve months arencategory. These unrealized losses relate
principally to mortgage-backed securities of FNM#d&HLMC. In analyzing an issuer’s financial coimit, management considers whether the
securities are issued by the federal governmeit$ agencies and whether downgrades by bond ragiegcies have occurred. As the unrealized
losses are interest rate related and managemetidnadent and ability to hold debt securitiesilum@aturity or market price recovery, no
declines are deemed to be other than temporary.

Scheduled contractual maturities of investment isgées are as follows:

Available for Sale Held to Maturity
Amortized Amortized
Fair Fair
Cost Value Cost Value

(In Thousands)

September 30, 2005 (Unaudited’

Within one yeal $ — ¢ — $ — & —
After one year through five yea — — — —
After five years through ten yee 1,60¢ 1,58¢ — —
After ten year: 2,517 2,644 2,05¢  2,26¢
Mortgage-backed securitie 74,06¢  72,73¢ 24C 248
Asse-backed securitie 18,39(  18,18¢ — —
Equity securitie: 22 1,262 — —

$96,60: $96,42( $ 2,29¢ $2,51
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L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N oTE 3 - | NVESTMENT S ECURITIES (C ONTINUED )

Available for Sale Held to Maturity
Amortized Amortized
Fair Fair
Cost Value Cost Value

(In Thousands)

December 31, 2004
Within one yeal $ — ¢ — $ — & —
After one year through five yea — — — —
After five years through ten yee

After ten year: 2,11¢ 2,16z 2,067  2,19¢
Mortgage-backed securitie 75,61F 75,03 292 307
Asse-backed securitie 20,39t 20,32¢ — —
Equity securitie: 22 1,64¢ — —

$98,15( $99,17( $ 2,35¢ $2,50:

During the nine months ended September 30, 2002604 (unaudited), the Association sold securdisslable for sale for total proceeds of $-
0- and $1,033,000, respectively, resulting in gresdized gains of $-0- and $33,000, respectivelyring 2004, the Association sold securities
available for sale for total proceeds of $1,033,B8ulting in gross realized gains of $33,000. Byi2003, the Association sold securities
available for sale for total proceeds of $2,024,G8ulting in gross realized losses of $9,000. MyA002, the Association sold securities
available for sale for total proceeds of $3,176,086ulting in gross realized gains of $176,000.

At September 30, 2005, December 31, 2004 and 2@fifty securities consisted of 22,368 shares oéfdHome Loan Mortgage Corporation
common stock.

At September 30, 2005 (unaudited), two asset-baskedrities and one government security with a ¢b$t,944,000 and fair value of
$2,069,000 were pledged under a collateral agreewigmthe Federal Reserve for liquidity borrowirigvo mortgage-backed securities with a
cost of $3,399,000 and fair value of $3,305,000eny®edged under a collateral agreement with the @iDunkirk Housing Authority. At
December 31, 2004, two asset-backed securitiega@dovernment security with a total cost of $2,806 and fair value of $2,317,000 were
pledged under a collateral agreement with the FddRaserve for liquidity borrowing. A mortgagpacked security with a cost of $32,000 and
value of $33,000 was pledged under a collateraegent with the City of Dunkirk Housing Authority.
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N OTE 4 - L OANS R ECEIVABLE

Loans receivable, net consist of the following:

Real estate loan
Residential, - 4 family
Home equity
Commercial
Constructior

Commercial loan
Consumer loan

Total Loans
Allowance for loan losse

Net deferred loan cos

Loans Receivable, Ne

September 3C

December 31

2005

2004 2003

(Unaudited)

$ 145,65!
29,22
14,91¢

2,002

(In Thousands,

$ 142,22 $135,29:

191,79
8,081
2,73¢

202,60°
(1,267
1,077

28,44; 25,87¢
15,31( 14,62¢
2,46° 2,531
188,43°  178,32¢
8,61¢ 5,951
2,87( 3,31(
199,92;  187,59!
(1,289) (1,299
891 83€

$ 20241

$ 199,52¢ $187,13¢

An analysis of changes in the allowance for loasés is as follows:

Balance, beginnin
Provision for loan losse
Charge-offs
Recoverie:

Balance, endin

Nine Months Ended

Years Ended
December 31,

2004 2003 2002

(In Thousands)

September 30,
2005 2004
(Unaudited)
$1,28¢ $1,29:
20 207
(55) (96)
14 26

$1,29¢ $1,217 $ 924

267 34E 36C
(304  (275) (79
32 6 12

$1,267 $1,43(

$1,28¢  $1,29¢ $1,21%
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N oTE 4 - L oANS R ECEIVABLE (C ONTINUED )
The following is a summary of information pertaigito impaired and nonaccrual loans:

