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PRELIMINARY PROSPECTUS

[LOGO] LAKE SHORE BANCORP, INC.
(Proposed Holding Company for Lake Shore Savings Bk)
Up to 2,587,500 Shares of Common Stock

Lake Shore Bancorp, Inc. is offering common stamksfale in connection with the reorganization oké.&hore Savings and Loan
Association into the mutual holding company forrmoajanization. The shares we are offering for sgpeesent 45% of the to-be outstanding
common stock of Lake Shore Bancorp. In connectiih the reorganization, Lake Shore Savings and LAssociation will convert its New
York State mutual savings and loan charter to arfdstock savings bank charter and change its mainake Shore Savings Bank. In
addition, Lake Shore Savings Bank will form Lakeo&hBancorp, which will own 100% of Lake Shore ®gg Bank upon 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 Bgnda connection with the reorganization, we waibo form The Lake Shore Charitable
Foundation. We intend to contribute to the chal@dbundation an amount of authorized but unisskedes that will equal 2% of the Lake
Shore Bancorp common stock outstanding after theyemization. We have applied to have our commocksguoted on the Nasdaqg National
Market under the symbol “LSBK.”

We are offering up to 2,587,500 shares of commocksfor sale on a best efforts basis, subject tateconditions. We must sell a
minimum of 1,912,500 shares to complete the ofterifve may sell up to 2,975,625 shares without reifioly subscribers due to of
regulatory considerations, demand for our sharehanges in market conditions. The offering is expe to terminate at 11:00 a.m., Eastern
Time, on [Date 1, 2006]. We may extend this expratiate without notice to you until [Date 2, 2006#Hless the Office of Thrift Supervision
approves a later date.

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 rept @ commission to purchase shares of common sidbk 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 Saviymu may have a priority right to purchase shafesmmon stock. The minimum
purchase is 25 shares. Once submitted, ordersraveéable unless the offering is terminated oeeded beyond [Date 2, 2006]. If the
offering is extended beyond [Date 2, 2006], sulbsrs will be resolicited and given the right to rifipdr rescind their purchase orders. Fu
received before completion of the offering will beld in a segregated account at Lake Shore Savings,our discretion at another insured
depository institution, and will earn interest at passbook savings rate. If we terminate the ioffeior if we extend the offering beyond
[Date 2, 2006] and you rescind or modify your oraeg will promptly return applicable funds with @émést at our passbook savings rate.

We expect our directors and executive officersetbgr with their associates, to subscribe for 89 gtares, which equals 3.8% of the
shares that will be sold in the offering at the paitht of the offering range plus shares issuedutocharitable 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 $ 1,392,000 $ 1,453,000 $ 1,489,00
Estimated net procee: $17,733,00 $24,422,000 $28,267,25
Estimated net proceeds per st $ 9.21 $ 944 $ 9.5(C

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 adeaumd are not insured or guaranteed by the FedBegosit Insurance Corporation
or any other government agency.

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

For assistance, please contact the Stock InformaticCenter, toll-free, at (800) 806-8430.

Ryan Beck & Co.

The date of this prospectus is
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[Map showing office locations of Lake Shore Saviagsl Loan Association appears he
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QUESTIONS AND ANSWERS ABOUT THE OFFERING

The following are answers to frequently asked daest You should read this entire prospectus, iioly “ Risk Factors' beginning on

page 24. The sections entitl&&ummary” and “The Reorganization and Offeriridpeginning on page 5 and page 109, respectivetyige
detailed information about the offering and placétgck orders.

Q:
A:

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

Lake Shore Savings is undertaking a transactéerred to as a mutual holding company reorgaioizas part of the reorganization,
Lake Shore Savings will convert from a New York+theed mutual savings and loan association to erfédtock savings bank.
Currently, Lake Shore Savings is a New York-chadenutual (meaning no stockholders) savings and dssociation. As a result of
the charter conversion and reorganization, Lake&Bavings and Loan Association will change its @amlLake Shore Savings Bank
and become a federally-chartered stock savings imeaknutual holding company structure with twodiny companies. Lake Shore
Savings will form a new federally-chartered stockdng company, Lake Shore Bancorp. It will selP4%f its common stock to the
public and will issue 53% of its common stock tké&hore, MHC, a federal mutual holding companydnnection with the
reorganization, we will also form The Lake Shoreafitable Foundation. We intend to contribute toc¢haritable foundation an amount
of authorized but unissued shares that will eq@alo2 the Lake Shore Bancorp common stock outstanalfter the reorganization and
offering. After the reorganization and offering,KdeaShore Bancorp will own 100% of Lake Shore SawiBgnk’s outstanding common
stock.

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 uheanaximum 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 sthas a result of regulatory considerations, dechfor our shares or changes in
market conditions, the independent appraiser détesrour market value has increased, we may set Q75,625 shares without
giving you further notice or the opportunity to nifgcbr cancel your stock orde

Who may purchase shares of common stock in thdfering?

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

1. Lake Shore Savin’ depositors with deposit balances aggregating $30ae as of June 30, 20("eligible account holde”);
2. Our tar-qualified employee benefit plar

3. Lake Shore Savings’ depositors with depositrizz#a aggregating $50 or more as of December 35, @80pplemental eligible
account holde”); and
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» O

20 20

» O

4. Lake Shore Savin/’ depositors as of Janue__, 2006.

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

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

There are many important factors for you to édesbefore making an investment decision. You &hoead this entire prospectus,
including the"Risk Factor” 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 fe@tiochase shares in the offeril

How many shares of common stock may | buy?

The minimum order is 25 shares. The individualghase limitation is $200,000 of common stock @lhéquals 20,000 shares) in the
offering. Furthermore, no person, together withbagges and persons acting in concert with suckgoemmay purchase more than
$400,000 of common stock (which equals 40,000 shéamneall categories of the offering combini

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

No. Unlike insured deposit accounts at Lake Shengrtgs, our common stock, like all common stock| mat be insured or guarante
by the Federal Deposit Insurance Corporation orathgr government 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 [Date 1, 2008]ivery of a stock order form may be made

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

« hand-delivery to the Stock Information Center leckat our administrative office at 31 East Fouttie&, Dunkirk, New York.
Stock order forms may not be hi-delivered to our main banking office in Dunkirktorany Lake Shore Savings branct

Can | change my mind after | place a stock orde?
No. Once we receive your stock order, you cannotekor change it, unless we are required to reisalibscribers
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Q: How can | pay for the common stock”
A:  You have two payment options as described on tiakstrder form

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

* you can authorize a withdrawal from certain typekake Shore Savings deposit accounts as explaingte stock order forn
There will be no penalty for early withdrawal frarertificate accounts

The amount(s) designated by you for withdrawal niyesavailable within your account(s) at the timeraeeive the stock order form.
Funds will not be withdrawn prior to completiontbe offering period, but a hold will be placed de tollar amounts designated, so the
amounts will not be available to you during theeafig period.

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

A:  No. Federal law prohibits Lake Shore Savings frarawingly loaning funds to purchase shares of comstook in the offering. Yo
may not submit a check drawn on a Lake Shore Saving of credit as payment for shar

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

A:  You might be able to use individual retiremeataunt funds, however you may not authorize diwéttidrawal from a Lake Shore
Savings individual retirement account. Furthermasgng individual retirement account funds for ttyige of purchase requires special
arrangements and additional processing time. Feldevaequires that such funds first be transfetteed selfeirected retirement accot
with a trustee other than Lake Shore Savings. f @ interested in using individual retirementoact funds held at Lake Shore
Savings or elsewhere, please promptly call thelStaformation Center for assistance, preferabligast two weeks before the ,
2006 offering expiration date. We cannot guarattiaeyou will be able to use retirement funds tegllake Shore Savings or elsewhere
for this purchase. Your ability to use these fumidsy depend on timing constraints and, possiblyitditions imposed by the individual
retirement account truste

Q: Does Lake Shore Bancorp intend to pay dividendsn the 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. Wkaldcate shares in the order of priority
established in our plan of reorganization. Ordecgived in the subscription offering will have pitp. If we are unable to fill your
order, or can only fill your order in part, you niéceive an appropriate refund, with interesydé paid by check or money order, we
will issue you a refund/interest check. If you phidauthorizing a withdrawal from your Lake ShoeesiBgs deposit account(s), we will
only withdraw the funds necessary to pay for theres you receive. Unused funds, along with accintedest, will remain in your
account(s)
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Q: How do I sell my common stock after | purchase it’

A: Upon completion of the reorganization and offgriwhen our shares have begun trading, you matacioa firm offering investment
services in order to buy or sell our shares. Westegplied to have our common stock quoted on trselpNational Market under the
trading symbo“LSBK.” We cannot assure you that you will be able toysalr 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 Informat@enter at (800) 806-8430. You may
also visit our Stock Information Center, whichasated at our administrative office (not our maamking office in Dunkirk). This is th
only location that will accept stock order formsldrave supplies of offering materials. The Stodkrimation Center is located at 31
East Fourth Street, Dunkirk, New York. The Stocloimation Center is open Monday through Friday emtdor bank holidays, from
10:00 a.m. to 4:00 p.m., Eastern Tir
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SUMMARY

This summary highlights selected information frois tlocument and may not contain all the infornmatieat is important to you. To
fully understand the offering, you should read #risire document carefully. In certain instancesvehappropriate, the tern“we,” “us”
and “our” refer collectively to Lake Shore, MHC, k@ Shore Bancorp and Lake Shore Savings, or angfiiese entities, depending on the
context. For assistance, please contact our Stoftkihation Center at (800) 806-8430.

THE COMPANIES

Lake Shore, MHC

Lake Shore, MHC will be formed upon completion lné reorganization. Upon completion of the reorgatiin, Lake Shore, MHC will
become our federally-chartered mutual holding camypzarent and will own 53% of Lake Shore Bancorlsstanding common stock. So
long as Lake Shore, MHC exists, it will own a méjoof the voting stock of Lake Shore Bancorp. L&t®re, MHC is not currently an
operating company. Lake Shore, MHC will have nakitmlders and current and future depositors of L8lkere Savings will become the
members of Lake Shore, MHC. We do not expect th&elShore, MHC will engage in any business actiwiher 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 arestbeatl25 East Fourth Street,
Dunkirk, New York 14048. The telephone number & #udress is (716) 366-4070.

Lake Shore Bancorp, Inc.

This offering is made by Lake Shore Bancorp, Ireké.Shore Bancorp is not currently an operatingpaom. Lake Shore Bancorp will
be formed upon completion of the reorganization &derally-chartered mitler stock holding company. After the reorganizatibake Shor
Bancorp will own all of Lake Shore Savings’ outstang common stock and will direct, plan and cooatiénLake Shore Savings’ business
activities. In the future, Lake Shore Bancorp miglsb acquire or organize other operating subsetiaincluding other financial institutions,
although it currently has no specific planstodo s

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

Lake Shore Savings and Loan Association

Lake Shore Savings and Loan Association, or Lal@é&Bavings, is a savings and loan associatiomtezkd in New York in 1891. As
a community-oriented financial institution, Laked®®& Savings is dedicated to serving the finan@alise needs of consumers and businesse:s
within its market area. We engage primarily in biusiness of attracting deposits from the generdlipand using such funds to originate
loans. We emphasize the origination of loans sechyefirst mortgages on owner-occupied, residengéal estate. To a lesser extent, we
originate other types of real estate loans, comialdaans and consumer loans. As of September @5, 2ve had total assets of
$334.1 million, deposits of $251.6 million and fatguity of $27.7 million.

Our corporate headquarters are located at 125Aeasth Street, Dunkirk, New York 14048. The telepbmumber at this address is
(716) 366-4070. Our website is www.lakeshoresaviowgs.
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The Lake Shore Charitable Foundation

In 1993, Lake Shore Savings created a grant pro¢pagive back to the communities where our brarféibes were located. Our
Community Re-investment Fund provides funds tollaca-profit organizations, such as sports organizatioivé; groups, hospitals, schoa
and charitable organizations. Since 1993, we hasgded in excess of $650,000 in grants from thiglfiarge donations which have been
awarded include $150,000 to Brooks Memorial Ho$p#@5,000 to the Dunkirk Library, and $125,000He State University of Fredonia
Alumni Foundation. All funds granted were derivednfi earnings in the year the grant was awarded.

To continue our long-standing commitment to oualaommunities, we intend to establish a charitéedation, 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 oél3kore Bancorp common stock outstanding afterethiganization. Based on the
purchase price of $10.00 per share, we would fhadctharitable foundation with 100,000 shares ofamummon stock at the midpoint of the
offering range. Our contribution to the charitafdandation would reduce net earnings by $615,006r &, in the year in which the
charitable foundation is established, which is ex@e to be fiscal 2006. The Lake Shore CharitablenBation will make grants and donati
to non-profit and community groups and projectsated within our market area. It is anticipated thatLake Shore Charitable Foundation
will distribute at least 5% of its net investmensats each year. The distributions will be madedas the following priorities:

» potential impact and the number of people who hahefit;
« programs which represent innovative, efficient @gghes to serving community needs;
* requests that will assist those citizens whose s\aeglnot met by existing programs or services;

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

» projects which promote volunteer participation aitizen involvement; and

e projects and activities that expect to test or destrate new approaches and techniques in the aadudf community problems.

Except in unusual circumstances, contributions moll exceed $2,500. Contributions will not ususymade to capital campaigns, to
establish or add to endowment funds, general dpgratidgets of existing organizations, publicatiohbooks or programs, conferences, or
annual fund-raising campaigns. Contributions wiit normally be made to supplant tax funds for prg@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 institutiasiiEbe considered only if they benefit the commyras a whole. Careful consideration will
be given to the commitment and composition of #griesting organization’s board members, officard, @oject leaders. The organizations
the charitable foundation contributes to must He tdhdemonstrate fiscal responsibility, managengematifications, and the ability to
complete, deliver, or provide the services or paows for which the contribution is requested.

Currently, there are no plans to make further douations to the charitable foundation in the futurake Shore Savings will review
additional contribution considerations from timetitne. The amount of common stock that we woul@wofbr sale in the offering would be
greater if the offering were
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to be completed without the contribution to The &&hore Charitable Foundation. The establishmetiiteo€haritable foundation requires the
affirmative vote of a majority of the votes eligeho be cast by Lake Shore Savindspositors. For a further discussion of the finahichpact

of the charitable foundation, including its effect those who purchase shares in the offering, €anfparison of Valuation and Pro Forma
Information With and Without Charitable Foundati” on page 45.

Our Market Area

We conduct operations from eight full service braoéfices and twelve ATMs in Chautauqua and Eriei@ies, which are located on
the western border of New York State. Chautauquan@uocontains multiple prime industrial and builgisites and a skilled and productive
labor force. Erie County is a metropolitan centett & home to Buffalo, the second largest city ewNYork. Both Chautauqua and Erie
Counties exhibit slower rates of population growthye lower per capita income and slower growtheincapita income than the United
States and New York State averages. Notwithstarttiiege demographic characteristics, our primanketarea has historically been stable,
with a diversified base of employers and employnsetors and is not dependent on one key employer.

Our Operating Strategy

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

» operating as an independent community-oriented&izé institution;
» expanding our branch network and upgrading outtiegi®ranches;

* pursuing opportunities to increase residential @mmercial real estate lending in our market guadicularly in Erie County, Ne»
York;

» increasing core deposits, particularly in Erie Gguiew York; and

* managing our net interest margin and interestrisite
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THE REORGANIZATION

Description of the Reorganization

Currently, we are a New York-chartered mutual sgviand loan association with no stockholders. @poditors currently have the
right to vote on certain matters such as the @paif directors. The mutual holding company reoiggtion and charter conversion process
that we are now undertaking involves a seriesasfdactions by which we will convert from the stebartered mutual form of organization to
the federally-chartered mutual holding company fafrerganization. In the process, we will changemame from Lake Shore Savings and
Loan Association to Lake Shore Savings Bank. Inntloéual holding company structure, Lake Shore Sgsvinmill be a federally-chartered
stock savings bank and all of its outstanding comstock will be owned by newly-formed Lake Shore8arp. In addition, 45% of Lake
Shore Bancorp’s common stock will be owned by thkelip and our tax-qualified employee benefit pla2fs will be owned by our charitable
foundation and 53% will be owned by our newly-fodrfederal mutual holding company, Lake Shore, MB@r depositors on the closing
date of the reorganization will become the membétsake Shore, MHC and will have similar votinghitg in Lake Shore, MHC as our
depositors currently have in Lake Shore Savings.

The following diagrams show our current organizadicstructure and our organizational structurerafoenpletion of the reorganization
and offering.

Our current organizational structure:

Lake Shore Savings and Loan
Association

After the reorganization is completed, our owngrsiiucture will be as follows:

Public Stockholders (45%)
and Foundation (2%)

Lake Shore, MHC

53% of Common Stock

Lake Shore Bancorp, Ine.

l 100 of Common Stock

Lake Shore Savings Bank

Our normal business operations will continue withiaterruption during the reorganization and thmeafficers and directors who
currently serve us will continue to serve us af@mpletion of the reorganization and offering.

8
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Reasons for the Reorganization

Our primary reasons for the reorganization andrioffeare to permit us to control the amount of tapeing raised and prudently
deploy the proceeds, while enabling us to:

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

* increase our ability to serve our communities;

e enhance existing products and services and suppodevelopment of new products and services;

» compete more effectively with other financial itgtions for new business opportunities;

» enhance our ability to attract and retain qualifié@ctors, management and other employees thrstagi-based incentive plans;
» form a charitable foundation to benefit the comntigsiin which we maintain our corporate headquantera branch office; and

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

Although we are interested in finding new posshioignch locations, we do not have any specific ptarerrangements for further
branch expansion, other than the branch expanssms pliscussed ifOur Business”that are already underway, and which are not cgatih
on the reorganization or the offering.

Terms of the Offering

We are offering between 1,912,500 and 2,587,508eshe common stock of Lake Shore Bancorp for atbn offering price of $10.00
per share. The subscription offering is made toeL8kore Savings’ eligible depositors and our taalifigd employee plans. Shares not sold
to these persons may be made available to thecpnbdi community offering, and shares not purchaselde subscription offering or the
community offering may be offered for sale throwgsyndicated community offering. The maximum nuntdfeshares that we sell in the
offering may increase by up to 15%, to 2,975,62ra$, as a result of demand for the shares infteerm, positive changes in financial
markets in general and with respect to financigtiintion stocks in particular or regulatory coresitions. Unless the number of shares of
common stock to be offered is increased to mone 875,625 or decreased to less than 1,912,5Q@Beaffering is extended beyond

, Subscribers will not have the opportunity to nfipdir cancel their stock orders. In addition, wieird to contribute shares of our
authorized but unissued common stock to The LakeeSBharitable Foundation, a new charitable founddab be established, in an amount
equal to 2% of the number of shares we issue ingbryanization.

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

The decision to offer between 1,912,500 sharea5817,500 shares, which is our offering rangeaisel on an independent apprais:
our pro forma market value prepared by RP Finantil, a firm experienced in appraisals of finahmatitutions. RP Financial, LC. is of tl
opinion that as of December 22, 2005, the estimatedorma market value of our common stock onlly ftonverted basis was between
$42.5 million and $57.5 million, with a midpoint $60.0 million. This is our established valuatiange. The term “fully converted” means
that RP Financial, LC. assumed that 100% of oureshaf common stock had been sold to the publiopg®sed to the 45% that will be sold
in the offering. The $10.00 per share price wasctet primarily because it is the price most comlgnased in mutual to stock conversions
and reorganizations of financial institutions.

In preparing its appraisal, RP Financial, LC. cdestd the information contained in this prospednduding Lake Shore Savings’
financial statements. RP Financial, LC. also cogr®d the following factors, among others:

» the present and projected operating results aagh¢ial condition of Lake Shore Bancorp and Laker8l8avings, and the econor
and demographic conditions in Lake Shore Sa¥ existing market area

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

e acomparative evaluation of the operating and firarstatistics of Lake Shore Bancorp and Lake &I8avings with those of other
similarly situated publicl-traded thrifts and mutual holding compani

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

» the trading market for securities of comparabléitingons and general conditions in the marketsiach securities.

In reviewing the appraisal prepared by RP Finantial, the board of directors considered the methagles and the appropriateness of
the assumptions used by RP Financial, LC. in aultiid the factors listed above, and the boardrefctiirs believes 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 shouddfered for sale in the offering, that 53% shobédissued to Lake Shore, MHC and
issued to our charitable foundation. We chose lig15&6 of our tobe outstanding shares of common stock in the offeriather than a smal
portion, because we believe that we will be ablddploy the capital raised in an offering of tHizesand because the sale of a smaller number
of shares would make it less likely that an actreeling market for the shares would develop. Basethe estimated valuation range and the
per share purchase price, the number of sharesrafoonmon stock that will be outstanding upon catiph of the offering will range from
4,250,000 shares to 5,750,000 shares (subjecjustatent to 6,612,500 shares), and the nhumberaststof our common stock that will be
sold in the offering will range from 1,912,500 sbsto 2,587,500 shares (subject to adjustmenBitb 25 shares), with a midpoint of
2,250,000 shares. The number of shares of our cansteak that Lake Shore, MHC will own after theesfiig will range from 2,252,500 to
3,047,500 (subject to adjustment to 3,504,625 shafée number of shares of common stock to bedsuour charitable foundation will
range from 85,000 to 115,000 (subject to adjustrteetB2,250 shares). The estimated valuation ramgebe amended with the approval of
the Office of Thrift Supervision.
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The appraisal will be updated before we completeofifiering. If the estimated valuation range of tbenmon 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:

e terminate the plan of reorganization and returfualts promptly;

* hold a new offering;

« return all funds and terminate the plan of reorgation;

» establish a new offering range and commence aicé&atibn of subscribers; or

» take such other actions as may be permitted b@ffiee 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 desigdateriod of time, all funds delivered to us toghase shares of common stock in the
offering will be returned promptly to the subscripeith interest at Lake Shore Savings’ passboeings rate, and deposit account
withdrawal authorizations will be cancelled. SEEWe Reorganization and Offering — How We DetermthedOffering Range and the $10.00
Purchase Price.” In any event, the offering must be completechbylater than [final date].

Two measures that some investors use to analyztherhe stock might be a good investment are the othe offering price to the
issuer’s “book value” and the ratio of the offerimgce to the issuer’s annual net income. RP Fiighigonsidered these ratios, among other
factors, in preparing its appraisal. Book valuthisssame as total equity and represents the differbetween the issusrassets and liabilitie
RP Financial's appraisal also incorporates an aimabf a peer group of publicly-traded mutual hogdcompanies that RP Financial
considered to be comparable to us. As mutual hgldompanies, the peer group is comprised of conegahat operate under the same form
of public ownership as Lake Shore Bancorp will perating after the offering. Under the mutual he¢dcompany form of ownership, the
majority of the common stock outstanding is owngdhHe mutual holding company and the remainingeshawrhich constitute a minority of
the common stock, are owned by the public stoclédrsld

The following table presents a summary of seleptézing ratios for the peer group companies analymeRP Financial, and the pro
forma pricing ratios for Lake Shore Bancorp as waled by RP Financial in its independent appraiBadse ratios are based on earnings for
the twelve months ended September 30, 2005 and\miok as of September 30, 2005.

Price To Price To Book
Earnings Multiple 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%

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 fully-converted pricing
multiples for the peer group companies assumerhéopma impact of selling the mutual holding compahares of each of the peer group
companies at their respective trading prices oreber 22, 2005. RP Financial’s calculation of thig/fconverted pricing multiples for Lal
Shore Bancorp assumes the pro forma impact ohgelli
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100% of the shares of common stock to be issudltktpublic at $10.00 per share. Compared to theageefully-converted pricing ratios of
the peer group, Lake Shore Bancorp’s pro formg-{fadinverted pricing ratios at the maximum of thi2ohg range indicated a discount of
21.0% on a price-to-earnings basis and a discdut3.8% on a price-to-book basis. At the minimund amximum of the valuation range, a
share of common stock is priced at 17.29 times2and4 times Lake Shore Bancorp’s earnings. The geaip companies, as of

December 22, 2005, traded on average at 28.41 gareings. The median trading price of the peeng@mmon stock was at 27.37 times
earnings. At the minimum and maximum of the valmatiange, the common stock is valued at 67.24%/&r@B% respectively, of Lake
Shore Bancorg pro forma book value. This represents a disctuutite average trading price to book value of geeup companies, which
of December 22, 2005, averaged 87.62%. As of Deee2d, 2005, the median trading price of peer gmuppanies was 86.43% of the b
value of these companies.

Fully Converted Fully Converted
Equivalent at Pro Equivalent Pro Forma
Forma Price to Price to Book
Earnings Multiple Value Ratio
Lake Shore Bancorp
Maximum 22.44 75.99%
Minimum 17.29 67.2%
Valuation of peer group companies as of December 22005:
Average 28.41) 87.62%
Medians 27.37 86.4:%

In preparing the fully-converted pricing ratio ays$, RP Financial assumed offering expenses équab% of the gross proceeds, a
pre-tax reinvestment rate of 4.01% of the net prdseof the offering, a tax rate of 38.50%, purchdmsethe employee stock ownership plan
equal to 8.0% of the offered shares, funded withaa from Lake Shore Bancorp with a 30-year terancpases by the management
recognition plan of an amount of shares equal26%. of the shares outstanding after the offeringl@iding shares issued to The Lake Shore
Charitable Foundation) with a five-year vestingestiie and the adoption of a stock option plan etjudl90% of the shares outstanding after
the offering (including shares issued to The Laker8 Charitable Foundation). Shares of common gtocghased by the management
recognition plan were assumed at $10.00 per sfieestock options were assumed to be granted withxarcise price of $10.00 per share,
vest over a five-year period and have a term ofeids.

The independent appraisal does not indicate stock anket value. Do not assume or expect that Lake SherBancorp’s valuation a:
indicated above means that the common stock will &de at or above the $10.00 purchase price after thudfering.

12
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After-Market Performance of Mutual Holding Company Reorganizations

The following table provides information regardithg after market performance of the mutual holdiompany initial public offerings
completed from January 1, 2004 through Decembe2@25. As part of its appraisal of our pro formakeavalue, RP Financial considered
the after market performance of mutual holding camypreorganizations completed in the three montias o December 22, 2005, which
was the date of its appraisal report. RP Finamzakidered information regarding the new issue etaide converting 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 afiecember 22, 2005

Price Performance from Initial Trading Date

Through
1Day  1Week  1Month  December2z

Company Name Ticker IPO Date 2005
Equitable Financial Corj EQFC 11/10/0¢ 0.C% 0.C% -5.5% -7.5%
Investors Bancorp, In ISBC 10/112/0! 0.2% 1.C% 5.2% 10.2%
Wauwatosa Holdings, In WAUW  10/05/0¢ 12.5% 7.3% 9.5% 16.£%
Ottawa Savings Bancorp, Ir OTTW  07/14/08 4.C% 5.C% 7.C% 3.C%
United Financial Bancorp, In UBNK 07/13/0¢ 17.52% 16.(% 17.(% 18.(%
Heritage Financial Grou HBOS 06/30/0f 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 06/02/0¢ 10.(% 2.5% 1.5% 3.C%
Rockville Financial, Inc RCKB 05/23/0¢ 4.8% 10.5% 20.(% 35.5%
FedFirst Financial Cory FFCC 04/07/0* -6.€% -9.3% -14.2% -11.5%
Brooklyn Federal Bancorp, In BFSE 04/06/0¢ -0.2%  -1.C% -5.0% 11.1%
Prudential Bancorp of PA In PBIF 03/30/0' -1.5% -6.2% -12.5% 13.8%
Kentucky First Federal Banco KFFB 03/03/0f 7.S% 12.(% 12.4% 0.5%
Kearny Financial Corg KRNY  02/24/0¢ 13.9% 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 01/14/0* -6.2% -5.C% -0.7% -14.(%
Georgetown Bancorp, In GTWN 01/06/0¢ 2.C% -0.E% 0.5% -14.5%
SFSB, Inc. SFBI 12/31/0: 7.5% -0.S% -1.5% -4.5%
Ocean Shore Holding C OSHC 12/22/0¢ 21.52% 22.(% 6.2% 13.5%
Lincoln-Park Bancorp, Inc LPBC 12/20/0¢ 10.(% 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.(% 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: 34.9%  29.2% 15.€% 20.6%
Citizens Community Bancot CZWI 03/30/0¢ 23.7% 27.5% 18.(% 30.(%
Clifton Savings Bancorp, Ini CSBK 03/04/0: 22.5%  37.&% 32.%% 2.2%
Cheviot Financial Cor CHEV 01/06/0¢ 33.2% 33.1% 34.2% 12.2%

Average 1166 11.9% 9.6% 11.5%

Median 9.C% 10.2% 8.7% 10.7%
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Thistableis not intended to be indicative of how our stock may perform after the offering. Furthermore, thistable presents only
short-term price performance with respect to several companies that only recently completed their initial public offerings and may not be
indicative of the longer-term stock price performance of these companies. Stock price appreciation is affected by many fegtorcluding, bu
not limited to general market and economic condgjdhe interest rate environment; the amount of@eds a company raises in its offering;
and numerous factors relating to the specific cargpencluding the experience and ability of managembhistorical and anticipated opera:
results, the nature and quality of the companysess and the company’s market area. The complistied in the table above may not be
similar to Lake Shore Bancorp, the pricing ratiforstheir offerings may be different from the prigiratios for Lake Shore Bancorp common
stock and the market conditions in which theseroffgs were completed may be different from curraatket conditions. Any or all of these
differences may cause our stock to perform diffdyeinom these other offerings. Before you makdrarestment decision, we urge you to
carefully read this entire prospectus, including, tot limited to, the section entitledRisk Factors' beginning on page 24.

You should be aware that, in certain market coon#j common stock prices of initial public offerinigave decreased. For example, as
the table above illustrates, the common stock afdr@panies traded at or below their initial offgrjprice at various times through December
22, 2005. We can give you no assurance that ounmomnstock will not trade below the $10.00 purchaisee or that our stock will perform
similarly to other recent mutual holding companiiah public offerings.

Conditions to Completing the Reorganization Including the Charter Conversion

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

e The charter conversion of Lake Shore Savings fratate-chartered mutual savings and loan assaciatia federally-chartered
mutual savings bank is approved by the affirmative of either

* 66 2/ 3% of the amount of book value or all Lake Shoreisgs/ outstanding deposits; or
. 75% of the amount of all Lake Shore Savings’ ouditag deposits represented at the special meetidgpositors.

» The plan of reorganization is approved by at leasigjority 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 Benefit Programs Afterthe Offering

We intend to adopt an employee stock ownership, piaarch will award shares of our common stock igible employees primarily
based on their compensation. It is expected thaemyployee stock ownership plan will purchase almemof shares equal to 8% of the shares
sold in the offering plus shares issued to theitdtde foundation. It is expected that the emplog®ek ownership plan will purchase such
shares with the funds from a 30-year loan from L8kere Bancorp.
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Additionally, we may implement a stock option pkamd a management recognition plan that will provadegrants of stock options and
of restricted stock. If such stock-based incenpileas are implemented and approved by stockholdighin one year of the completion of the
offering, the number of options granted or shavearded under the stock-based incentive plans magxueed 4.90% and 1.96%,
respectively, of the shares outstanding after ffexing (including shares issued to the Lake Stharitable Foundation).

The employee stock ownership plan and the stiaded incentive plans will increase our future cengation costs, thereby reducing
earnings. The Financial Accounting Standards Baardithe Securities and Exchange Commission recéndljzed rules that require public
companies to expense the grant-date fair valutookptions granted to officers, directors and kyges by their first fiscal year beginning
after June 15, 2005, which, for us, is the fiserybeginning January 1, 2006. Since all stocloaptwill be granted after January 1, 2006
will expense the grant-date fair value of such lstggtions. Recognizing an expense equal to thet-glate fair value of stock options will
increase our compensation costs over the vestingdef the options. Additionally, stockholders lngkperience a reduction in their
ownership interest if we issue new shares of oormon stock from our authorized but unissued shafreemmon stock to fund stock option
grants and stock awards. SeRisk Factors—Risks Related to the Offering—OurkSBased Incentive and Benefit Plans Will Increase O
Costs, Which Will Reduce Our Incofnand “ Management—Benefit Plaris

We may obtain the shares needed for the stock-basedtive plans by issuing additional shares oficmn stock or through stock
repurchases. However, because Lake Shore, MHC emustt majority of our outstanding shares of commimck as long as it is in existence,
we will fund the plans with treasury shares acqlifrem stock repurchases if the issuance of authdrbut unissued shares under the plans
would otherwise result in Lake Shore, MHC not ovgninmajority of our outstanding shares of commoulst

The stock-based incentive plans will comply withagdplicable regulations of the Office of Thrift Bervision. The stockased incentiv
plans cannot be established earlier than six maaftes the reorganization and offering and woulguige the approval of our stockholders by
a majority of the votes of our outstanding shafesooaxmon stock eligible to be cast (excluding vagbgible to be cast by Lake Shore, MH:
unless we obtain a waiver from the Office of Th8ftpervision 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 evd#/obtained from the Office of
Thrift Supervision, the following additional Offia& Thrift Supervision restrictions would applydar stock-based incentive plans:

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

e any one non-employee director may not receive ri@m 5% of the options and restricted stock awatdisorized under the plans;
» any officer or employee may not receive more thab f the options and restricted stock awards ai#bd under the plans;

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

e accelerated vesting is not permitted except fothgetisability or upon a change in control of L&keore Savings or Lake Shore
Bancorp.

15



Table of Contents

In the event the Office of Thrift Supervision chasgts regulations or policies regarding stock-daseentive plans, including any
regulations or policies restricting the size of edgaand vesting of benefits as described abovegestactions described above may not be
applicable.

The following table summarizes the stock benefita bur officers, directors and employees may wectllowing the offering at the
maximum of the offering range and assuming thainitally implement a stock option plan grantingtioms to purchase 4.90% of the shares
outstanding after the offering (including sharesiexd to The Lake Shore Charitable Foundation) andreagement recognition plan awarding
shares of common stock equal to 1.96% of the stlmaressanding after the offering (including shaesued to The Lake Shore Charitable
Foundation). In the table below, it is assumed, thiathe maximum of the offering range, a tota? 3102,500 shares will be sold to the public
and issued to the charitable foundation, and & o6t 750,000 shares will be outstanding afterdffering, including shares issued to Lake
Shore, MHC and to the charitable foundation.