September 3C
December 31
2005 2004 2003 2002
(Unaudited)
(In Thousands)
Impaired loans with no valuation allowar $ — $— $ — $ —
Impaired loans with a valuation allowar — — 32C 83
Total Impaired Loans $ — $— $ 32 $ 83
Valuation allowance allocated to impaired lo $ — $— $ 187 $ 15
Average investment in impaired loz $ — $— $ 326 $ 84
Interest income recognized on impaired loans oash basi: $ — $— $ — $ —
Nonaccrual loan $ 384 $14z $ 584 $ 90¢
Loans past due 90 days or more and still accruiteyést 617 65C 46¢ 50t
Total Nonperforming Loans $ 1,000 $79z $1,05  $1,40¢

The accrual of interest on impaired loans is ditiooied when, in management’s opinion, the borromvay be unable to meet payments as they
become due. When interest accrual is discontinalédnpaid accrued interest is reversed. Interesime is subsequently recognized only to the
extent cash payments are received. If ultimateectiin of principal is in doubt, all cash receiptsimpaired loans are applied to reduce the
principal balance.

Residential real estate loans serviced for othgthé Association totaled $15,876,000, $18,763,828,017,000, $20,901,000, and $24,542,000
at September 30, 2005 and 2004 (unaudited), Deaedih@004, 2003, and 2002, respectively.

At September 30, 2005 (unaudited), December 314 20@ 2003, loans to directors and executive aBiead their affiliated entities totaled
$2,830,000, $2,871,000, and $3,030,000, respegtiizelring the nine months ended September 30, 208&udited) and the year ended
December 31, 2004, total principal additions wek87000 and $100,000 and total principal paymeetew148,000 and $181,000,
respectively. Furthermore, director retirement2004 resulted in the decline of total principa$@8,000.

At September 30, 2005, there were approximatelyS@8)000 of one to four family residential reala¢stioans pledged as collateral for adva
from the Federal Home Loan Bank.

Substantially all of the Association’s loans areviestern New York State and, accordingly, the wdtencollectibility of a substantial portion of
the loans are susceptible to changes in marketitommslin this primary market area.
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N OTE 5 - PREMISES AND E QUIPMENT
Premises and equipment consist of the following:

September 3C
December 31
2005 2004 2003
(Unaudited)
(In Thousands)
Land $ 65¢ $ 65¢ $ 65€
Buildings and improvemen 6,17¢ 6,01¢ 5,44:
Furniture and equipme 3,42¢ 3,38t 3,39¢
10,26: 10,06: 9,49:¢
Accumulated depreciatic (3,589 (3,417 (3,029

$ 6,67¢ $ 6,64 $ 6,46¢

Depreciation and amortization of premises and eqgaigt amounted to $454,000 and $456,000 for themireths ended September 30, 2005
2004 (unaudited), respectively. Depreciation andriization of premises and equipment amounted &Y 80, $445,000 and $365,000 in 2C
2003 and 2002, respectively, and is included irupaacy and equipment expense in the accompanyatenstnts of income.

N oTE 6 - O THER A SSETS

Included within other assets is an investmentliméed liability company. Effective November 1, @8, the Association and Young Title Agel
established Lake Shore Title & Abstract, LLC, a Néark Limited Liability Company with the purpose efigaging in the business of all core
title services in connection with real estate teatisns. The Association made an investment of(RLi0 2002 for its 50% ownership interest.
The Association recorded income of $-0-, $22,0@2,800, $62,000 and $-0r the nine months ended September 30, 2005 addl @Mhauditec
and in the years ended December 31, 2004, 2002@0®] respectively. The investment and relatednmeare accounted for under the equity
method.
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N oTE 7 - DEPOSITS
Deposits consist of the following (dollars in thansgs):

September 30 December 31
2005 2004 2003
Weighted Weighted Weighted
Average Average Average
Amount Rate Amount Rate Amount Rate
(Unaudited)
Demand deposit:
Non-interest bearin $ 16,89 — % $ 11,20¢ — % $ 10,99¢ — %
Interest bearin 37,957 0.44 39,48¢ 0.3¢ 37,07¢ 0.2%
Money market accoun 27,09¢ 0.8¢ 30,76¢ 0.9 26,21¢ 0.84
29,94: 0.5z 30,001 0.5C 31,48: 0.5C

Savings accouni
Time deposit:

Scheduled maturities of time deposits are as falow

139,68 3.1¢

132,08¢ 2.57

124,72 2.6C

$251,57¢ 2.12%

$243,55: 1.71%

September 3C

$230,49! 1.62%

December 31

2005 2004
(Unaudited)
(In Thousands)

2005 $ 24,57, $ 76,56¢
2006 76,60¢ 35,71
2007 27,17« 16,80¢
2008 9,772 2,622
2009 1,071 15&
Thereaftel 484 217

$ 139,68 $ 132,08t¢

Time deposits in amounts of $100,000 or more anemlitd $31,640,000, $29,312,000 and $22,241,00e@es8ber 30, 2005 (unaudited),
December 31, 2004 and 2003, respectively. Deposdunt balances in excess of $100,000 are notdégénsured.
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N oTE 7 - DEPOSITS(C ONTINUED )
Interest expense on deposits was as follows:

Nine Months Ended September 3C Years Ended December 31
2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)
Interest bearing checking accou $ 106 % 79 $ 11C $ 17¢  $ 297
Money market accoun 20¢ 20z 27¢ 27¢€ 364
Savings accouni 11¢ 12C 15¢ 287 417
Time deposit: 2,828 2,30¢ 3,13( 3,14¢ 3,42¢

$ 3247 % 2,707  $3,67/ $3,887 $4,50¢

N OTE 8 - B ORROWINGS

At September 30, 2005 (unaudited), December 31428003 and 2002, the Association had short-termmolaongs from the Federal Home Loan
Bank of New York of $9,425,000, $11,725,000, $10,800 and $3,000,000, respectively. The short-tesmowings at September 30, 2005
(unaudited) had fixed rates of interest rangingmfi®46% and 3.94% and mature within one year. Téighted average interest rate was 3.74%,
2.30%, 1.35% and 1.50% as of September 30, 20Gkdired), December 31, 2004, 2003 and 2002, respbct

At September 30, 2005 (unaudited) and Decembe2@®l4, the Association had an unsecured line ofitwath the Federal Home Loan Bank of
$23,449,000 and $15,699,000, respectively, whidrbmterest at an adjustable rate and providesanslary funding source for real estate
lending, liquidity, and asset/liquidity managemeéltiis renewable facility expires on July 31, 2006e Association also has a $23,449,000
unsecured stand-by line of credit with the Fedeli@he Loan Bank. The Association had no outstandorgowings on either line at

September 30, 2005 (unaudited), December 31, 2082@03.
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N oTE 8 - B ORROWINGS (C ONTINUED )
Long-term debt from the Federal Home Loan Bank efvNYork consisted of the following:

December 31

September 30
Interest
Maturity Rate 2005 2004 2003
(Unaudited)
(Dollars In Thousands)

November 8, 200. 22% $ — $ — $ 1,00C
August 8, 200" 2.06% — 1,00( 1,00(
October 31, 200 2.24% 1,00( 1,00( 1,00(
November 8, 200 2.7%% 1,00( 1,00( 1,00(
November 21, 200 2.2% 1,00( 1,00( 1,00(
January 23, 200 2.01% 1,00( 1,00( —
April 12, 2006 2.3(% 60C 60C —
April 17, 2006 2.4% 50C 50C —
April 19, 2006 2.41% 50C 50C —
August 7, 200¢ 3.15% 1,00( 1,00( —
August 8, 200¢ 2.64% 1,00( 1,00( 1,00(
October 30, 200 2.8% 1,00( 1,00( 1,00(
November 8, 200 3.15% 1,00( 1,00( 1,00(
November 20, 200 2.88% 1,00( 1,00( 1,00(
January 23, 200 2.5% 1,00( 1,00( —
August 6, 200" 3.62% 1,00( 1,00( —
August 8, 200° 3.22% 2,00( 2,00( 2,00(
October 29, 200 3.3%% 1,00( 1,00( 1,00(
November 8, 200 3.4&% 1,00( 1,00( 1,00(
November 19, 200 3.3t% 1,00( 1,00( 1,00(
January 23, 200 3.08% 2,00( 2,00( —
August 5, 200¢ 4.01% 1,00( 1,00( —
August 8, 200¢ 3.62% 2,00( 2,00( 2,00(
September 17, 20C 3.66% 1,00( 1,00( —
October 29, 200 3.7™% 2,00( 2,00( 2,00(
November 10, 200 3.85% 1,00( 1,00( 1,00(
November 19, 200 3.7% 1,00( 1,00( 1,00(
January 23, 200 3.45% 1,00( 1,00( —
September 17, 20C 3.92% 2,00( 2,00( —
October 29, 200 4.15% 2,00( 2,00( 2,00(
November 9, 200 4.18% 1,00( 1,00( 1,00(
November 19, 200 4.08% 1,00( 1,00( 1,00(
November 8, 201 4.42% 50C 50C 50C
November 19, 201 4.3%% 1,00( 1,00( 1,00(
November 8, 201 4.6(% 50C 50C 50C
November 21, 201 4.57% 1,00( 1,00( 1,00(
Strip borrowings

Matures on a quarterly bax Rates vary from 6.2%

through May 14, 201 through 6.3% 1,70C 2,00( 2,40(

Matures on a quarterly ba: Rates vary from 5.4%

through August 1, 201 to 6.55% 1,36( 1,66( 2,13¢

$ 40,66( $42,26( $ 31,53t
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N oTE 8 - B ORROWINGS (C ONTINUED )
Contractual maturities of long-term debt at Septeng@®, 2005 (unaudited) and December 31, 2004safellaws:

September 3C December 31
2005 2004
(Unaudited)
(In Thousands)
2005 $ 3,18( $ 4,78
2006 8,23( 8,23(
2007 7,51(C 7,51C
2008 10,48( 10,48(
2009 7,46( 7,46(
Thereaftel 3,80( 3,80(
$ 40,66 $ 42,26

N oTE 9 - L EASE O BLIGATIONS

The Association is committed under several loexgn operating leases which provide for minimunséepayments. Certain leases contain op
for renewal. Total rental expense under these tipgrieases amounted to $61,000 and $58,000 fanitteemonths ended September 30, 2005
and 2004 (unaudited) and $78,000 for 2004 and 20@3579,000 for 2002.