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

(In thousands)

216,20C Employee stock ownership pli Officers and employee $ 2,162
112,70C Stock award: Directors, officers and employe 1,127
281,75C 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 dagegtants are made. For purposes of this
table, fair value is assumed to be the offeringepdf $10.00 per share. The fair value of stockomgthas been estimated at $3.76 per
option using the Black-Scholes option pricing modih the following assumptions: a gratiite share price and option exercise pric
$10.00; dividend yield of zero; expected optior liff 10 years; risk free interest rate of 4.34%éokon the 10 year Treasury Note re
and a volatility rate of 12.87% based on an indepublicly-traded mutual holding company institutions. Theiatexpense of the sto
options will be determined by the grant-date failue of the options, which will depend on a numiifefiactors, including the valuation
assumptions used in the option pricing model ultégtyaadopted

The value of the restricted shares of common sidltbbe based on the price of Lake Shore Bancocpt®mon stock at the time those
shares are awarded, which, subject to stockholgigmoaal, cannot occur until at least six monthsratite completion of the reorganization
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.

129,605

83,300 98,000 112,700 Shares Awarded at
Share Shares Awarded a Shares Awarded a Shares Awarded af Maximum of Range
Price Minimum of Range Midpoint of Range Maximum of Range As Adjusted

(In thousands, except for per share price informatin)

$ 8.0C $ 66€ $ 784 $ 90z $ 1,037
$10.0( $ 83¢ $ 98C $ 1,127 $ 1,29¢
$12.0( $ 1,00( $ 1,17¢ $ 1,352 $ 1,55¢
$14.0C $ 1,16¢ $ 1,372 $ 1,57¢ $ 1,814

The grant-date fair value of the options grantediemrthe stock option plan will be based in partlmnprice of Lake Shore Bancorp’s
common stock at the time the options are grantédthy subject to stockholder approval, cannot oceuil at least six months after the
completion of the reorganization and offering. Tadue will also depend on the various assumptiditized in the Black-Scholes option
pricing model. The following table presents thalastimated value of the options to be availabtegfant under the stock option plan,
assuming the market price and exercise price stbck options are equal and the range of mariatgpfor the shares is $8.00 per share to
$14.00 per share.
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324,012

Grant-Date 208,250 245,000 281,750 Options at
Exercise Fair Value Options at Options at Options at Maximum of Range
Price Per Option Minimum of Range Midpoint of Range Maximum of Range As Adjusted

(In thousands, except for per share price informatn)

$ 8.0C $ 3.01 $ 627 $ 737 $ 84¢ $ 97¢
$ 10.0C $ 3.7¢ $ 783 $ 921 $ 1,05¢ $ 1,21¢
$ 12.0C $ 451 $ 93¢ $ 1,10¢ $ 1,271 $ 1,461
$ 14.0C $ 5.2¢ $ 1,09t $ 1,28¢ $ 1,482 $ 1,704

Our Issuance of Shares of Common Stock to the Chaaible Foundation

To further our commitment to our local communitye imtend to establish and fund a charitable fouodads part of the reorganization
and offering. We will issue shares of our commatkt ranging from 85,000 shares at the minimunhefdstimated valuation range to
115,000 shares at the maximum of the estimatedatiaturange, which shares will have a value of $880 at the minimum of the estimated
valuation range and $1.15 million at the maximunthef estimated valuation range, based on the $J@&086hare offering price. As a result of
the issuance of shares based on the $10.00 per sif@ring price, we will record an after-tax experof $522,750 at the minimum of the
valuation range and of $707,250 at the maximunhefaluation range, during the quarter in whichdfiering is completed. The charitable
foundation will be dedicated exclusively to suppaytcharitable 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

e resultin an expense, and a reduction in earnthgsng the quarter in which the contribution is rmadqual to the full amount of the
contribution to the charitable foundation, offsepart by a corresponding tax bene

See “Risk Factors—The Contribution of Shares to the @able Foundation Will Dilute Your Ownership Intste and Adversely Affect
Net Income in Fiscal Year 20(,” “ Comparison of Valuation and Pro Forma InformatioittWand Without Charitable Foundatidrand “
The Lake Shore Charitable Foundatidn.

Tax Consequences of the Offering

The offering will result in no taxable gain or lassLake Shore, MHC, Lake Shore Bancorp or Laker&ISavings, or to depositors who
have a priority right to subscribe for shares ahawon stock in the offering, or to our employeesicefs, directors or members, except to the
extent that the nontransferable subscription righisurchase shares of common stock in the offariag be determined to have value.
Thacher Proffitt & Wood.Lp 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 zenahkt case, there will be no taxable gain or tostepositors who receive nontransferable
subscription rights.
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THE OFFERING

Persons Who Can Order Common Stock in the Offering

We have granted rights to subscribe for our sharesmmon stock in a “subscription offerintg’ the following persons in the followir
order of priority:

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

3.  Persons with deposits at Lake Shore Savingsheiléinces aggregating $50 or more as of Decemh@085, “supplemental
eligible account holde”; and

4. Lake Shore Savin/ depositors as of Janue__, 2006.

In the event that the above persons do not sulestwitall the shares of common stock being offdoedale, we may offer shares for
sale in a community offering. Natural persons andts of natural persons who are residents of Glguia, Erie and Cattaraugus Counties,
New York, will have a purchase preference in anycwnity offering. Shares may also be offered togheeral public. The communi
offering, if any, may begin concurrently with, dugior immediately after the subscription offerilige also may offer shares of common si
not purchased in the subscription offering or thenmunity offering through a syndicate of brokialers in what is referred to as a syndic

community offering. The syndicated community offfey; if any, would be managed by Ryan Beck & Ccac, We have the right to accept or
reject, in our sole discretion, any orders receivetthe community offering or the syndicated comitynffering.

If we receive subscriptions for more shares thant@be sold in this offering, we may be unabléltor partially fill your order. Shares
will be allocated first to categories in the sulgsion offering under a formula outlined in the plaf reorganization and as describedTihe
Reorganization and Offerir”

Minimum and Maximum Purchase Limitations

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

*  The minimum purchase is 25 shares of common saruk;

» No individual may purchase more than $200,000 afrmon stock (20,000 shares). If any of the followpggsons purchase stox
their purchases when combined with your purchaaeeat exceed $400,000 of common stock (40,000 shi

. Your spouse, or relatives of you or your spouséndj in your house;
. Companies, trusts or other entities in which yoweha controlling interest or hold a managementtjmrsiand

. Other persons who may be acting together with ymeluding, but not limited to, persons who filerjdy a Schedule 13G or
Schedule 13D Beneficial Ownership Report with teeBities and Exchange Commissic
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All persons sharing a qualifying joint deposit aaabwill be counted as a single depositor for pggsoof determining the maximum
amount that may be subscribed for by an individaadl, unless we determine otherwise, persons hdvingame address and persons
exercising subscription rights through qualifyingaunts registered to the same address will besutyj the overall purchase limitation.

A detailed discussion of the limitations on pur@ssef common stock by an individual and persons@d¢bgether is set forth under the
caption “The Offering—Limitations on Purchase of Shafes

Subject to Office of Thrift Supervision approvalewmay increase or decrease the purchase limitatighe offering at any time. Our
tax-qualified benefit plans, including our employsteck ownership plan, are authorized to purchas® 10% of the shares sold in the
offering plus issued to the charitable foundatiatheut regard to the 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 completeoriginal stock order form and
send it to us together with full payment. Once e&eive your order, you cannot cancel or changéoi. may pay for shares in the
subscription offering or the community offeringtire following ways:

» By personal check, bank check or money order maglatge to Lake Shore Bancorp, Inc. Funds submiitjegersonal check must
be available in the account when the stock ordexdsived; o

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

Checks and money orders received by Lake Shorex@awiill be cashed immediately and placed in aeggged account at Lake Shore
Savings or, or at our discretion at another insdgbsitory institution. We will pay interest onwdunds submitted by check or money order
at the rate we pay on our passhook savings accdumts the date we receive your funds until theedffg is completed or terminated. All
funds authorized for withdrawal from deposit acasunust be available in the account when the stodkr form is received. Funds will
remain in the accounts and continue to earn intetebe applicable account rate and will be wistvan upon completion of the offering. A
hold will be placed on those funds when your stoder is received, making the designated fundsraike unavailable to you during the
offering period. If, as a result of a withdrawadrn a certificate account, the balance falls belesvrhinimum balance requirement, the
remaining funds will earn interest at our passhemkings rate. There will be no early withdrawal ggnfor withdrawals from certificate
accounts used to pay for common stock.

Federal law prohibits us from knowingly loaning fisnto purchase shares in the offering. You mayuabmit 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 providedphbgrnight courier to the indicated address orstbek order form, or by bringing your
stock order form to our Stock Information Centecdted at our administrative office (not our maamking office in Dunkirk). The Stock
Information Center is located at 31 East Fourtle&irDunkirk, New York. Stock order forms may netdelivered to our main banking office
in Dunkirk or to any Lake Shore Savings branches.
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After we receive an order, the order cannot bekesi@r changed, except with our consent. We areauptired to accept copies or
facsimiles of stock order forms.

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

Using Individual Retirement Account Funds

You may not authorize direct withdrawal from a Lalore Savings individual retirement account. ifi yash to use funds in your La
Shore Savings individual retirement account tofeaghares of our common stock, please be awatdetiaral law requires that such funds
first be transferred to a self-directed retiremeetount with a trustee other than Lake Shore Savifige transfer of such funds to a new
trustee takes time. If you would like to use youdividual retirement account funds held at Laker8i&avings or elsewhere, we recommend
that you contact our Stock Information Center praynpreferably at least two weeks before the , 2006 offering expiration date,
for assistance. We cannot guarantee that you witltide to use retirement funds held at Lake Shavin§s or elsewhere, for this purchase.
Your ability to use these retirement funds may delpen time constraints and, possibly, limitatiomposed by the individual retirement
account trustee.

Subscription Rights are Not Transferable

Pursuant to federal law, you are not permittedandfer or sell your subscription rights and wd agt to ensure that you do not do so.
We will not accept any stock orders that we beliewelve the transfer of subscription rights. Fdugher discussion of subscription rights,
see “The Reorganization and Offering — Subscription @ffeand Subscription Rights
Deadline for Orders of Common Stock

If you wish to purchase shares of common stockr pooperly completed and signed stock order foogether with payment for the
shares, must beceived(not postmarked) no later than a.m., Eastern Time, on , unless we extend this deadline.
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Delivery of Prospectus

To ensure that you receive a prospectus at leastds before , 2006, we may not mail prospectuses any later filan
days before such date, or hand-deliver any prospestlater than two days before that date. Stabdrdorms may only be distributed with or
preceded by a prospectus.

Once Submitted, Your Purchase Order May Not Be Reued Unless the Offering is Terminated or Extended Byond [ ]or
We Amend the Offering Range Below 1,912,500 Shares Above 2,975,625 Shares.

The Office of Thrift Supervision approved the ofifey on , 2006; however, because completion of the offewiibbe
subject to an update of the independent appraisadng other factors, there may be one or more sétethe completion of the offering. Any
orders that you submit to purchase shares of aanman stock in the offering are irrevocable, and willinot have access to subscription
funds unless the offering is terminated, or extenoeyond | ] 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.Bastern Time, on . The community offering, if any, is expected to
terminate at the same time. We may extend thigatpn date without notice to you, until [extensiteite], unless the Office of Thrift
Supervision approves a later date. If the offeantends beyond , we will be required to resolicit subscribers ®aling them an

opportunity to modify, cancel or maintain theircktmrders, before proceeding with the offering. ésslwe receive an affirmative response
from an investor in a designated period of timefuadds delivered to us to purchase shares of comstack in the offering will be returned
promptly to the subscriber, with interest at Lak®® Savings’ passbook savings rate, and depaziuat withdrawal authorizations will be
cancelled. In no event may we extend the offerieygpind

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 1,912,868res of common stock in the subscription offenmg may take several steps in order
to sell the minimum number of shares of commonksincthe offering range.

Specifically, we may do one or a combination of fibleowing:
* make shares available to the public in a commuofigring;

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

» seek regulatory approval to extend the offeringonelythe [extension date] expiration date, provithed any such extension will
require us to resolicit subscriptions receivechim offering. If you do not respond, we will cangelr stock order and return your
subscription funds, with interest, and cancel amparization to withdraw funds from your depositagnts for the purchase of
shares of common stoc

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 stoltkisdhe offering will be mailed to the persongitied to the certificates at the
certificate registration address noted by themhenstock order form as soon as practicable follgwionsummation of the offering and rec
of 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 whicheth ordered, even though the common stock will havgegun trading.

Market for Common Stock

We have applied to have our common stock quotetti®@Nasdaq National Market under the trading syrib®BK.” Ryan Beck & Co.
Inc. currently intends to become a market makewuincommon stock, but is under no obligation tesdpand will assist us in obtaining
additional market makers. After shares of the comstock begin trading, you may contact a firm affgrinvestment services 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 tdribsite 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¢ $ 25,87¢
Less: offering expenst 1,392 1,45:
Net offering proceed 17,73 24,42:
Less:
Proceeds contributed to Lake Shore Sav 8,861 12,21
Proceeds used for loan to the employee stock owipeptan 1,59¢ 2,16z
Proceeds to Lake Shore, Mt 10C 10C
Proceeds remaining for Lake Shore Banc $ 7,16¢ $ 9,94¢

We may use the portion of the net proceeds thalaveot contribute to Lake Shore Savings to, amdhgrahings, invest in securities,
pay cash dividends or repurchase shares of comtonok, subject to regulatory restrictions or forertigeneral corporate purposes. Lake S
Savings may use the portion of the proceeds thatéives to fund new loans, open or acquire nandires, invest in securities, expand its
business activities or for other general corpopatposes. We may also use the proceeds of theraffeer diversify our business and acquire
other companies, although we have no such spetéits this time.

Due to the difficult economic environment in ournket area, it may take a significant amount of tiioreus to deploy the offering
proceeds to our best advantage. For example, dagettse competition and market rates, our borraleenand may be limited. We plan to
initially apply the net proceeds we receive frona tffering to qualified investments in accordandtawur investment policy. It is expected
that the investments will include asset-backed siges, collateralized mortgage obligations, andtgage-back securities with terms that will
range from one to four years in average lives aatlurities up to ten years.

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

Our directors and executive officers, together \litsir associates, are expected to subscribe {608%hares, which represents 3.8% of
the shares that would be sold in the offering aB@clof the total shares to be outstanding at tlpaint of the offering range, plus shares
issued to our charitable foundation. Directors exelcutive officers will pay $10.00 per share, a$evieryone else who purchases shares in
the offering.

Lake Shore Bancorp’s Dividend Policy

After the reorganization, we intend to adopt agobf paying regular cash dividends, but have motdecided on the amount or
frequency of payments or when payments, if any, begin. Based upon our estimate of offering expeasel other assumptions described in
“Pro Forma Data,” we expect to have between $17llilbomand $24.4 million in net proceeds, at thenimium and the maximum of the
offering, respectively, that, subject to annuahé&ggs and expenses, we could potentially use tadpagiends.
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Possible Conversion of Lake Shore, MHC to Stock Fan

In the future, Lake Shore, MHC may convert from tietual (meaning no stockholders) to capital sfock of organization (fully-
owned by stockholders), in a transaction commonigwkn as a “second-step conversion.” In a secorlesiaversion, members of Lake
Shore, MHC (eligible depositors of Lake Shore Sgsjrwould have subscription rights to purchase comstock of Lake Shore Bancorp, or
its successor, and our public stockholders wouldriiled to exchange their shares of common stmcin equal percentage of shares of the
stock holding company resulting from the conversibims percentage may be adjusted to reflect asgta®wned by Lake Shore, MHC. As a
result of the second-step conversion, Lake SholCMould cease to exist and our public stockholdersld own approximately the same
percentage of Lake Shore Bancorp as they owned dfiatedy prior to the second-step conversion. Assault of a secondtep transaction, ol
stock’s liquidity would increase and we would hadglitional capital that could be used to facilitatsiness growth. In addition, as a fully-
converted stock holding company, we would havetgreexibility in structuring mergers and acquisits. A second-step conversion would
also eliminate the anti-takeover effect inhererthimmmutual holding company structure because Siia@e, MHC would no longer have
voting control since it would no longer exist.

The Board of Directors of Lake Shore, MHC has noent plan to undertake a second-step conversamsaction. Any second-step
conversion transaction would require the appro¥élotders of a majority of the outstanding sharesuwy common stock (excluding shares
held by Lake Shore, MHC) and approval of a majarityhe votes held by depositors of Lake Shore i&gsvi

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

Federal regulations, as well as provisions conthinghe charter and bylaws of Lake Shore Savireggrict the ability of any person,
firm or entity to acquire Lake Shore Bancorp, L&t®re Savings, or their respective capital stotles€ restrictions include the requirement
that a potential acquirer of common stock obtagghor approval of the Office of Thrift Supervisibefore acquiring in excess of 10% of the
outstanding capital stock of Lake Shore Bancorpaie Shore Savings. Because a majority of our anthg shares of common stock must
be owned by Lake Shore, MHC, any acquisition ofé &kore Bancorp must be approved by Lake Shore, MHELake Shore, MHC wou
not be required to pursue or approve a sale of [Silare Bancorp even if such a sale were favoreal fogjority of our public stockholders.

Stock Information Center

If you have any questions regarding the offeringherreorganization, please call the Stock Inforome€enter at (800) 806-8430. You
may also visit our Stock Information Center, whishocated at our administrative office (not ourimidanking office). The Stock Informatic
Center is located at 31 East Fourth Street, Dunklgw York. This is the only location that will agut stock order forms and have supplies of
offering materials. The Stock Information Centeofen Monday through Friday, except for bank helgdrom 10:00 a.m. to 4:00 p.m.,
Eastern Time.
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RISK FACTORS

You should consider carefully the following rislctars before deciding whether to invest in our canmtock. Our business could be harr
by any of these risks. In assessing these riskskould also refer to the other information corgdim this prospectus, including our finant
statements and related notes.

Risks Related To Our Business

We Have Recently Opened New Branches And Expect To Open Additional New Branches In The Near Future. Opening New
Branches Reduces Our Short-Term Profitability Due To One-time Fixed Expenses Coupled With Low Levels Of Income Earned By The
Branches Until Their Customer Bases Are Built. We opened two new branches in Orchard Park andAfalerst, New York in 2003 and
one more in Hamburg, New York in December 2005.iltend to continue to expand through de novo bremgcihe expense associated
with building and staffing new branches will sigo#ntly increase our noninterest expense, with amation and occupancy costs
constituting the largest amount of increased chsisses are expected from the proposed new brandofe time as the expenses associatec
with it are largely fixed and is typically greatban the income earned as a branch builds up $tecer base. Our management has projected
that it will take approximately 36 to 48 months fbe Hamburg branch to become profitable. The brave opened in East Amherst in 2003
is not yet profitable. We expect it to be profigbly the end of 2006. All of our other full-servisanches are individually profitable. There
can be no assurance that our branch expansioagtraill result in increased earnings, or thatiit vesult in increased earnings within a
reasonable period of time. We expect that the sscokour branching strategy will depend largelyttmnability of our staff to market the
deposit and loan products offered by us. Dependpun locating acceptable sites, we anticipate eeone or two branches in each of the
next several years.

Our Loan Portfolio Includes Loans With A Higher Risk Of Loss. We originate commercial mortgage loans, commetoaais,
consumer loans, and residential mortgage loansapfimwithin our market area. Commercial mortgagemmercial, and consumer loans n
expose a lender to greater credit risk than loansred by residential real estate because tha@allasecuring these loans may not be sold as
easily as residential real estate. In addition, mential real estate and commercial business loaysaiso involve relatively large loan
balances to individual borrowers or groups of baets. These loans also have greater credit rigkibsidential real estate for the following
reasons:

» Commercial Mortgage LoanRepayment is dependent upon income being gendratedounts sufficient to cover operating
expenses and debt servi

e Commercial LoansRepayment is generally dependent upon the suc¢egsdtation of the borrower’s business.

» Consumer LoangConsumer loans (such as personal lines of crediy) on may not be collateralized with assets thavipe an
adequate source of payment of the loan due to diepign, damage, or los

Any downturn in the real estate market or localreeny could adversely affect the value of the proegisecuring the loans or revenues
from the borrower’s business thereby increasingigieof non-performing loans. At this time, howewihere is no downturn in the local
economy or real estate market and we are not as¥aney adverse effects in property values or bissireclines as a result of the local
economy.
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If Our Allowance For Loan Losses s Not Sufficient To Cover Actual Loan Losses, Our Earnings Could Decrease. Our loan custome
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 experisiggéficant loan losses, which could have a matexilverse effect on our operating
results.

Material additions to our allowance for loan losats® would materially decrease our net income,thaatharge-off of loans may cause
us to increase the allowance. We make various gssums and judgments about the collectibility of taan portfolio, including the
creditworthiness of our borrowers and the valuthefreal estate and other assets serving as call&ie the repayment of many of our loans.
We rely on our loan quality reviews, our experiennd our evaluation of economic conditions, amathgiofactors, in determining the
amount of the allowance for loan losses. If ounagsions prove to be incorrect, our allowance faml losses may not be sufficient to cover
losses inherent in our loan portfolio, resultingatditions to our allowance.

The high percentage of traditional real estatedaarour loan portfolio has been one of the magaificant factors we have taken into
account in evaluating our allowance for loan loss®s provision for loan losses. If we were to fartmcrease the amount of loans in our
portfolio other than traditional real estate loams,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 fonllmsses or recognize further loan charge-
offs, which may have a material adverse effectuwnfionancial condition and results of operationse Bélieve 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 Profitability. Making loans secured by real estate, including torur family
and commercial real estate, is our primary busiaessprimary source of revenue. If customer denfanceal estate loans decreases, our
profits may decrease because our alternative imesgs, primarily securities, generally earn les®ime than real estate loans. Customer
demand for loans secured by real estate couldcheeel due to weaker economic conditions, an inereesnemployment, a decrease in real
estate values or an increase in interest rateseX@mple, customer demand for loans secured bystate has decreased in our market ar
a result of interest rate increases during 20042005,

We Depend On Our Executive Officers And Key Personnel To I mplement Our Business Strategy And Could Be Harmed By The Loss
Of Their Services. We believe that our growth and future successdefiend in large part upon the skills of our manag@rtream. The
competition for qualified personnel in the finari@arvices industry is intense, and the loss ofkayrpersonnel or an inability to continue to
attract, retain and motivate key personnel coulceegkly affect our business. We cannot assurehetunte will be able to retain our existing
key personnel or attract additional qualified parsa. Although we have an employment agreement auithPresident and Chief Executive
Officer that contains a non-compete provision,|ltss of the services of one or more of our exeeubifficers and key personnel could impair
our ability to continue to develop our businesatsiy.

The Implementation Of Stock-Based Benefits Will I ncrease Our Future Compensation Expense And Reduce Our Earnings, And May
Dilute Your Ownership Interest In Lake Shore Bancorp. We intend to adopt a stock option plan that withpde for grants to eligible
officers, directors and employees of options tachase common stock of up to 4.90% of the sharesrmafmon stock outstanding after the
offering (including shares issued to the Lake Sit@inaritable Foundation). We also intend to adapieaagement recognition plan that will
provide for awards of common stock to eligible offis, directors and employees of up to 1.96% o$ltaees of common stock outstanding
after the offering (including shares issued to Thke Shore Charitable Foundation). We will fundshg@lans through either open market
purchases, if permitted, or from the issuance tiaized but unissued
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shares. These plans will increase our future aafstsmpensating our officers and directors, thensgicing our earnings. In addition,
stockholders will experience a 1.9% reduction dutatin in ownership interest in the event newlydisd shares are used to fund restricted
stock awards and a 4.7% reduction or dilution imekghip interest in the event newly-issued shaesiged to fund the stock options.

After The Offering, Our Return On Equity Will Be Low Compared To Other Companies. This Could Hurt The Price Of Your
Common Stock. We will not be able to immediately deploy all obthew capital generated from this offering intohkjgelding earning asse
and due to the difficult economic environment im market area, deployment of the new capital mkg tasignificant amount of time. For
example, due to intense competition and markes rater borrower demand may be limited. Our abtlitjeverage our new capital profitably
will be significantly affected by industry compétit for loans and deposits. Initially, we intendrgest the net proceeds in short-term
investments and mortgage-backed securities, whealemlly have lower yields than loans. This widwee our return on average equity to a
level that will be lower than our historical ratios
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Our Ability To Grow May Be Limited If We Cannot Make Acquisitions. In an effort to fully deploy the capital we raisethe offering,
we intend to seek to expand our banking franclimgernally and by acquiring other financial institins or branches and other financial
services providers. However, we have no specifinpfor expansion or acquisitions at this time. &hility to grow through selective
acquisitions of other financial institutions or bches will depend on successfully identifying, adgg and integrating those institutions or
branches. We cannot assure you that we will betaldenerate internal growth or identify attractaaguisition candidates, make acquisitions
on favorable terms or successfully integrate ampaed institutions or branches.

Risks Related To The Offering

There Can Be No Assurance Of An Active And Liquid Market For Our Common Stock. As a mutual institution, Lake Shore Savings
has never issued capital stock. We have appliecfat expect to receive, approval to have Lake&Bancorps common stock quoted on
Nasdaq National Market under the sym“LSBK” subject to the completion of the reorganization effiering and compliance with the initi
listing qualifications. An active trading marketpgads on the existence of willing buyers and sgllégre presence of which is not within our
control. The number of active buyers and sellethefcommon stock at any particular time may bétdich Under such circumstances, you
could have difficulty selling your shares on shustice and, therefore, you should not view the camistock as a short-term investment. We
cannot assure you of an active trading marketfercommon stock. Nor can we assure you that, ifproaghase shares, you will be able to
them at or above $10.00 per share, or at all.

Our Management Will Have Substantial Discretion Over | nvestment Of The Offering Proceeds And May Make | nvestments With
Which You Disagree. The net offering proceeds are estimated to raraye $17.7 million to $24.4 million at the minimumdathe maximum
of the offering range, respectively, and managenmtands to use these funds for general businag®opes, giving management substantial
discretion over their investment. You may disagwite investments that management makes.“S¢ew We Intend to Use the Proceeds From
the Offering.”

Our Charter, Bylaws And Certain Laws And Regulations May Prevent Transactions You Might Favor, Including A Sale Or Merger
Of Lake Shore Bancorp. Provisions of our Charter and Bylaws, federal ratiahs and various other factors may make it mdfedt 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 examplaeatial buyer could offer a premium
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over the then prevailing price of our common stddhke factors that may discourage takeover attepmtsake them more difficult include:

» Office of Thrift Supervision regulation©ffice of Thrift Supervision regulations prohibior three years following the completion
of a mutual-to-stock conversion, the offer to acguir the acquisition of more than 10% of any clafssquity security of a
converted institution without the prior approvaltbé Office of Thrift Supervision. In addition, tiffice of Thrift Supervision has
required, as a condition to approval of the coneerghat Lake Shore Savings maintain a federdt tarter for a period of three
years.

* Charter, Bylaws and statutory provisionBrovisions of our Charter and Bylaws and of Fedemw may make it more difficult and
expensive to pursue a takeover attempt that manamgespposes. These provisions also make more uliftivte removal of our
current directors or management, or the electiamef directors. These provisions inclu

. limitations on voting rights of the beneficial owsef more than 10% of our common stock;

. supermajority voting requirements for certain bassicombinations and changes to certain provisibaar Charter and
Bylaws;

. the election of directors to staggered terms dddhyears; and

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

Risks Related to the Formation of Our Charitable Faindation

The Contribution To The Lake Shore Charitable Foundation Will Hurt Our Profits For Fiscal Year 2006 And Dilute Your Ownership
Interest. We intend to contribute 2% of the shares of ourmam stock issued in the reorganization to The LStkere Charitable Foundation.
This contribution will be an additional operatingpense and will reduce net income during the figeal in which The Lake Shore Charita
Foundation is established, which is expected tthbg/ear ending December 31, 2006. Based on theapra assumptions, the contributior
The Lake Shore Charitable Foundation would redetesarnings by $615,000 at the midpoint of theroftg after tax, in fiscal year 2006. In
addition, purchasers of shares in the offering dle their ownership and voting interests diluigdip to 4.3% at the close of the offering
when we contribute the shares of our common sdke Lake Shore Charitable Foundation. For a &urtliscussion regarding the effect of
the contribution to the charitable foundation, $&o Forma Data”and“Comparison of Valuation and Pro Forma Informatidvith and
Without Charitable Foundatiori.

Our Contribution To The Lake Shore Charitable Foundation May Not Be Tax Deductible, Which Could Hurt Our Profits. We believe
that our contribution to The Lake Shore Charitdibdendation, valued at $1.0 million at the midpaifthe offering, pre-tax, will be
deductible for federal income tax purposes. Howewerdo not have any assurance that the Internsdiiee Service will grant tax-exempt
status to the charitable foundation. If the conitiifn is not deductible, we would not receive aawy benefit from the contribution. In additic
even if the contribution is tax deductible, we nmay have sufficient profits to be able to use thduttion fully.
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Risks Related To The Banking Industry

Competition In Our Primary Market Area May Reduce Our Ability To Attract And Retain Deposits And Originate Loans. We operate
in a competitive market for both attracting depmsithich is our primary source of funds, and oigimg loans. Historically, our most direct
competition for savings deposits has come fromitrtgdons, community banks, large commercial baark@ thrift institutions in our primary
market area. Particularly in times of extremely lomextremely high interest rates, we have facelitiatial significant competition for
investors’ funds from brokerage firms and othen8i short-term money market securities and corposatli government securities. Our
competition for loans comes principally from mogebrokers, commercial banks, other thrift insigiog, and insurance companies. Such
competition for the origination of loans may liroitir future growth and earnings prospects. Compatior loan originations and deposits
may limit our future growth and earnings prospects.

Changes I n I nterest Rates Could Adversely Affect Our Results Of Operations And Financial Condition. Our results of operations and
financial condition are significantly affected byanges in interest rates. Our results of operatiepend substantially on our net interest
income, which is the difference between the intdreome earned on our interest-earning assetshanititerest expense paid on our interest-
bearing liabilities. Increases in interest ratey hacrease loan demand and make it more diffioulbbrrowers to repay adjustable rate loans.

We also are subject to reinvestment risk associaitdchanges in interest rates. Changes in inteatss may affect the average life of
loans and mortgage-related securities. Decreadageirest rates can result in increased prepaynudiégins and mortgage-related securities,
as borrowers refinance to reduce borrowing costslddthese circumstances, we are subject to rémeas risk to the extent that we are
unable to reinvest the cash received from suchgyrepnts at rates that are comparable to the rategisting loans and securities.

Our earnings may be adversely impacted by an isergainterest rates because the majority of derést-earning assets are long-term,
fixed rate mortgage-related assets that will nptice as long-term interest rates increase whiteagority of our interest-bearing liabilities are
expected to reprice as interest rates increaseefdre, in an increasing interest rate environmemt,cost of funds is expected to increase
more rapidly than the yields earned on our loartfplim and securities portfolio. An increasing ratevironment is expected to cause a
narrowing of our net interest rate spread and aedse in our net interest income.
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FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statememitsch can be identified by the use of such waslestimate, project, believe,
intend, anticipate, plan, seek, expect and sire@ressions. These forward-looking statements declu

statements of our goals, intentions and expectstion
statements regarding our business, plans, prospgotsth and operating strategies;
statements regarding the asset quality of our és@hinvestment portfolios; and

estimates of our risks and future costs and bemnefit

These forward-looking statements are subject toifsdgnt risks, assumptions and uncertainties udiclg, among other things, the
following important factors that could affect thet@al outcome of future events:

significantly increased competition among depogitond other financial institutions;

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

adverse changes in the securities markets;

legislative or regulatory changes that adversdlycabur business;

our ability to enter new markets successfully aietadvantage of growth opportunities;

changes in consumer spending, borrowing and satialiss;

changes in accounting policies and practices, gshmadopted by the bank regulatory agencies anéittancial Accounting
Standards Board; ar

changes in our organization, compensation and bigrefs.

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

The summary information presented below at DecerBbgP004 and 2003 and for the years ended Decedibh@004, 2003 and 2002
is derived in part from and should be read in codiion with the financial statements of Lake Sh8awings and the notes thereto presented
elsewhere in this prospectus. The information ateb#ber 31, 2002, 2001 and 2000 and for the yeasdeDecember 31, 2001 and 2000 is
derived from the audited financial statements déd_&hore Savings which are not included herewitte ifformation at September 30, 2005
and for the nine months ended September 30, 20002@0¢ is derived from unaudited financial dataibuthe opinion of management,
reflects all adjustments necessary for a fair pried®n of the results for such periods. All sudjuatments are of a normal and recurring
nature. The results for the nine-month period erféigatember 30, 2005 are not necessarily indicafiviee results that may be expected for
the entire year.

At September 30
At December 31,

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 202,41° 199,52¢ 187,13t 156,74( 144,60( 128,99:
Securities available for sa 96,42( 99,17( 83,027 52,22t 41,93¢ 46,89:
Securities held to maturil 2,29¢ 2,35¢ 371 76E 1,11¢ 1,432
Federal Home Loan Bank sto 2,50¢ 2,70¢ 2,167 1,42( 1,162 1,03¢
Total cash and cash equivale 15,48: 11,577 16,75: 16,23¢ 14,26¢ 13,41°¢
Total deposit: 251,57¢ 24355. 230,49 195,09: 182,06t 172,06:
Shor-term borrowings 9,42¢ 11,72¢ 11,80( 4,00t 1,11¢ 475
Long-term debr 40,66( 42,26( 31,53t 11,53¢ 5,54( 6,66¢
Total equity 27,73: 26,91* 24,947 23,94 21,70t 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 assel 1,19t 934 1,53¢ 1,52¢ 1,51(C 891

For the nine months For the year

ended September 30, ended December 31,

2005 2004 2004 2003 2002 2001 2000

(Unaudited) (Dollars in thousands)

Selected operating data
Interest incom $11,84¢ $10,87t $14,74¢ $12,78( $13,18: $14,21¢ $13,86:
Interest expens 4,651 3,90 5,332 4,694 4,94¢ 7,05 6,86(
Net interest incom 7,19t 6,972 9,412 8,08¢ 8,23¢ 7,16% 7,00z
Provision for loan losse 20 207 267 34kt 36C 32t 201
Net interest income after provision for loan los 7,17¢ 6,76t 9,14t 7,741 7,87¢ 6,837 6,801
Total nor-interest incomt 1,401 1,37¢ 1,87¢ 1,72¢ 1,64¢ 1,82( 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: 872 687 90z 744 1,08t 1,01¢ 89¢
Net income $157¢ $ 1591 $2,17¢ $ 1507 $ 2,23¢ $2,06c $ 1,792
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Selected financial ratios and other data(1

Performance ratios:
Return on average ass
Return on average equi
Interest rate spread(
Net interest margin(:

Efficiency ratio(4)

Non interest expense to average total as

Average interest-earning assets to average intbesstng
liabilities

Capital ratios:

Total risk-based capital to risk weighted ass

Tier 1 risk-based capital to risk weighted ass

Tangible capital to tangible ass

Tier 1 leverage (core) capital to adjustable talegisset:

Equity to total asse!