The Association is also committed under a long-teapital lease with an outstanding balance of $¥B®1,,$373,000 and $387,000 at
September 30, 2005 (unaudited), December 31, 2002@03, respectively, (included in other liabd#t) having a remaining term of 13 years at
December 31, 2004. Assets related to the capaaklare included in premises and equipment andstarfishe fair value of $400,000 less
accumulated amortization of approximately $73,C888,000 and $27,000 at September 30, 2005 (unalididecember 31, 2004 and 2003,
respectively. The Association has signed an agreetoeeommit to a second long-term capital leaffectve December 31, 2005. The lease
agreement is for a term of 23 years and the fuaase payments are included in the table showmbelo
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N oTE 9 - L EASE O BLIGATIONS (C ONTINUED )

Minimum future lease payments for the operating eaquital leases are as follows:

2005
2006
2007
2008
2009
Thereaftel

Total Minimum Lease Payments

N oTe 10 - I NcOME T AXES
The provision for income taxes consists of theolwihg:

Current:
Federa
State

Deferred:
Federa
State

F-25

September 30, 200! December 31, 200
Operating Operating Capital
Capital
Leases Leases Leases Lease
(Unaudited)

(In Thousands)

$ 22 $ 18 $ 80 $ 39

87 141 87 39
86 141 86 39
80 14t 80 43
79 152 79 43
51¢ 2,69¢ 51¢€ 36¢€

$ 87C $3,29( $ 92¢ $ 571

Nine Months Ended Years Ended
September 30, December 31,
2005 2004 2004 2003 2002
(Unaudited)

(In Thousands)

$ 846 $ 781 $95¢ $663 $1,17¢
75 50 — — 19

924 831 95¢ 662 1,19¢

(55) (13¢) (57 24 (17))
4 12 — 57 61

(51) (148 (57 81 (110

$ 872 $ 6832 $90z $744 1,08t
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N oTe 10 - INcOME T AXES (C ONTINUED )

A reconciliation of the statutory federal incomg & a rate of 34% to the income tax expense iraud the statements of income is as follows:

Federal income tax at statutory r
State tax, net of federal bene
Life insurance incom

Other

Nine Months Ended Years Ended

September 30, December 31,
2005 2004 2004 2003 2002
(Unaudited)
34.(% 34.% 34.(% 34.(% 34.(%
2.1 1.1 0.C 1.7 1.€
(2.2 23 (22 (34 (2.6
1.7 (2.4 (2.5 0.6 (0.3

35.71% 30.&% 29.% 33.1% 32.™%

The tax effects of temporary differences that gise to significant portions of deferred tax assetd liabilities are as follows:

Deferred tax asset
Deferred compensatic
Allowance for loan losse
Capital loss carryforwar
Other
Unrealized losses on securities available for

Total Deferred Tax Assets

Deferred tax liabilities
Unrealized gains on securities available for:
Depreciatior
Deferred loan origination cos
Unrealized gains on deferred compensation invest
Other

Total Deferred Tax Liabilities

September 3C
December 31

2005 2004 2003

(Unaudited)
(In Thousands)

$ 99¢ $ 89z $ 714

27¢ 272 27E
56 56 56
— 7 61
67 — —
1,39¢ 1,22¢ 1,10¢
— (379) (525)
(410) (412) (382)
(39¢) (329) (309)
(24) (55) (40)
(16) — —
(84¢) (1,179 (1,256)
$ 55¢ $ 54 $ (150)
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N oTe 10 - INcOME T AXES (C ONTINUED )

In assessing the realizability of deferred tax &sseanagement considers whether it is more likey not that some portion or all of the
deferred tax assets will not be realized. The @tenrealization of deferred tax assets is depengun the generation of future taxable income
during the periods in which those temporary diffexes become deductible. Based on estimates othtezlsled reversal of deferred tax liabilit
and projections for future taxable income, manageragpects to fully realize the benefits of thoseuttible differences.

For the tax years prior to 1996, under the InteRmtenue Code, a special bad debt deduction fatiauklto the Association’s tax bad debt
reserves was allowed. However, federal legislagioacted in 1996 eliminated this reserve methodtdoyears beginning after January 1, 1996,
the Association is only permitted to take deduditor bad debts for federal tax purposes determiresegd upon the experience method. This
legislation also required that the Association ptgee into taxable income the portion of existiag bad debt reserves created in the years
beginning after December 31, 1987 over a six-yeaod which ended in 2003.