Asset quality ratios:

Non-performing loans as a percent of loi
Non-performing assets as a percent of total a:
Allowance for loan losses as a percent of totaloeats

Allowance for loan losses as a percent of-performing loan:

Other data:
Number of full service office

(1) Nine-month ratios have been annualiz

For the
nine months ended
September 30,

For the year ended

December 31,

2005 2004 2004 2003 2002 2001 2000
0.64% 0.67% 0.68% 0.58% 1.0(% 0.9¢% 0.92%
7.62% 8.32% 8.45% 6.24% 997 10.3% 10.92%
2.95% 3.05% 3.05% 3.1&% 3.6&% 3.28% 3.58%
3.1(% 3.14% 3.15% 3.32% 3.95% 3.7(% 3.91%

71.3(% 70.2% 70.32% 73.52% 62.7% 62.0% 65.3%%
2.41% 2.41% 2.4&% 2.7¢% 2.71% 2.61% 2.8(%

107.3¢% 106.09% 106.3% 107.4% 111.2% 112.4(% 108.6%

16.74% 16.0% 16.3% 16.3%% 1841% 17.8% 15.5%

15.71% 14.82% 15.1&% 15.1% 17.1(% 16.7% 14.41%
8.32% 7.74% 7.9¢% 7.91% 9.56% 9.55% 9.12%
8.32% 7.74% 7.9% 7.91% 9.5% 9.55% 9.12%
8.3(% 7.9%% 8.1% 8.22% 10.06% 10.1/% 9.62%
0.4<% 0.54% 0.4(% 0.5¢% 0.9(% 0.97% 0.68%
0.3¢% 0.3%% 0.28% 0.5(% 0.64% 0.71% 0.44%
0.65% 0.71% 0.65% 0.6% 0.7&% 0.64% 0.62%

126.5% 131.8% 162.69% 1229% 86.4% 65.91% 90.5%
7 7 7 7 5 5 5

(2) Represents the difference between the weiginedage yield on interest-earning assets and tighteel-average cost of interdstaring

liabilities for the period

(3) The net interest margin represents the net int@resine as a percent of average int-earning assets for the peric
(4) The efficiency ratio represents r-interest expense divided by the sum of net inténestme and nc-interest income
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RECENT DEVELOPMENTS

The summary information presented below at orlieryear ended December 31, 2004 is derived infigemt and should be read in
conjunction with the financial statements of Lake& Savings and the notes thereto presented adsewhthis prospectus. The information
at December 31, 2005 is derived from preliminargudited financial data since the 2005 annual firdrstatements have not yet been
completed. But, in the opinion of management, ithfiermation reflects all adjustments necessaryaféair presentation of the results for such
periods. All such adjustments are of a normal aediring nature.

At December 31,

2005 2004
Selected financial condition data: (Unaudited) (Dollars in thousands)

Total asset $ 333,73 $ 329,84:
Loans, ne 206,16¢ 199,52!
Securities available for sa 94,08: 99,17(
Securities held to maturi 2,27¢ 2,35¢
Federal Home Loan Bank sto 2,71¢ 2,70¢
Total cash and cash equivale 12,05: 11,577
Total deposit: 250,89( 243,55:
Shor-term borrowings 11,20¢ 11,72¢
Long-term debt 37,48( 42,26(
Total equity 28,00: 26,91¢
Allowance for loan losse 1,23 1,28¢
Non-performing loan: 1,361 792
Non-performing assel 1,50 934

For the year

ended December 31,

2005 2004
Selected operating data: (Unaudited) (Dollars in thousands)

Interest incomt $ 15,95¢ $ 14,74
Interest expens 6,42¢ 5,332
Net interest incom 9,53( 9,414
Provision for loan losse 20 267
Net interest income after provision for loan los 9,51( 9,14
Total nor-interest incomt 1,841 1,87¢
Total nor-interest expens 8,34z 7,93¢
Income before income tax 3,01t 3,081
Income taxe: 95z 90z
Net income $ 2,06: $ 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 0.63% 0.6&%
Return on average equi 7.41% 8.45%
Interest rate spread( 2.99% 3.05%
Net interest margin(Z 3.0¢% 3.15%
Efficiency ratio(3) 73.32% 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 17.0€% 16.3/%
Tier 1 risk-based capital to risk weighted ass 16.0(% 15.1&%
Tangible capital to tangible ass 8.41% 7.9%%
Tier 1 leverage (core) capital to adjustable talegidsset: 8.41% 7.9%%
Equity to total asse! 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: 0.45% 0.2&%
Allowance for loan losses as a percent of totaloeats 0.6(% 0.65%
Allowance for loan losses as a percent of-performing loan: 90.5%  162.6%
Other data:
Number of full service office 8 7

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

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

The following table provides information with regpéo our non-performing assets at the dates itelicdVe did not have any troubled
debt restructurings at the dates presented.

At December 31 At September 30 At December 31

2005 2005 2004

(Dollars in thousands)

Loans past due 90 days or more but still accr $ 92¢ $ 617 $ 65C
Nonaccrual loan 433 384 14z
Total nonperforming loan $ 1,361 $ 1,001 $ 792
Foreclosed real esta 142 194 14z
Total nonperforming asse $ 1,50¢ $ 1,19¢ $ 934
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Comparison of Financial Condition at December 31, @05 and December 31, 2004

Total assets at December 31, 2005 were $333.7omiléin increase of $3.9 million from $329.8 millianDecember 31, 2004. The
increase in total assets is predominantly the regan increase in loans receivable and premisdsgquipment, offset by a decrease in
investment securities.

Our cash and cash equivalents increased by $4760RI2.1 million at December 31, 2005, from $1lrhiflion at December 31, 2004.
This is due to an increase of $3.7 million in casld due from banks from $7.2 million at December2D4 to $10.9 million at December
2005, offset by a decrease in our Federal funds&o$2.0 million and a decrease in interest bepdi@posits of $1.2 million. All of our cash
and cash equivalent balances reflect our liquidiéumtil they are deployed into lending or invegitreecurities.

Investment securities decreased by $5.2 millio9®.1 million at December 31, 2005 from $104.2 imnllat December 31, 2004. More
specifically, investment securities available falesdecreased by $5.1 million to $94.1 million &Bmber 31, 2005 as compared to $99.2
million at December 31, 2004. The decrease ishattiable to the proceeds from investment payoffadased to paydown our borrowings at
the Federal Home Loan Bank of New York, insteabahg reinvested.

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 $6.mmib a total of $148.2 million at December 3008 in comparison to $142.2 million at
December 31, 2004. Commercial real estate loamsased by $1.5 million from December 31, 2004 todbeber 31, 2005 while home eqt
loans increased by $182,000. Mortgage loans andneooial real estate loans represented 71.9% afd, 8€spectively, of the loan portfolio
at December 31, 2005. Deferred loan fees increlag&275,000 from $891,000 at December 31, 200412 fillion at December 31, 2005
due to an increase in our loan volume. The allowdocloan losses decreased slightly by $56,000hduhe period from December 31, 2004
to December 31, 2005. The remainder of the podfotinsists of commercial, consumer and construdbians.

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

Our borrowings, consisting of advances from thedfaidHome Loan Bank of New York, decreased by $&ilBon from $54.0 million
at December 31, 2004 to $48.7 million at Decemie2B05. We have used these funds as a souraguadity for loans and investment
securities. The use of such funds has been paatiguinportant to our management of our interet risk as we have been able to lock in
longer-term rates with such borrowings.

Total equity increased by $1.1 million from $26.8lion at December 31, 2004 to $28.0 million at Beder 31, 2005. The increase in
total equity was primarily due to net income ofillion for the year ended December 31, 2005etffsy changes in the mark-to-market
value of our available for sale investment seasifor the year ended December 31, 2005.
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Comparison of Results of Operations for the Years Bded December 31, 2005 and 2004

General. Net income was $2.1 million for the year ended Dawer 31, 2005, a decrease of $117,000 or 5.4%, amdpvith net incon
of $2.2 million for the year ended December 31,200

Net Interest Income. Net interest income increased by $118,000, or 1t8%9.5 million for the year ended December 3D528s
compared to $9.4 million for the year ended DecarBlie 2004. This increase reflects increased istéeneome of $1.2 million for the year
ended December 31, 2005, partially offset by aneiase 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 30420 $15.9
million for the year ended December 31, 2005. Agpnately $691,000 of this increase was attributablan increase in interest on loans, the
average balance of which increased by $7.2 mitheer the year and had an average yield of 5.88200% as compared to an average yield
of 5.74% in the prior year. $480,000 of the inceeams attributable to an increase from interesheestment securities, the average balance
of which increased by $5.5 million over the yead &ad an average yield of 3.96% in 2005 as comparad average yield of 3.69% in the
prior year.

Interest Expense. Interest expense increased by $1.1 million, or 0 Hom $5.3 million for the year ended DecemberZ104 to $6.4
million for the year ended December 31, 2005. Tieréest paid on deposits increased by $842,000 $mmillion for the year ended
December 31, 2004 to $4.5 million for the year ehDecember 31, 2005. This was due to an increatesinverage yield paid on interest-
bearing deposits over the year of 0.58% and arase in the average balance of interest-bearingsisf $5.2 million over the year. The
interest expense related to advances from the &eldeme Loan Bank of New York increased by $231,06th $1.6 million for the year
ended December 31, 2004 to $1.8 million for the yemled December 31, 2005 due to increased borgsveinthe beginning of 2005.

Provision for Loan Losses. For the year ended December 31, 2005, the provisioiean losses was $20,000, a decrease as codjmare
the provision for loan losses for the prior yeaichhwas $267,000. Despite increasing growth inloan portfolio and an increase in the
percent of nonperforming loans to total net loaves were able to decrease the provision for loasel®dased on the quality of our loan
portfolio and the adequacy of reserves alreadyadogn

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 prolnabledd credit losses in the loan portfolio. Theoant of the allowance is based on
estimates and the ultimate losses may vary frorh sgtimates as more information becomes availatleter events occur. Management
assesses the allowance for loan losses on a dudrésis and makes provisions for loan losses dieioto maintain the adequacy of the
allowance.

Non-interest Income. For the year ended December 31, 2005, non-interesine, which is a total of service charges and,faet gains
or losses on sales of available-for-sale securtiesloans, as well as other income, not includitgrest and dividends, totaled $1.8 million,
which was a decrease of $28,000 in comparisongethresponding period in the prior year.

Non-interest Expense. Non-interest expense increased $403,000 from $il@mor the year ended December 31, 2004 to $8ilon
for the year ended December 31, 2005. Naearest expense includes the expense of salartesmployee benefits, occupancy and equipr
costs, data processing and other items not retatedpenses on deposits or borrowings. The incri@asen-interest expense was attributable
in large part to a loss expense recorded as a @fsallcheck kiting matter involving one of our tursers. The total loss recorded was
$188,000. This situation is an isolated incidenir @dvertising expenditures increased $107,0085at%, and our professional service
expenditures increased $95,000, or 23.2%. Advegiskpense increased due to continuing effort®taim name recognition in the Erie
County, New York market area, where we have op#mes: branches in the last two years. Professieraice expenditures increased as a
result of outsourcing our back-office check proaeg®perations to a third-party processor durin@20rhese increases were offset by a
decrease in salaries and employee benefits exjpéi$86,000, or 2.2%. The decrease in salaries eployee benefits was due to a new
health care plan that was introduced to our em@sykiring 2005.
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Income Tax Expense. Income tax expense increased by $51,000 from $00Zdr the year ended December 31, 2004 to $953(@00
the year ended December 31, 2005. The increaaagisly attributed to a decrease in our deferredsax $48,000.
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HOW WE INTEND TO USE THE PROCEEDS FROM THE OFFERING

The net proceeds will depend on the total numbshafes of common stock sold in the offering, whidhin turn depend on RP
Financial’s appraisal, regulatory and market comisitions, and the expenses incurred in connectidmnthe reorganization and offering.
Although we will not be able to determine the athet proceeds from the sale of the common stotkwa complete the offering, we
estimate the net proceeds to be between $17.omdind $24.4 million, or $28.3 million if the offieg is increased by 15%.

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

2,975,625 Shares at

1,912,500 Shares at 2,250,000 Shares at 2,587,500 Shares at $10.00 per Share
$10.00 per Share $10.00 per Share $10.00 per Share at Adjusted
at Minimum of at 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 expenses and
expense: 217 247 27¢ 314
Other estimated offering expen: 1,17t 1,17¢ 1,17¢ 1,17¢
Total estimated offering expens 1,392 1,422 1,45:% 1,48¢
Net offering proceed 17,73:  100.(% 21,07¢ 100.(% 24,42: 100.% 28,267 100.(%
Less:
Proceeds contributed to Lake Shore Sav 8,86 50.(% 10,53¢ 50.C% 12,21: 50.C% 14,13 50.(%
Proceeds used for loan to employee stock
ownership plar 1,59¢ 9.C% 1,88( 8.€% 2,16z 8.€% 2,48¢ 8.8%
Proceeds used to capitalize Lake Shore, N 10C 0.6% 10C 0.5% 10C 0.4% 10C 0.4%
Proceeds retained by Lake Shore Ban« $ 7,16¢ 40.% $ 8,55¢ 40.6% $ 9,94¢ 40.7% $11,54° 40.6%

The net proceeds may vary because total expensdiagdo the reorganization and offering may beenar less than our estimates. For
example, our expenses would increase if a syndiaaienmunity offering is used to sell shares nothased in the subscription offering and
community offering. The net proceeds will also védrthe number of shares to be sold in the offeang adjusted to reflect a change in the
estimated pro forma market value of Lake Shore BgmdPayments for shares made through withdrawaie &xisting deposit accounts will
not result in the receipt of new funds for investiigut will result in a reduction of Lake Shore B&s’ deposits and interest expense as fi
are transferred from interest bearing certificatedeposit or other deposit accounts.
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How We May Use The Proceeds We Retain From The Offering
Funds raised in the offering will allow us to:
e invest in permissible investment securities;

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

e pay dividends to our stockholders;
* repurchase shares of our common stock;
« fund management and employee stock benefit plamk; a

» have capital for general corporate purposes.

Under current Office of Thrift Supervision reguéats, we may not repurchase shares of our commok dtaing the first year
following the offering, except when extraordinaigcamstances exist and with prior regulatory apptov

The net proceeds raised in the offering will alloske Shore Savings to better serve the needs afaumunity by:
« funding increased residential and commercial legdiarticularly in Erie County, New York;

* potentially expanding the products and servicesiitently offers;

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

» investing in the physical structures of our corpewaffice, branch offices and ATMs.

Due to the difficult economic environment in ournket area, it may take a significant amount of timeeploy the net offering
proceeds to our best advantage. For example, dagettse competition and market rates, our borraleenand may be limited. Initially, both
Lake Shore Bancorp and Lake Shore Savings inteimd/ést the net proceeds from the offering in shent investments and mortgage-
backed and asset-backed securities until these@dsacan be deployed for other purposes discubsee.a

OUR POLICY REGARDING DIVIDENDS

After the reorganization, we intend to pay dividemigpending upon our capital structure, earninggiaancial condition, need for
capital in connection with possible future acqigsis, and other factors, including economic condii, regulatory restrictions, and tax
considerations. No assurances can be given thaligitiends will be paid or that, if paid, will nbe reduced or eliminated in the future.

If we pay dividends, we also will be required tymhvidends to Lake Shore, MHC. Pursuant to Offi€d hrift Supervision regulations,
Lake Shore, MHC may elect to waive the receiptividgnds.
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We anticipate that Lake Shore, MHC will waive rgteaif any dividends that we may pay. Any decisiomvaive dividends will be subject to
regulatory approval. Under Office of Thrift Supesioin regulations, public shareholders would notlihged in a “second-step conversion”
transaction by Lake Shore, MHC as a result of anglends waived by Lake Shore, MHC.

The only funds available for the payment of divideimn our common stock will be cash and cash ebtpritaheld by us, earnings from
the investment of proceeds from the sale of comstock retained by us, dividends paid by Lake SiSareings to us, and borrowings. Lake
Shore Savings will be prohibited from paying cashd#nds to us to the extent that any such paymeotd reduce Lake Shore Savings'’
capital below required capital levels. Seghe Reorganization and Offering—Effects of Conwearsin Depositors, Borrowers and Members—
Effect on Liquidation Right.”

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

Lake Shore Savings' ability to pay dividends wi#l governed by the Home Owners’ Loan Act and theleggns of the Office of Thrift
Supervision. Under such statute and regulatiohgj\atiends by a federal savings bank must be patdf current or retained net profits. In
addition, the prior approval of the Office of Thi8upervision is required for the payment of adwid if the total of all dividends declared by
a federal savings bank in any calendar year woxteed the total of its net profits for the year dimed with its net profits for the two
preceding years, less any required transfers fousior a fund for the retirement of any prefersestk.

MARKET FOR THE COMMON STOCK

We have not previously issued any capital stockthate is no established market for it. We havdiagpo have our common stock
guoted on the Nasdaq National Market under the syfiSBK” subject to completion of the offering, @mn compliance with certain
conditions, including the presence of at leastalegistered market makers. Ryan Beck & Co., imenids to become a market maker in our
common stock following the offering, but is under ebligation to do so. Ryan Beck & Co., Inc. al$ang on assisting us to obtain other
market makers for our common stock. We cannot asguu that other market makers will agree to makeagket in our common stock, or
that if any market develops it can or will be surstd.