Under prior federal law, tax bad debt reservesteckprior to January 1, 1998 were subject to regaghto taxable income should the
Association fail to meet certain qualifying assed aefinition tests. The 1996 federal legislatiimaated these thrift related recapture rules.
However, under current law, pre-1988 reserves nesabject to recapture should the Association neekiin non-dividend distributions or
cease to maintain a thrift or bank charter. Manag@rhas no intention of taking any such actionsSéptember 30, 2005 (unaudited) and
December 31, 2004, the Association’s total pre-198&®ad debt reserve was $2,240,000. This resefleets the cumulative effect of federal
tax deductions by the Association for which no fatlencome tax provision has been made.

Provided the Association continues to satisfy ¢erd&finitional tests and other conditions for N¥ark State income tax purposes, the
Association is permitted to continue to take spgeeiserve method bad debt deductions. The dededihual addition to the state reserve may
be computed using a specific formula based on geodéiation’s loss history (“Experience Methodt)a statutory percentage equal to 32% o
Association’s New York State taxable income. Thedgsation used the percentage method in 2005, ZIMB and 2002.

N oTe 11 - EMPLOYEE AND D IRECTOR B ENEFIT P LANS

The Association maintains a 401(k) savings plaredog employees who have completed nine montherefce and attained age 21.
Participants may make contributions to the Plathéform of salary deferrals of up to 75% of thebal compensation subject to certain IRS
limitations. The Association contributes a matchiogtribution equal to 40% of the participant saldeferral up to 6% of compensation. The
Association may also make a discretionary proférstg contribution which is allocated among algédie employees. The Associatisréxpens
for the 401(K) plan for the nine months ended Septr 30, 2005 and 2004 (unaudited) and the yeasdebDecember 31, 2004, 2003 and 2002
was $229,000, $215,000, $297,000, $255,000 and,$2@0respectively.
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N oTe 11 - EMPLOYEE AND D IRECTOR B ENEFIT P LANS (C ONTINUED )

Effective October 1, 1999, the Association inittheenon-qualified Executive Supplemental BenefinPAnd a non-qualified Directors
Supplemental Benefit Plan. Both plans are unfuradetiprovide a predefined annual benefit to be fmagkecutives and directors for fifteen
years upon their retirement. Although the plansumfeinded, the Association has set aside bank oWigeidsurance for the purpose of funding
the liability. The cash surrender value of bank edlife insurance amounted to $5,674,000, $5,520z0@ $5,317,000 at September 30, 2005
(unaudited), December 31, 2004 and 2003, respéctikanual benefits increase at a predetermineduarnontil the executive or director
reaches a predetermined retirement age. Preddiemefits are 100% vested at all times and in tleaeof death, are guaranteed to continue at
the full amount to their designated beneficiaridse Association had a liability under such plan$b£350,000, $1,211,000 and $962,000 at
September 30, 2005 (unaudited), December 31, 2002@03, respectively. This liability was calcuthtesing an assumed discount rate of 7¢
2005, 2004 and 2003.

Effective October 1, 2001, the Association initthen additional non-qualified Executive SupplemkeB&nefit Plan and a non-qualified
Director’s Supplemental Benefit Plan. Both plans anfunded and provide a predefined annual betoefie paid to executives and directors for
fifteen years upon their retirement. Under the PAgreement, the Association can set aside assétsdothe liability which will be subject to
claims of the Association’s creditors upon liquidatof the Association. At September 30, 2005 (uliti@d) and December 31, 2004, the
Association has set aside U.S. Treasury bondsamitamortized cost of $2,059,000 and $2,067,000cwaie included in held to maturity
investment securities in the accompanying statesngfifinancial condition. Annual benefits increasea predetermined amount until the
executive or director reaches a predetermineceragnt age. Vesting requirements are based on lefg#rvice and upon reaching the vesting
requirements, the predefined benefits are guardrnteeontinue at the full amounts to the designattkficiaries in the event of death. The
Association had a liability under such plans of 680, $533,000 and $371,000 at September 30, @0Gfdited), December 31, 2004 and
2003, respectively. This liability was calculatesing an assumed discount rate of 5.75% in 20054 20@ 2003.