The development and maintenance of an active tyadisrket depends on the existence of willing bugeis sellers, the presence of
which is not within our control or that of any matknaker. The number of active buyers and sellettseocommon stock at any particular
time may be limited. Under such circumstances,gauld have difficulty selling your shares on shustice and, therefore, you should not
view the common stock as a short-term investmemt.cCAhnot assure you that an active trading maokeh& common stock will develop or
that, if it develops, it will continue. Nor can vassure you that, if you purchase shares, you wililide to sell them at or above $10.00 per
share. You should have a long-term investment frtgou purchase shares of our common stock andsymuld recognize that there may be
a limited trading market in our common stock.
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REGULATORY CAPITAL COMPLIANCE

At September 30, 2005, Lake Shore Savings exceatlezhulatory capital requirements. Set forth bels a summary of our capital
computed under accounting principles generally pteckin the United States of America (“GAAP”) angr gompliance with regulatory
capital standards at September 30, 2005, on aik@tand pro forma basis under Office of Thriffg@uvision regulations. We have assumed
that the indicated number of shares were sold & pfember 30, 2005 and that Lake Shore Savings/ezt50% of the net proceeds from
offering. For purposes of the table below, the am@xpected to be loaned to the employee stock shipeplan and the cost of shares
expected to be acquired by the management recogmitan and used to fund a stock option plan isidsdl from pro forma regulatory
capital. For a discussion of the capital requirethapplicable to Lake Shore Savings, s&efulation—Regulation of Lake Shore Savings —
Capital Requirement$

Pro Forma at September 30, 2005

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: 8.29% $34,16" 9.9%% $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: 9.15% $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 4.00% 13,71¢ 4.00% 13,77¢ 4.00% 13,83% 4.00% 13,907 4.0(%
Excess $14,45: 4.32% $20,56¢ 6.0(% $21,75! 6.32% $22,93: 6.6% $24,29: 6.9%
Tier 1 Risk Based (£ $27,84¢ 15.71% $34,28: 18.9%6 $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 $20,75¢ 11.71% $27,03: 14909 $28,247 15.52% $29,45¢ 16.1:% $30,85: 16.8(%
Total Risl-Basec $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¢ 8.7/% $21,60¢ 11.9%6 $22,787 12.52% $23,96¢ 13.11% $25,32¢ 13.7%

(1) As adjusted to give effect to an increase earthmber of shares, which could occur due to aase in the estimated price range of up
to 15% as a result of changes in market conditimrgeneral financial and economic conditions foilogthe commencement of the
offering.

(2) Core capital levels are shown as a percenthfjetal assets,” and risk-based capital levelsaaieulated on the basis of a percentage of
“risk-weighted asser” 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 maximurthefoffering range

(4) The current core capital requirement for savingskbas 3% of total adjusted assets for savings $#mkt receive the highest supervis
ratings for safety and soundness and that arexpetriencing or anticipating significant growth. Tetwrrent core capital ratio applicable
to all other savings banks is 4

(5) Assumes net proceeds are invested in assets timaca0% ris-weighting.
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CAPITALIZATION

The following table presents the historical cajtgtion of Lake Shore Savings at September 30, 280& the pro forma capitalization
of Lake Shore Bancorp after giving effect to therganization and offering, based upon the sald@humber of shares shown below and the
other assumptions set forth under “Pro Forma Da&ahange in the number of shares to be sold irotfezing may materially affect our
capitalization.

Pro Forma as of September 30, 2005

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, 20C per share per share per share per 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¢ 9,42t 9,42¢
Long-term debi 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 shares
authorized; shares to be issued as reflecte 0 43 50 58 66
Additional paic-in capital (4). 0 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 foundat — (850) (2,000 (1,150 (1,329
Expense of cash contribution to foundat — 0 0 0 0
Plus:
Tax benefit of contribution to foundatic — 327 38t 442 50¢
Accumulated other comprehensive income (119 (1149 (114 (119 (1149
Less:
Common stock acquired by the employee stock
ownership plan (7 — (1,599 (1,880 (2,162) (2,48¢)
Common stock acquired by the management
recognition plan (8 — (839 (980) (1,127%) (1,296
Total stockholder equity $ 27,73.  $ 43,26.  $ 46,23¢  $ 49,20¢ $ 52,62¢

(1) As adjusted to give effect to an increase erthmber of shares, which could occur due to arase in the offering of up to 15% as a
result of regulatory considerations or changesanket or general financial and economic conditifmiigwing the start of the offering

(2) Does not reflect withdrawals from deposit agasifor the purchase of common stock in the offgrlBuch withdrawals would reduce
pro forma deposits by the amount of such withdray

(3) Reflects the total shares to be outstandirgr #ifie reorganization and offering: 4,250,000 shat¢he minimum of the estimated
valuation range, 5,000,000 shares at the midpsji§0,000 shares at the maximum, and 6,612,508%tabove the maximur

(4) The sum of the par value and additional paidapital equals the net offering proceeds plussdtee of shares contributed to the
charitable foundation less the proceeds contribtdexdpitalize Lake Shore, MHC. No effect has bgieen to the issuance of additional
shares of common stock pursuant to our proposett sation plan intended to be adopted by our Badidirectors and presented for
approval of stockholders at a meeting of the stoliddrs to be held at least six months following ptetion of the offering

(5) The retained earnings of Lake Shore Savings willudgstantially restricted after the offerii

(6) Represents the unrealized gain (loss) on secuclissified as availat-for-sale, net of related taxe

(footnotes continue on next pa
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(7)

(8)

Assumes that the employee stock ownership plachases 8.0% of our shares of common stock sdhki offering plus issued to the
charitable foundation with funds borrowed from Tike loan will be repaid principally from Lake Sh@&avings’ contributions to the
employee stock ownership plan. Since we will firatite employee stock ownership plan debt, this @ébbe eliminated through
consolidation and no liability will be reflected onr consolidated financial statements. Accordingig amount of shares acquired by
the employee stock ownership plan is shown intdti¢e as a reduction of total stockhol¢ equity.

Assumes that, subsequent to the offering, asuatequal to 1.96% of the shares outstanding #feeoffering (including shares issued
to The Lake Shore Charitable Foundation), is pusetidy a management recognition plan through omrkethpurchases 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 to be held at least siths following completion of the offering. The comn stock purchased by the
management recognition plan is reflected as a taduof stockholder 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 $24.4 million, or $28.3 million if the offering nge is increased by 15%, based upon the
following assumptions:

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

» our to-be-formed employee stock ownership plan pulichase 8% of the aggregate of shares of cominok both sold in the
offering and contributed to the charitable founoliatiwith a loan from Lake Shore Bancorp. The lodhhve repaid in substantially
equal principal and interest payments over a pesf@D years

» total expenses of the offering, excluding fees exjknses paid to Ryan Beck & Co., Inc., will beragpmately $1.2 million;
» 89,600 shares of our common stock will be purchdseaur executive officers and directors and timaimediate families; and

» Ryan Beck & Co., Inc. will receive a reorganizatenmd proxy vote and advisory services fee of $5D#Ad 1.0% of the aggregate
dollar amount of our common stock sold in the dffgr excluding shares purchased by the employex stwnership plan, our
officers and directors and their immediate familgmbers

We calculated the pro forma consolidated net incantestockholders’ equity of Lake Shore Bancorptliernine months ended
September 30, 2005 and the year ended Decemb2034, as if the common stock had been sold ateégahing of each such period and the
net proceeds had been invested at 4.01% for teemonths ended September 30, 2005 and 2.75% fgetireended December 31, 2004.
These yields represent the yield on one-year Ur&slury securities at September 30, 2005 and Deare®ib 2004, respectively (which we
consider to more accurately reflect the pro formestment rate than an arithmetic average methbghhof current market interest rates).
This rate is used because we believe it refle@yidld that we will receive on the net proceedthefoffering. We assumed a combined
federal and state effective tax rate of 38.5% futhlperiods. This results in annualized after-tieetdg of 2.47% for the nine months ended
September 30, 2005 and 1.69% for the year endedrblser 31, 2004.

We calculated historical and pro forma per sharewarts by dividing historical and pro forma amousitgonsolidated net income and
stockholders’ equity by the indicated number ofreBaf common stock. We adjusted these figuresvi effect to the shares of common
stock purchased by the employee stock ownership e computed per share amounts for each periddrescommon stock was
outstanding at the beginning of the periods, butlienot adjust per share historical stockholdetglity to reflect the earnings on the
estimated net proceeds. The loan to the emplogek stvnership plan is assumed to be repaid in anbatly equal principal and interest
payments over a period of thirty years.

An increase in the number of shares of common statétanding as a result of an increase in thenastid pro forma market value of
the common stock would decrease both the perceonfaggstanding shares owned by a subscriber angrinforma net income and
stockholders’ equity on a per share basis whilesiasing pro forma net income and stockholders’tgqui an aggregate basis. A decrease in
the number of shares of common stock outstandingdiacrease both a subscriber’'s ownership intexedtthe pro forma net income and
stockholders’ equity on a per share basis whileadesing pro forma net income and stockholders’tgaqur an aggregate basis.
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The following pro forma tables do not give effext t
« withdrawals from deposit accounts to purchase comstack in the offering;

» our results of operations after the reorganizagiod offering; or

» changes in the market price of the common stoek #fe reorganization and offering.

The following pro forma information may not represthe financial effects of the offering at theedah which the offering actually
occurs and you should not use the table as anatatiof future results of operations. Pro formaktmlders’ equity represents the difference
between the stated amount of assets and liabititieake Shore Bancorp computed in accordance gétierally accepted accounting
principles generally accepted in the United Statés.did not increase or decrease stockholderstetuieflect the difference between the
carrying value of loans and other assets and thaiket value. Stockholdersfuity does not reflect the effect of bad debtme=®in the ever
of liquidation. Pro forma stockholders’ equity istrintended to represent the fair market valugnefdommon stock and may be different than
amounts that would be available for distributiorstockholders if we liquidated.
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At or for the nine months ended September 30, 2005

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 amounts)

Gross proceeds of offerir $ 19,12¢ $ 22,50( $ 25,87¢ $ 29,75¢
Plus: shares issued to the founda 85C 1,00(¢ 1,15C 1,32
Pro forma market capitalizatic $ 19,97 $ 23,50( $ 27,02t $ 31,07¢
Gross proceeds of offerir 19,12¢ 22,50( 25,87t 29,75¢
Less: expense (1,399 (1,427) (1,459 (1,489
Estimated net procee: $ 17,73¢ $ 21,07¢ $ 24,42 $ 28,26
Less: common stock purchased by the employee stonkrship plai
2 (1,59¢) (1,880 (2,162) (2,48¢)
Less: common stock purchased by the managemergniiom plan
3) (839) (980) (2,127% (1,29¢)
Less: capitalization of Lake Shore, Mt (100 (100 (200 (100
Estimated net proceeds, as adjut $ 15,20: $ 18,11¢ $ 21,03 $ 24,38t

For the nine months ended September 30, 2
Consolidated net incorr

Historical $ 1,57¢ $ 1,57« $ 1,57¢ $ 1,57¢
Pro forma income on net procee 281 33t 38¢ 451
Pro forma employee stock ownership plan adjustr(®r (25) (29) (33 (38)
Pro forma management recognition plan adjustmer (77) (92) (1049) (120
Pro forma options adjustment ( (209 (122) (140 (162
Pro forma net incom $  1,64¢ $ 1,661 $ 1,68¢ $ 1,70¢
Per share net income (reflects SOI-6):
Historical $ 0.3¢ $ 0.3¢ $ 0.2¢ $ 0.2t
Pro forma income on net proceeds, as adjt 0.07 0.07 0.07 0.07
Pro forma employee stock ownership plan adjustrt@®r (0.09) (0.01) (0.07) (0.09
Pro forma management recognition plan adjustmer (0.02) (0.02) (0.02 (0.09
Pro forma stock option adjustment (0.0%) (0.03) (0.03) (0.0%)
Pro forma net income per sh: $ 0.3¢ $ 0.3¢ $ 0.2¢ $ 0.2¢€
Offering price as a multiple of pro forma net inaper shar 19.2: 22.0¢ 25.8¢ 28.8¢
Number of shares outstanding for pro forma netime@er shar
calculations 4,092,19: 4,814,35! 5,536,50: 6,366,97!
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At or for the nine months ended September 30, 2005

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 amounts)
At September 30, 20C:
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 (200) (200 (200 (200)
Plus: shares issued to foundat 85C 1,00( 1,15( 1,32:
Less: shares issued to foundat (850) (2,000 (2,150 (1,329
Plus: tax benefit of the contribution to the foutidia 327 38t 443 50¢
Less: common stock acquired by employee stock cstier
plan (2) (2,59¢) (1,880 (2,162) (2,48¢6)
Less: common stock acquired by management recogniti
plan (3) (833%) (980) (1,127) (1,29¢)
Pro forma stockholde’ equity $ 43,26 $ 46,23t $ 49,20¢ $ 52,62¢
Stockholder equity per share (does not reflect SOI-6)
Historical $ 6.5¢% $ 5.5¢ $ 4.8z $ 4.1¢
Estimated net procee: 417 4.2 4.2t 4.21i
Less: capitalization of Lake Shore, Mt (0.02) (0.02 (0.02 (0.02)
Plus: shares issued to foundat 0.2C 0.2C 0.2C 0.2C
Less: shares issued to foundat (0.20 (0.20 (0.20 (0.20
Plus: tax benefit of the contribution to the foutidia 0.0¢ 0.0¢ 0.0¢ 0.0¢
Less: common stock acquired by employee stock atier
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 $ 10.1¢ $ 9.2t $ 8.5 $ 7.94
Offering price as a percentage of pro forma stolddrs’ equity pel
share 98.2:% 108.12% 116.9¢% 125.95%
Number of shares outstanding for pro forma bookeger shar
calculations 4,250,001 5,000,001 5,750,001 6,612,501

(1) As adjusted to give effect to a 15% increase imilmaber of shares outstanding which could occurtd@ increase in the maximum
the independent valuation as a result of regulatonsiderations, demand for the shares or changesutiket conditions or general
financial and economic conditions following the acoencement of the offerin

(footnotes continue on next pa

48



Table of Contents

(2) We have assumed that 8% of the aggregate sbicesnmon stock sold in the offering (includingasés issued to the charitable
foundation) will be purchased by the employee smaekership plan. For purposes of this table, tmel$used to acquire such shares are
assumed to have been borrowed by the employee statkrship plan from us. The amount to be borroisadflected as a reduction of
stockholders’ equity. The employee stock ownergltam expense is based upon generally accepted raaugpprinciples as described in
accounting Statement of Position 93-6 (“SOP 93-68nerally accepted accounting principles reqiia¢ &s and when shares pledged
as security for an employee stock ownership plan lre committed to be released from the loan éisethe loan is repaid), employee
stock ownership plan expense is recorded basedthedair value of the shares at the time. LakerSISavings intends to make annual
contributions to the employee stock ownership jiaain amount at least equal to the principal atef@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 assumegijithat Lake Shore Savings’ contribution to tmeptoyee stock ownership plan is
equivalent to the debt service requirement fomtine months ended September 30, 2005, and was at#de end of the period;

(i) 3,995 shares at the minimum of the offeringga, 4,700 shares at the midpoint of the offeramge, 5,405 shares at the maximur
the offering range and 6,216 shares at the 15%eath@vmaximum of the offering range (based upo@-gear loan term), were
committed to be released during the nine monthe@®Eptember 30, 2005 at an average fair valu@@b® per share in accordance
with SOP 93-6; and (iii) the employee stock owngrghian shares committed to be released were cereicdbutstanding for the entire
period for purposes of the net income per sharutations.