The Association’s expense for the non-qualified dstire Supplemental Benefit Plans and non-qualibé@ctors Supplemental Benefit Plans
for the nine months ended September 30, 2005 abdl @haudited) and the years ended December 3%, 2003 and 2002 was $289,000,
$325,000, $427,000, $433,000, and $401,000, resphct

The Association also provides a deferred compemsatian for its directors that allows the directtirelect to defer all or a portion of their
compensation and allocate such awards to achiexe &f return based on several investment optiadicipants also elect the timing of
distributions from the plan. Such distributions pegyable in cash. The Association had a liabilitder this plan of $665,000 and $597,000 at
December 31, 2004 and 2003, respectively. The Aasog has chosen to separately invest in the invest options specified by the Directors.
The Association had $707,000, $665,000 and $59710@&3ted in such investment options and recordeattzer assets at September 30, 2005
(unaudited), December 31, 2004 and 2003, resp&ctiVee Association’s net expense for the defeoehpensation plan for the nine months
ended September 30, 2005 and 2004 (unauditedhangetirs ended December 31, 2004, 2003 and 20085¥300, $31,000, $77,000,
$148,000 and $(41,000), respectively. The expemdades the amount of unrealized gain or loss neieeg on the market value of the
investment options for the period indicated. Ifiemealized loss was recognized during the pertoglekpense may be reduced by the amount of
the loss. During the year ended December 31, 20@2nrealized losses exceeded the recorded expense
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N oTE 12 - FAIR V ALUE O FF INANCIAL | NSTRUMENTS
The carrying amount and estimated fair value ofAkgociation’s financial instruments are as follows

September 30 December 31
2005 2004 2003
Carrying Estimated Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value Amount Fair Value
(Unaudited)
(In Thousands)
Financial asset:
Cash and cash equivale! $ 15,48 $ 15,487 $ 11,577 $ 11,57% $ 16,75 $ 16,75:
Securities available for sa 96,42( 96,42( 99,17( 99,17( 83,027 83,027
Securities held to maturil 2,29¢ 2,512 2,35¢ 2,50¢ 371 38¢
Federal Home Loan Bank sto 2,50¢ 2,50¢ 2,70¢ 2,70¢ 2,167 2,167
Loans receivabl 202,41° 202,99¢ 199,52! 202,71 187,13¢ 192,41¢
Accrued interest receivab 1,20( 1,20( 1,19¢ 1,19¢ 1,04z 1,042
Financial liabilities:
Deposits 251,57¢ 250,35¢ 243,55: 243,18 230,49 231,95!
Shor-term borrowings 9,42¢ 9,42¢ 11,72¢ 11,72¢ 11,80( 11,80(
Long-term debt 40,66( 39,89¢ 42,26( 42,10: 31,53t 31,811
Accrued interest payab 202 202 16C 16C 127 127

Off-balancr-sheet financial instrumen — — — — — _

Fair value estimates are based on existing finaims&ruments without attempting to estimate thiigaf anticipated future business and the
value of assets and liabilities that are not caergid financial instruments. In addition, the incaperamifications related to the realization of
unrealized gains and losses can have a signifeféatt on fair value estimates and have not beesidered in these estimates. Fair value
methods and assumptions are set forth below fdr gge of financial instrument.

Fair value estimates are made at a specific poititrie, based on relevant market information afarimation about the financial instrument,
including judgments regarding future expected gerience, current economic conditions, risk otteréstics of various financial instruments,
and other factors. These estimates are subjectimature and involve uncertainties and mattersgofificant judgment and therefore cannot be
determined with precision. Changes in assumptiongdcsignificantly affect the estimates.

Cash and Cash Equivalents
The carrying amount approximates the fair valueabee the instruments mature in 90 days or less.

Securities
The fair values are based on quoted market prigeslied by the Association’s custody agent and stwent broker.
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N oTE 12 - FAIR V ALUE O FF INANCIAL | NSTRUMENTS (C ONTINUED )
Federal Home Loan Bank Stock
The carrying amount of Federal Home Loan Bank sagmbroximates fair value.

Accrued Interest Receivable and Payable
The carrying amount of accrued interest receivahb payable approximates fair value.

Loans Receivable

The fair value of performing variable rate loanattreprice frequently approximates carrying valtkee fair value of fixed-rate performing
loans is calculated by discounting scheduled clastsfthrough the estimated maturity using the Agg@n’s current origination rates. T
estimate of maturity is based on the Associatianistractual cash flows adjusted for prepaymentregés based on current economic and
lending conditions. Fair value for significant n@nforming loans is based on carrying value whicbesdoot exceed recent external
appraisals of any underlying collateral.

Deposits

The fair value of deposits with no stated matuistych as savings, money market and checking, iartteint payable on demand at the
reporting date. The fair value of certificates epdsit is based on the discounted value of coniaactsh flows at current rates of interest
for similar borrowings using rates currently offeéfer deposits of similar remaining maturities.

Borrowings
The fair value of advances from the Federal HomanLBank was calculated by discounting scheduled flaws at current rates of inter
for similar borrowings through maturity of suchtinsnents.

Off-Balance Sheet Financial Instruments
Fair values for the Association’s off-balance shegtncial instruments (lending commitments) arsdehon fees currently charged to enter
into similar agreements, taking into account, graaining terms of the agreements and the countergacredit standing.