(3) We have assumed that 1.96% of the shares ndistpafter the offering (including shares issuedthe Lake Shore Charitable
Foundation) will be awarded by a management re¢iognplan either through open market purchasesoon fiuthorized but unissued
shares of common stock of Lake Shore Bancorp,)if Before the management recognition plan is imgleted, it must be approved by
our stockholders. The dollar amount of the comntonksto be purchased by the management recogmtanis based on $10.00 per
share and represents unearned compensation aftbtad as a reduction of capital, which couldéase or decrease our capital. Such
amount does not reflect possible increases or deesein the price per share after the offeringdswsed by the management
recognition plan to purchase the shares will iljtibe contributed by Lake Shore Bancorp. As weraecompensation expenses to
reflect the vesting of such shares over five yparsuant to the management recognition plan, taegehagainst capital will be reduced
accordingly. In the event the shares issued utdemtanagement recognition plan consist of our aizid but unissued shares of
common stock at the price per share in the offetting per share financial condition and resultpdrations of Lake Shore Bancorp
would be proportionally reduced and to the extbatihterest of existing public and charitable foatiwh stockholders would be diluted
by approximately 1.9%

(4) We have assumed that 4.9% of the shares odistpafter the offering (including shares issuedhe Lake Shore Charitable
Foundation) will be awarded pursuant to the stquioo plan. In calculating the pro forma effectiog stock option expense, it is
assumed that the exercise price of the stock optioil trading price of the stock at the date ofitgnaere $10.00 per share, the estimi
grant-date fair value pursuant to the applicatibthe Black-Scholes option pricing model was $3ai6each option, the aggregate
grant-date fair value of the stock options was dized to expense on a straight-line basis oveveyfear vesting period of the options
and that 30.0% of the amortization expense (oatiseimed portion relating to options granted toctiins) resulted in a tax benefit using
an assumed federal and state combined tax rate %3 Under the above assumption, the adoptioheo§tock option plan will result
no additional shares under the treasury stock nigbropurposes of calculating earnings per shahnerd can be no assurance that the
actual exercise price of the stock options willg@al to the $10.00 per share price. If a portioine shares to satisfy the exercise of
options under the stock option plan are obtainenhfthe issuance of authorized but unissued shawes\et income per share and
stockholders’ equity per share may decrease. Thiiglso have a dilutive effect of up to 4.7% o tbwnership interests of existing
public and charitable foundation stockholdt
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Gross proceeds of offerir
Plus: shares issued to the founda

Pro forma market capitalizatic
Gross proceeds of offerir
Less: expense

Estimated net procee

Less: common stock purchased by employee stock rsiipeplan (2

Less: common stock purchased by management remogplan (3)
Less: capitalization of Lake Shore, Mt

Estimated net proceeds, as adjut

For the year ended December 31, 2:

Consolidated net incorr
Historical income
Pro forma income on net proceeds, as adjt
Pro forma employee stock ownership plan adjustrt@®r
Pro forma management recognition plan adjustmer
Pro forma stock option 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 adjustrt@®r
Pro forma management recognition plan adjustmer
Pro forma stock option adjustment

Pro forma net income per sh

Offering price as a multiple of pro forma net ina@per shar
Number of shares outstanding for pro forma netime@er shar
calculations

At December 31, 200:
Stockholder' equity:
Historical
Estimated net procee
Less: capitalization of Lake Shore, Mt
Plus: shares issued to foundat
Less: shares issued to foundat
Plus: tax benefit of the contribution to the foutiola
Less: common stock acquired by employee stock cstiyeplan (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, 2004

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 amounts)
$ 19,12¢ $ 22,50( $ 25,87¢ $ 29,75¢
85(C 1,00( 1,15C 1,32
$ 19,97¢ $ 23,50( $ 27,02t $ 31,07¢
19,12¢ 22,50( 25,87¢ 29,75¢
1,392 1,42: (1,459 (1,489
$ 17,73 $ 21,07¢ $ 24,42 $ 28,267
(1,59¢) (1,880) (2,162) (2,486)
(837) (980) (1,127) (1,296)
(100) (100) (100 (100
$ 15,20: $ 18,11¢ $ 21,03 $ 24,38t
$ 217¢  $  217¢  $  217¢  $  2,17¢
257 30€ 35¢€ 412
(33) (39) (44) (51)
(102) (121) (139) (159)
(139) (163) (187) (216
$ 2,162 $ 2,162 $ 2,16t $ 2,165
$ 0.5z $ 0.4t $ 0.3¢ $ 0.34
0.0¢ 0.0¢ 0.0€ 0.0€
(0.01) (0.07) (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
18.8i 22.2% 25.6¢ 29.4]
4,092,86: 4,815,13; 5,537,40: 6,368,01-
$ 26,91t $ 26,91 $ 26,91¢ $ 26,91t
17,73: 21,07¢ 24,42; 28,26
(100) (100) (100) (100)
85( 1,00( 1,15C 1,328
(850) (1,000 (1,150) (1,329
327 38t 442 50¢
(1,59¢) (1,88() (2,167 (2,486)
(833) (980) (1,127) (1,296)
$ 42,44« $ 4541¢ $ 48,39 $ 51,80¢
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At or for the year ended December 31, 2004

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 share (does not reflect SOI-6):
Historical $ 6.32 $ 5.3¢ $ 4.6¢ $ 4.07
Estimated net procee: 417 4.2 4.2t 4.21i
Less: capitalization of Lake Shore, Mt (0.02) (0.0 (0.0 (0.02)
Plus: shares issued to foundat 0.2C 0.2C 0.2C 0.2C
Less: shares issued to foundat (0.20 (0.20 (0.20 (0.20
Plus: tax benefit of contribution to the foundat 0.0¢ 0.0¢ 0.0¢ 0.0¢
Less: common stock acquired by employee stock
ownership plan (2 (0.39) (0.3%) (0.3%) (0.39)
Less: common stock acquired by management
recognition 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 stoldédrs’
equity per shar 100.2(% 110.1%% 118.9% 127.8%
Number of shares outstanding for pro forma equétyghare
calculations 4,250,001 5,000,001 5,750,001 6,612,50i

(1) As adjusted to give effect to a 15% increase imilmaber of shares outstanding which could occurtd@ increase in the maximum
the independent valuation as a result of regulatonsiderations, demand for the shares or changesitiket conditions or general
financial and economic conditions following the acoencement of the offerini

(2) We have assumed that 8% of the aggregate sbacesnmon stock sold in the offering (includingasbs issued to the charitable
foundation) will be purchased by the employee smakership plan. For purposes of this table, tmeléuised to acquire such shares are
assumed to have been borrowed by the employee staw&rship plan from us. The amount to be borroisedflected as a reduction of
stockholders’ equity. The employee stock ownergltém expense is based upon generally accepted r@aupprinciples as described in
accounting Statement of Position 93-6 (“SOP 93-68nerally accepted accounting principles requiag &s and when shares pledged
as security for an ESOP loan are committed to leased from the loan (i.e., as the loan is repaiaiployee stock ownership plan
expense is recorded based upon the fair valueecghibres at the time. Lake Shore Savings intenaska annual contributions to the
employee stock ownership plan in an amount at leqsal to the principal and interest requiremerthefdebt. Lake Shore Savingstal
annual payment of the ESOP debt is based upon &l agnual installments of principal and inter@$te pro forma net income assur
that (i) that Lake Shore Savings’ contributiontie Employee stock ownership plan is equivalentéodebt service requirement for the
year ended December 31, 2004, and was made atdhef ¢he period; (ii) 5,327 shares at the minimafithe offering range, 6,2¢€
shares at the midpoint of the offering range, 7 2@ares at the maximum of the offering range aB88shares at the 15% above the
maximum of the offering range (based upon a 30-iesar term), were committed to be released dutiegyear ended December 31,
2004 at an average fair value of $10.00 per smeaedordance with SOP 93-6; and (iii) the emplasteek ownership plan shares
committed to be released were considered outstgrdirthe entire period for purposes of the nebime per share calculatior

(3) We have assumed that 1.96% of the shares ndistpafter the offering (including shares issuedthe Lake Shore Charitable
Foundation) will be awarded by a management retiognplan either through open market purchasesoon fauthorized but unissued
shares of common stock of Lake Shore Bancorp,\if Before the management recognition plan is imgleted, it must be approved by
our stockholders. The dollar amount of the comntonksto be purchased by the management recogmtanis based on $10.00 per
share and represents unearned compensation aftbtad as a reduction of capital, which couldéase or decrease our capital. Such
amount does not reflect possible increases or deesan the price per share after the offeringdswsed by the management
recognition plan to purchase the shares will itljtine contributed by Lake Shore Bancorp. As weraecompensation expenses to
reflect the vesting of such shares over five yparsuant to the management recognition plan, taegehagainst capital will be reduced
accordingly. In the event the shares issued utdemtanagement recognition plan consist of our aizthd but unissued shares of
common stock at the price per share in the offetimg per share financial condition and resultérations of Lake Shore Bancorp
would be proportionally reduced and to the extbatihterest of existing public and charitable foatiwh stockholders would be diluted
by approximately 1.9%

(footnotes continued on next pa
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(4)

We have assumed that 4.9% of the shares odistaafter the offering (including shares issuede Lake Shore Charitable
Foundation) will be awarded pursuant to the stquioo plan. In calculating the pro forma effectiog stock option expense, it is
assumed that the exercise price of the stock optioil trading price of the stock at the date ofitgnaere $10.00 per share, the estimi
grant-date fair value pursuant to the applicatibthe Black-Scholes option pricing model was $3ai6each option, the aggregate
grant-date fair value of the stock options was dized to expense on a straight-line basis oveveyfear vesting period of the options
and that 30.0% of the amortization expense (oafseimed portion relating to options granted tocttms) resulted in a tax benefit using
an assumed federal and state combined tax rate %3 Under the above assumption, the adoptioheo§tock option plan will result
no additional shares under the treasury stock nigibropurposes of calculating earnings per shahnerd can be no assurance that the
actual exercise price of the stock options willg@al to the $10.00 per share price. If a portioine shares to satisfy the exercise of
options under the stock option plan are obtainenhfthe issuance of authorized but unissued shawes\et income per share and
stockholders’ equity per share may decrease. Thiiglso have a dilutive effect of up to 4.7% o tbwnership interests of existing
public and charitable foundation stockholdt
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COMPARISON OF VALUATION AND PRO FORMA INFORMATION
WITH AND WITHOUT CHARITABLE FOUNDATION

As set forth in the following table, if we did nmiake a contribution to The Lake Shore Charitablenation as part of the offering, RP
Financial estimates that our pro forma valuatiomulide greater, which would increase the amourbaimon stock offered for sale. Withc
the charitable foundation, the amount of commonlstidfered for sale at the midpoint of the offeringuld be $24.0 million. If The Lake
Shore Charitable Foundation were not establistealetis no assurance that the updated appraisaEh&inancial will prepare at the closing
of the reorganization would conclude that our gmarfa market value would be the same as the estimeaferth in the table below. The
updated appraisal will be based on the facts acdmistances existing at closing time, includingpagother things, market and economic
conditions. The offering amounts referred to intddde below relate to the value of the shares tothe public.

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 amounts)

Estimated offering amoul $ 19,12t $ 20,37¢ $ 22,50( $ 23,97C $ 25,87F $27,56¢ $ 29,75¢ $ 31,70(
Pro forma market capitalizatic = $ 19,97t $ 20,37¢ $ 23,50( $ 23,97C $ 27,028 $27,56¢ $ 31,07¢ $ 31,70(
Estimated full value $ 42,50C $ 43,35( $ 50,00( $ 51,000 $ 5750 $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 $ 44,127 $ 46,23¢ $ 47,24¢  $ 49,20¢ $ 50,370 $ 52,62t $ 53,96¢
Pro forma net income (nine
months ended September 30

2005) $ 165 $ 1,666 $ 1,66i $ 168 $ 168 $ 1,71C $ 1,70t $ 1,73¢
Pro forma stockholderg&quity pel
share $ 101 $ 1018 $ 9.2t $ 92 $ 855 $ 858 $ 794 $ 8.0c

Pro forma net income per share
(nine months ended
September 30, 200! $ 03¢ $ 03¢ $ 03¢ $ 03 $ 02¢ $ 02¢ $ 02 $ 0.2t

Pro Forma Pricing Ratios
Offering price as a percentage ¢
pro forma stockholders’ equit

per share 98.2% 98.22% 108.11%  107.9%  116.9¢  116.5%% 125946  125.0(%
Offering price to pro forma net

income per shar 19.2: 19.2: 22.0¢ 22.7: 25.8¢ 25.8¢ 28.8¢ 30.0¢
Pro Forma Financial Ratios
Return on assets (annualizt 0.6% 0.6% 0.6% 0.64% 0.65% 0.64% 0.65% 0.64%
Return on equity (annualize 5.0&% 5.04% 4.81% 4.71% 4.57% 4.5% 4.32% 4.28%
Equity/asset: 12.3™% 12.5%% 13.11% 13.36% 13.84% 14.12% 14.66% 14.98%
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis reflects Lake Showngg’ financial statements and other relevanistiaal data and is intended to enhance
your understanding of Lake Shore Sav’ financial condition and results of operations.uy&hould read the information in this section in
conjunction with Lake Shore Savings financial stegats and accompanying notes to financial statesrimginning on page F-1 of this
prospectus, and the other statistical data proviidéiis prospectusJpon completion of the reorganization, Lake Shore &/ings will
become the wholly-owned subsidiary of Lake Shore Baorp. At that time, the financial information presented herein will be part of
the consolidated financial information for Lake Shae Bancorp. Prior to completion of the reorganizaton, Lake Shore Bancorp will
not exist.

General

Our results of operations depend primarily on cetrinterest income, which is the difference betwieninterest income we earn on
loans and investments and the interest we pay posits and other interest-bearing liabilities. hétrest income is affected by the relative
amounts of interest-earning assets and interesiAggléabilities and the interest rates we earpay on these balances. For the nine months
ended September 30, 2005 and the year ended Dec8in#004, our net income was $1.6 million an®3$8illion, respectively.

Our operations are also affected by non-interesirire, such as service fees and gains and losgbe sales of securities and loans, our
provision for loan losses and non-interest expenggsh include salaries and employee benefits, panay 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 adtgitare influenced by the demand for and supphyooking, competition among lenders,
interest rate conditions, and funds availabilityur@perations and lending are principally conceatian the Western New York area, and our
operations and earnings are influenced by locat@wic conditions. Deposit balances and cost of $uar@ influenced by prevailing market
rates on competing investments, customer prefesearel levels of personal income and savings ipaaorary market area. Since 1993,
following the appointment of our current chief extiee officer, and despite the fact that the Westéew York market area has been
economically stagnant, we have tripled in asset aimd gone from being a two office institution a&vimg eight branches. Since 1998 our asset
size has more than doubled and we have openedrtarebranches.

Management Strategy

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

Branching. In 2003, we opened new branch offices in Orchar#t Bad East Amherst, New York. These new officesehgenerated
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 locateBunkirk, Fredonia, Jamestown, Lakewood and Viiddtifin Chautaugua County, Ni
York and in East Amherst, Hamburg and Orchard RaEie County, New York.
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Saturation of the market in Chautauqua Countydealir 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 custosaerice and customer satisfaction. Having employdesunderstand and
value our clientele and their business is a keypmmant to our success. We believe that our presafitis one of our competitive strengths
and thus the retention of such persons and outyatalcontinue to attract high quality personni kigh priorities. The offering will be a
means to compensate and reward employees by ajigméir compensation to our financial performarmesiness goals and objectives.

Residential Mortgage and Other Lending. Historically, our lending portfolio has been compdgredominantly of residential mortgage
loans. At September 30, 2005, December 31, 200Dasember 31, 2003, we held $145.7 million, $14Rillon 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. Dut
the historically low interest rates in recent pgsirs, we experienced an increase of mortgagerigradid refinancing in 2003 and 2002.
Mortgage lending and refinancing has slowed inphst year as interest rates have risen and theatiiop for residential mortgage loans,
which had previously increased to meet the highentrer of loans being generated and refinanced,ineahatrong. We originate commercial
real estate loans to finance the purchase of reglgpty, which generally consists of developed esthte. At September 30, 2005 and
December 31, 2004, our commercial real estatepoatfiolio consisted of loans totaling $14.9 milliand $15.3 million respectively, or 7.4%
and 7.7%, respectively, of total loans. In additortommercial real estate loans, we also engagmall business commercial lending,
including business installment loans, lines of irethd other commercial loans. Other loan prodoéfered to our customers include home
equity loans, construction loans and consumer ldankiding auto loans, overdraft lines of creditlashare loans. At September 30, 2005 and
December 31, 2004, our commercial loan portfolinsisted of loans totaling $8.1 million and $8.6limil, respectively, or 4.0% and 4.3%,
respectively, of total loans. We will sell loansevhappropriate and will retain servicing rightghose loans. We will invest excess funds in
permissible investments such as mortgage-backeudlises and asset-backed securities, when suclsiment opportunities are prudent.
Residential mortgage loans will continue to bedhminant type of loan in our lending portfolio.

I nvestment Strategy. Our investment policy is designed primarily to mgeahe interest rate sensitivity of our assetsliandlities, to
generate a favorable return without incurring unihterest rate and credit risk, to complement eading activities and to provide and
maintain liquidity within established guidelinest 8eptember 30, 2005, our investment securitiededt$101.2 million. Investment securities
available for sale, which constituted approxima@$$6 of investment securities, totaled $96.4 millad September 30, 2005.

Flattening Yield Curve . As with all community banks, we face a challengenimnitoring our interest rate risk with a “flattagiyield
curve.” Banks generate revenue on the different@dsn the interest earned on loans, which are gyéor longer terms, and the interest
paid on deposits, which are generally for shodgans. Banks try to match interest-earning assetsrdarest-paying liabilities against one
another. As the Federal Reserve Board has incréhsddderal funds rate, short-term interest ratas risen; however, long-term rates,
which are generally responsive to the bond mahaate not been increasing, and have even decreHsasl. the margin between interest
earning assets and interest bearing liabilitieshitnking resulting in reduced net interest incof@er strategy of maintaining and increasing
our interest income in a flattening yield curve ieonment is two-fold. First, we seek protectionlbgking in lower long-term rates with
advances from the Federal Home Loan Bank of Newk Y&r September 30, 2005, we had total Federal Hbazs Bank borrowings of
$50.1 million with an average interest rate of 3%63%econd, we have engaged a third party finaadwisor to assist us in investing such
borrowed funds in attractive permissible investnssturities. At September 30,
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2005, we had $96.4 million in investment in sedesitavailable for sale, the majority of which arertgage-backed or asset backed securities.