N oTE 13 - REGULATORY C APITAL R EQUIREMENTS

The Association is subject to various regulatonyited requirements administered by the Federal imgn&gencies. Failure to meet minimum
capital requirements can initiate certain mandasory possible additional discretionary actionsdgutators that, if undertaken, could have a
direct material effect on the Association’s finald@tatements. Under capital adequacy guidelindgfaregulatory framework for prompt
corrective action, the Association must meet spec#pital guidelines that involve quantitative reg@es of the Association’s assets, liabilities,
and certain off-balance-sheet items as calculateléuregulatory accounting practices. The Assamiéicapital amounts and classifications are
also subject to qualitative judgments by the regutaabout components, risk-weightings and othetofa.
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N oTE 13 - REGULATORY C APITAL R EQUIREMENTS (C ONTINUED )

Quantitative measures established by regulati@nsure capital adequacy require the Associationaimtain minimum amounts and ratios (set
forth in the table below) of total and Tier 1 capi risk weighted assets, tangible equity to Halegassets and Tier 1 capital to adjusted total
assets. Management believes, as of September @9,(@0audited) and December 31, 2004, that the dation meets all capital adequacy

requirements to which it is subject.

The most recent notification from the Federal bagkagencies categorized the Association as weitateed under the regulatory framework
prompt corrective action. To be categorized as wagtitalized, the Association must maintain minim@tios as set forth in the following table.

There are no conditions or events since that eatiftn that management believes have changed thaciasion’s category.

The Association’s actual capital amounts and raiespresented in the following table.

As of September 30, 2005 (Unaudited
Total capital (to risk-weighted assets)

Tier 1 capital (to adjusted total assets)

Tangible equity (to tangible assets)

Tier 1 capital (to risk-weighted assets)
As of December 31, 2004

Total capital (to risk-weighted assets)

Tier 1 capital (to adjusted total assets)

Tangible equity (to tangible assets)

Tier 1 capital (to risk-weighted assets)
As of December 31, 200z

Total capital (to risk-weighted assets)

Tier 1 capital (to adjusted total assets)

Tangible equity (to tangible assets)

Tier 1 capital (to risk-weighted assets)

F-31

To be Well Capitalized

under Prompt

For Capital Corrective Action
Actual Adequacy Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
(Dollars in Thousands)
2 2 2
$29,667 16.7©% $ 14,17¢ 8.% $=17,72: 10.(%
2 2
27,84¢ 8.32 13,39:¢ 4.C 216,74: 25.C
2
27,84¢ 8.3: 25,022 1.t N/A N/A
27,84¢ 15.71 N/A  N/A 210,63« 26.C
= 2 2
$28,28¢ 16.3®% $ 13,84% 8.% $=17,30¢ 10.%
2 =
26,27 7.9¢ 13,15¢ 4.C >16,44°¢ >5.C
>
26,27 7.9¢ =>4,93: 1.t N/A N/A
26,27: 15.1¢ N/A  N/A >10,38¢ =6.C
= 2 2
$25,95¢ 16.31% $ 12,68¢ 8.(% $ =15,85¢ 10.(%
2 =
24,09t  7.97 12,08¢ 4.C >15,11( >5.C
>
24,09t 7.97 >4,53% 1.t N/A N/A
24,09: 15.1¢ N/A  N/A >9,51¢ >6.C
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Following is a reconciliation of the AssociatiofBAAP capital to regulatory Tier 1 capital at Sepbem30, 2005 (unaudited) and December 31,
2004 and 2003:

September 3C
December 31

2005 2004 2003
(Unaudited)
(In Thousands)

GAAP (Equity) Capital $ 27,73, $26,91¢ $24,94"
Plus: Unrealized (gains) losses on securities abklfor sale, net of te 114 (64%) (859)
Tier 1 Capital 27,84¢ 26,27 24,09:
Plus: Allowance for loan losst 1,267 1,28¢ 1,29:
Allowed unrealized gain on securities availabledale 55¢ 732 57¢€
Less: Other investments required to be dedu 5 4 4
Total Capital $ 29,667 $28,28¢ $25,95¢

N oTE 14 - COMMITMENTS TO E XTEND C REDIT

The Association has commitments to extend credh wff-balance sheet risk in the normal courseusfibess to meet the financing needs of its
customers. Such commitments involve, to varyingeles, elements of credit and interest rate rigkess of the amount recognized in the
statements of financial condition.

The Associatiors exposure to credit loss is represented by thgaxinal amount of these commitments. The Assamigtllows the same crec
policies in making commitments as it does for otehee sheet instruments.

The following commitments to extend credit werestamding:

Contract Amount

September 3C
December 31
2005 2004 2003
(Unaudited)
(In Thousands)
Commitments to grant loai $ 7,868 $ 3,96¢ $ 3,65¢€
Unfunded commitments under lines of cre 20,56¢ 19,22« 17,70¢

F-32



Table of Contents

L AKE SHORE S AVINGS AND L OAN A SSOCIATION
N OTES TO F INANCIAL S TATEMENTS

N oTE 14 - COMMITMENTS TO E XTEND C REDIT (C ONTINUED )

Commitments to extend credit are agreements totleaccustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses. The commitments foeediof credit may expire without being
drawn upon. Therefore, the total commitment amodotaot necessarily represent future cash requimesn&€he amount of collateral obtained
it is deemed necessary by the Association, is basedanagement’s credit evaluation of the custodegeptember 30, 2005 (unaudited) and
December 31, 2004, the Associatiffixed rate loan commitments totaled $3,378,000%k 166,000, respectively. The range of interasts ol
these fixed rate commitments was 5.25% to 6.3758eptember 30, 2005 and 5.125% to 6.125% at Deaedib@004.

N oTE 15 - PLAN OF C ONVERSION AND R EORGANIZATION

On August 9, 2005, the Board of Directors of Lakei® Savings Bank approved a plan of conversiorreldyeLake Shore Bancorp, Inc. is
offering common stock for sale in connection whie teorganization of Lake Shore Savings and Loaoéiation into the mutual holding
company form of organization. The shares to bereffdéor sale represent 45% of the to-be outstanciimgmon stock of Lake Shore Bancorp. In
connection with the reorganization, Lake Shore Sgsiand Loan Association will convert its New Y @&tate mutual savings and loan charter to
a Federal stock savings bank charter and changante to Lake Shore Savings Bank. In addition, LStkere Savings Bank will form Lake
Shore Bancorp to own 100% of Lake Shore Savingmetsof the reorganization. Lake Shore, MHC, tiaefally-chartered mutual holding
company to be formed by Lake Shore Savings, with®38% of the outstanding common stock of Lake SBanecorp. The remaining 2% of the
shares will be contributed to a charitable fourmtathat Lake Shore Savings intends to form.

Conversion costs will be deferred and reduce theg®ds from the shares sold in the conversioheltbnversion is not completed, all costs will
be expensed. As of September 30, 2005, the tosté aacurred, $109,000, have been deferred.

As part of the Conversion, the Bank intends to einte change of control agreements with certaiecetive officers. In addition, as part of the
Conversion, the Bank intends to implement a sewergtan, employee stock ownership plan, stock agilan and other benefit and salary
continuation plans for directors, officers and eoygles.

Effective as of the re-organization date, Lake $Hgancorp and Lake Shore Savings Bank will eackrénto parallel employment agreements
with Mr. David C. Mancuso to secure his servicePassident and Chief Executive Officer. The empleptragreements have a fixed term of
three years and may be renewed annually afteriawenf the executive’s performance. These agreesnanavide for a minimum annual salary
of $213,550, discretionary cash bonuses, and faation on generally applicable terms and condgiomother compensation and fringe benefit
plans. The agreements also guarantee customargrategndemnification and error and omissions iasae coverage throughout the
employment term and for six years after termination
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N OTE 16 - SUBSEQUENT E VENTS (U NAUDITED )

On October 11, 2005, based on the recommendatitiredoard’s Compensation Committee, the Boardicgddors approved the termination of
the Bank’s deferred compensation plan (refer teeNdt - Employee and Director Benefit Plans for minfermation about this plan). This will
result in all accrued benefits under this planedastributed to the participants. As a resultesfrtinating this plan, the participants will lose th
tax benefit of deferring compensation. The plan teasiinated on November 16, 2005. The total amaaotued by the plan as of September 30,
2005 was $707,000 and was recorded in other lisgsilsection of the financial statements. As indidan Note 11, the Bank had chosen to
separately invest the deferred compensation imtresstment options specified by the participantseede investments were fully liquidated on
November 16, 2005, as part of the plan terminatianof September 30, 2005, the Bank had record®d,$00 in its investments for this pl
within other assets of the financial statement& Absociation realized a gain of approximately 888,as a result of terminating the plan.

On or about October 27, 2005, the Association wadaraware of a check kiting matter involving onésotustomers. As of December 19, 2(
the potential loss to the Association is estimatelle approximately $190,000.
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You should rely only on the information contained in this document or that to which we have referred gu. We have not authorized
anyone to provide you with information that is different. This document does not constitute an offeotsell, or the solicitation of an offer
to buy, any of the securities offered hereby to angerson in any jurisdiction in which such offer orsolicitation would be unlawful. Our
affairs and the affairs of Lake Shore Savings, Lak&hore, MHC or Lake Shore Bancorp may change aftethe date of this prospectus.
Delivery of this document and the sales of sharesade hereunder does not mean otherwise.

Up to 2,587,500
Shares of Common Stock

: Lake Shore Bancorp, Inc.

(Proposed Holding Company
for Lake Shore Savings Bank)

PROSPECTUS

RyaN BECK & C 0.

February 13, 2006

Until the later of March 18, 2006 or 25 days aftecommencement of the offering, all dealers effectinggansactions in these securities,
whether or not participating in this offering, may be required to deliver a prospectus. This is in adtion to the dealers’ obligation to
deliver a prospectus when acting as underwriters ahwith respect to their unsold allotments or subsdptions.