Expected I ncreases In Non-interest Expenses. Following completion of the reorganization and dffg, our non-interest expenses will
increase.

e To have publicly-traded common stock, Lake Shored®gp must register as a public company with theuBges and Exchange
Commission and under the Securities and ExchangefA®34, as amended, and will thus be subjepetidic reporting
requirements and associated disclosure controlpanmdures and internal control over financiabrépg standards. It is expected
that in complying with these requirements, we Wmitlur additional costs in preparing the necesséing$. It is also expected that
our common stock will be quoted on the Nasdaq Matidarket. To commence and to maintain such listie must pay fees.
Additionally, as a publicly-held stock corporatisinucture, Lake Shore Bancorp will retain a stoeksfer agent and will incur
miscellaneous operating expenses such as stocklamdenunications expenses, all of which will be reavd recurring cost:

» As part of the reorganization, we plan to converké Shore Savings from a New York-chartered mugagings and loan
association to a federal stock savings bank. Lal@esBancorp and Lake Shore, MHC are also expéaothdve federal charters. |
a result, the Office of Thrift Supervision will lee primary federal regulator for all three entitids a state-chartered savings and
loan association, Lake Shore Savings has beenctubjthe regulation of and assessments by eatttedfiew York State Banking
Department, the Federal Deposit Insurance Cormoratnd the Office of Thrift Supervision. We expeast savings by having the
Office of Thrift Supervision as our primary regugthowever, these cost savings may be diminislydublving three regulated
entities rather than just a mutual savings b

» Asdiscussed in greater detail in “Pro Forma Ddtsldnagement-Stock Benefits” and “Foundation,” astjf the reorganization
and offering, we intend to: (i) make a loan to amptoyee stock ownership plan to purchase up to Btteoshares sold in the
offering plus issued to the charitable foundati@hestablish a charitable foundation to whichlvei¢ issued an amount of
authorized but unissued shares that will equal 2#elLake Shore Bancorp common stock outstanditeg the offering and
reorganization and (iii) no earlier than six mondlfier the closing of the offering, subject to &toalder approval, reserve for
issuance up to 1.96% and 4.90% of the shares adtetaafter the offering (including shares issudharitable foundation) for a
management recognition plan and a stock option, péapectively. The funding of each of these inters, 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 inteeasning assets by expanding our
loan portfolio and by using borrowings, where apiate, to supplement deposits as a funding solveealso intend to grow by adding new
branch offices. We may also use proceeds fromffleeirmg to establish or acquire branch officesfuind the building of new offices and to
make other acquisitions, although no acquisitianseav branches are being specifically considerddiatime. See How We Intend to Use
the Proceeds from the Offering

Critical Accounting Policies

It is management’s opinion that accounting estismatevering certain aspects of our business have significance than others due to
the relative importance of those areas to ovemligpmance, or the level of subjectivity requirachiaking such estimates. Management
considers the accounting
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policy relating to the allowance for loan lossed#oa critical accounting policy given the uncertin evaluating the level of the allowance
for loan losses required for probable credit logsebthe material effect that such judgments cae lba the results of operations.
Management’s quarterly evaluation of the adequddhenallowance considers our historical loan lesgerience, review of specific loans,
current economic conditions, and such other faaorsidered appropriate to estimate loan losseaalylement uses presently available
information to estimate probable losses on loangjdver, future additions to the allowance may heessary based on changes in estimates,
assumptions, or economic conditions. Significantdes that could give rise to changes in thesenadéis include, but are not limited to,
changes in economic conditions in the local areacentrations of risk and decline in local propejues.

Management also considers the accounting poli@ting to the impairment of investments to be daaitaccounting policy due to the
subjectivity and judgment involved and the mategiféct an impairment loss could have on the resaflbperations. A decline in the fair
value of investments below cost deemed to be dkiaer temporary is charged to earnings resultirteénestablishment of a new cost basis for
an asset. Management continually reviews the ctwane of its investments for evidence of othemtbemporary impairment.

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 encoutsgestader to review each of the policies inclusedate 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 ntanein nature. Consequently, interest rate riskismost significant market risk. Other
types of market risk, such as movements in foreigmency exchange rates and commodity prices, tange in the normal course of our
business operations. Interest rate risk can beekkfis an exposure to a movement in interesttteésould have an adverse effect on our net
interest income. Interest rate risk arises natyfatim the imbalance in the repricing, maturitydéor cash flow characteristics of assets and
liabilities. In periods of falling interest ratggepayments of loans typically increase, which widahd to reduced net interest income if such
proceeds could not be reinvested at a comparatdadpAlso in a falling interest rate environmettain categories of deposits may reach a
point where market forces prevent further reductiotine interest rate paid on those instrumentsie@aly, during extended periods when
short-term and long-term interest rates are radfjtiglose, a flat yield curve may lead to smallet interest margins thereby reducing net
interest income. The net effect of these circuntstars reduced net interest income, offset onlg hpminal decrease in interest expense,
thereby narrowing the net interest margin.

Managing interest rate risk is of primary importane us. The responsibility for interest rate nisknagement is the function of our
Asset/Liability Committee, which includes our Chietecutive Officer and President, Chief Financiffica@r and certain members of our
Board of Directors. Our Asset/Liability Committeeats every other month to review our asset/lighyiiglicies and identify and measure
potential risks to earnings due to changes in @sterates. The primary goal of our interest ratke management is to minimize the potential
loss in net interest income that could arise frédvanges in interest rates given our business syrab@grating environment, capital, liquidity
and performance objectives. Our Chief Financiald@ffalso receives recommendations from a thirtlydfarancial advisor regarding
permissible investment securities, the use of whirehpart of our management of interest rate risk.

57



Table of Contents

Net Interest Income At Risk

In past years, many savings banks have measuergshtate sensitivity by computing the “gap” bedwé¢he assets and liabilities which
are expected to mature or reprice within certairetperiods, based on assumptions regarding logaymeent and deposit decay rates
formerly provided by the Office of Thrift Supensi. However, the Office of Thrift Supervision noaquires the computation of amounts by
which the net present value of an institution’shciiew from assets, liabilities and off balance ethiiems (the institution’s net portfolio value)
would change in the event of a range of assumedgasain market interest rates. The Office of TIBifipervision provides all institutions that
file a Consolidated Maturity/Rate Schedule as phtheir quarterly Thrift Financial Report with @mterest rate sensitivity report of net
portfolio value. The Office of Thrift Supervisionsmulation model uses discounted cash flow ansalgst an option-based pricing approach
to measure the interest rate sensitivity of netfplio value. Historically, the Office of Thrift Saervision model estimated the economic value
of each type of asset, liability and off-balanceethcontract under the assumption that the Unitatt$ Treasury yield curve increases or
decreases instantaneously by 100 to 300 basisspaid0 basis point increments. However, giverctireent low level of market interest
rates, we did not prepare a net portfolio valueuwation for an interest rate decrease of greatar .00 basis points. A basis point equals one
hundredth of one percent, and 100 basis pointsi®guna percent. An increase in interest rates 8&frto 4% would mean, for example, a
basis point increase in the “Change in Interese®Ratolumn below.

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

As of September 30, 2005 As of December 31, 2004

Percentagt Percentag
Change in Dollar Dollar
Interest Rates Change Change Change Change
(basis points) (1) Amount from Base from Base Amount From Base from Base

(Dollars in thousands)

+300 $22,74¢ $(17,407) (43)% $21,98¢ $(17,304) (44)%
+200 28,78¢ (11,36)) (28)% 28,43¢ (10,85/) (28)%
+100 34,89: (5,252 (13% 34,44 (4,84¢) (12)%
0 40,14 — — 39,28¢ — —
-100 42,86 2,71¢ 7% 40,957 1,66¢ 4%

(1) Assumes an instantaneous uniform change in intextet. A basis point equals 0.01
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Our earnings may be adversely impacted by an isergainterest rates because the majority of derést-earning assets are long-term,
fixed rate mortgage-related assets that will nptice as long-term interest rates increase, whiteagrity of our interesbearing liabilities ar
expected to reprice. At September 30, 2005, 78.D8tioloans with contractual maturities of gredtern one year had fixed rates of interest,
and 95.7% of our total loans had contractual madsrof five or more years. Overall, at Septemt:r2005 , 90.7% of our total interest-
earning assets had contractual maturities of niae five years. Conversely, our interest-bearialilities generally have much shorter
contractual maturities. A significant portion ofraleposits have no contractual maturities andikedylto reprice quickly as short-term
interest rates increase. In addition, 63.9% ofcautificates of deposit will mature within one yeand 35.3% of our borrowed funds
contractually mature within one year. Thereforeainincreasing rate environment, our cost of fuadxpected to increase more rapidly than
the yields earned on our loan portfolio and semsriportfolio. An increasing rate environment ipested to cause a narrowing of our net
interest rate spread and a decrease in our earnings

We anticipate short-term market interest rates euititinue to increase in 2006, and Idegn market interest rates will begin to incre
but not as fast as short-term interest rates. fdiiential market interest rate scenario would cdlusespread between long-term interest rates
and short-term interest rates to decrease. lfotgsirs, the resulting interest rate environmepkigected to have a negative impact on our
results of operations as our interest-bearinglligds, both deposits and borrowed funds, geneiailige off short-term interest rates, while our
interest-earning assets, both mortgage loans andites, generally price off long-term interesiem

Analysis Of Net Interest Income

Net interest income represents the difference leivilee interest we earn on our interest-earningtgssuch as mortgage loans and
investment securities and the expense we pay eresttbearing liabilities, such as time deposits. iNterest income depends on both the
volume of our interest-earning assets and intdreating liabilities and the interest rates we earpay on them.
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Average Balances, I nterest and Average Yields . The following table sets forth certain informatieating to our average balance sht
and reflects the average yield on interest-earnasgets and average cost of interest-bearingitiabjlinterest earned and interest paid for the
periods indicated. Such yields and costs are ditiyedividing income or expense by the averagenua@f interest-earning assets or interest-
bearing liabilities, respectively, for the periqguesented. Average balances are derived from tdalpnces over the periods indicated. The
average balances for loans are net of allowancléorlosses, but include non-accrual loans. Istenreome on securities include a tax
equivalent adjustment for bank qualified municipals

At For the nine months For the nine months
September 30 ended September 30, ended September 30, For the Year ended For the Year ended For the Year ended
2005 2005 2004 December 31, 2004 December 31, 2003 December 31, 2002
Interest Interest Interest Interest Interest
Actual Yield/ Average Income/Yield/ Average Income/Yield/ Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/

Balance Rate Balance Expense Rate Balance Expense Rate  Balance Expense Rate  Balance Expense Rate  Balance Expense Rate

(Dollars in thousands)
Interest-earning assets:
Interest-bearing

deposits $ 2632 — $ 2,28¢ — — $ 1,36¢ — — $ 114 — — % 1,70¢ — — $ 146° — -
Federal funds sold 4,67t 3.41%  5,27¢ 12C 3.02% 10,00¢ 86 1.14% 8,251 101 1.22% 10,65 122 1.15% 10,90¢ 185 1.6&%
Securities 101,220 3.92% 101,66¢ 2,981 3.9(% 92,87¢ 2,55: 3.65% 96,07 3,541 3.6% 68,02t 2,58¢ 3.8(% 46,69: 2,51: 5.3&%
Loans 202,41 5.74% 199,45. 8,74t 583% 191,36: 8,237 5.72% 193,43! 11,10: 5.74% 162,88t 10,07: 6.1&% 149,41¢ 10,48t 7.02%
Total interest-

earning assets 310,94° 5.07% 308,68( 11,84¢ 5.1(% 295,60¢ 10,87¢ 4.8%% 298,90: 14,74 4.9%% 243,27. 12,78( 5.2t% 208,48. 13,18. 6.32%
Other assets 23,123 20,77: 20,773 20,68: 17,96¢ 15,60(
Total asset $334,07: $329,45¢ $316,38! $319,58: $261,23 $224,08:

I I I I I I
Interes-bearing liabilities

Demand and NOW

accounts $ 37,957 0.31% $ 38,01¢ 10€ 0.37% $ 38,34¢ 79 0.27%$ 38,34« 11C 0.29% $ 36,09¢ 17€ 0.4%$ 31,581 297 0.94%
Money market

accounts 27,09¢ 1.0(% 29,94 202 0.9(% 30,78t 202 0.87% 30,92: 275 0.8%% 24,40« 27€ 1.1%% 22,56¢ 364 1.61%
Savings accounts  29,94: 0.51% 30,27t 11f 0.51% 31,59 12C 0.51% 31,39: 15¢ 0.51% 30,95 287 0.9%% 28,08¢ 417 1.4&%
Time deposit: 139,68° 2.6<% 134,98. 2,82: 2.7¢% 126,39¢ 2,30¢ 2.42% 127,65( 3,13( 2.45% 111,90¢ 3,14¢ 2.81% 95,72: 3,42t 3.58%
Borrowed funds 50,08t 3.5¢% 51,97¢ 1,351 3.4€% 49,51¢ 1,147 3.06% 50,76( 1,59 3.10 21,44 747 3.48%  8,09¢ 405 4.98%
Advances from

borrowers
on taxes and

insurance 1,24C 3.65% 1,902 34 2.38% 1,62¢ 30 2.4€% 1,61 40 2.48%  1,34: 35 2.61% 1,41C 39 2.71%
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: 5,332 1.9(% 226,31! 4,69¢ 2.07% 187,46: 4,94t 2.64%
Other non-interest

bearing

liabilities 19,97 14,52¢ 12,28¢ 12,731 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¢ $316,38! $319,58: $261,23 $224,08:

I I I I I I
Net interest income $ 7,19t $ 6,972 $ 9,41 $ 8,08¢ $ 8,23¢
I I I I I

Interest rate spreas 2.95% 3.05% 3.05% 3.1&% 3.68%
Net interest margi 3.1(% 3.14% 3.15% 3.32% 3.95%
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Rate Volume Analysis. The following table analyzes the dollar amountlodirmges in interest income and interest expensadgor
components of interest-earning assets and intbessing liabilities. It shows the amount of themfp@ in interest income or expense caused
by either changes in outstanding balances (volunehanges in interest rates. The effect of a chamgolume is measured by applying the
average rate during the first period to the voluiange between the two periods. The effect of abangrate is measured by applying the
change in rate between the two periods to the geeralume during the first period. Changes attablé to both rate and volume, which
cannot be segregated, have been allocated propateiy to the absolute value of the change duelienve and the change due to rate.

Nine Months Ended September 30, 2005 Year Ended December 31, 2004 Year Ended December 31, 2003

Compared to Nine Months Ended Compared to Year Ended Compared to Year Ended
September 30, 2004 December 31, 2003 December 31, 2002
Net
Net Net Change
Rate Volume Change Rate Volume Change Rate Volume

(Dollars in thousands)
Interes-earning asset:
Federal funds sold and other

interes-bearing deposit $ 70 $ (36 $ 34 $ 10 $ (3) $ (21) $ (63 — $ (6))

Securities 17¢ 251 42¢ (81) 1,03¢ 95t (870 943 73

Loans deposits, including fe 15E 353 50¢ (r61) 1,791 1,03( (1,310 897 (419
Total interes-earning asse! 402 56€ 971 (832) 2,79¢ 1,96¢ (2,247) 1,84C (402
Interes-bearing liabilities:

Demand and NOW accour 28 (@)} 27 (76) 10 (66) (159 38 (12))

Money market accoun 7 (6) 1 (66) 65 @ (11¢) 28 (88)

Savings accoun — (5) 5) (132 4 (128) (169 38 (130

Time deposit: 353 164 517 (431) 41z (18) (803) 52t (279

Total deposit: 38¢ 152 54C (70%) 492 (213 (1,249 63C (617)
Other intere«-bearing liabilities:

Borrowed funds 14¢€ 58 20t (82) 927 84¢€ (152) 49€ 344

Advances from borrowers on

taxes and insurance and other

interes-bearing liabilities QD 4 3 (22 27 5 11 10 21
Total interes-bearing liabilities 53¢ 21t 74¢ (80¢) 1,44¢ 63€ (1,38¢) 1,13¢ (252
Net change in interest incor $ (130 $ 35 $ 228 $ (24 $135C $1,32¢ $ (854 $ 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.ibmi#in increase of $4.3 million from $329.8 mifliat December 31, 2004. The
increase in total assets is predominantly the redan increase in cash and cash equivalentstdifsa decrease in investment securities.

Our cash and cash equivalents increased by $3li@mtib $15.5 million at September 30, 2005, frotrd $ million at December 31,
2004. This is due to an increase in federal fuints af $1.9 million from $2.8 million at Decembet, 2004 to $4.7 million at September 30,
2005, an increase in our interest-bearing depbsits $1.6 million at December 31, 2004, to $2.6liol at September 30, 2005, and an
increase of $1.0 million in cash and due from bdnti® $7.2 million at December 31, 2004 to $8.2lionl at September 30, 2005. All of our
cash and cash equivalent balances reflect oudliyids until they are deployed into lending ordstment securities.

Investment securities decreased by $3.0 milliog1i@1.2 million at September 30, 2005 from $104.Boni at December 31, 2004.
More specifically, investment securities availatlalesale, which constituted approximately 95% afaéstment securities, decreased by $2.8
million to $96.4 million at September 30, 2005 ampared to $99.2 million at December 31, 2004. déwrease is attributable to the
paydown of our borrowings at the Federal Home LBank of New York of $3.9 million.

Loans receivable, net increased by $2.9 millioa total of $202.4 million at September 30, 200511$199.5 million at December 31,
2004. Home equity loans increased by $780,000 fo@zember 31, 2004 to September 30, 2005. As initeas on mortgages have steadily
risen during the last twelve to 24 months, more éawners have been using home equity loans to taghe 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 te®éer 30, 2005 while residential mortgage loansei@sed by $3.4 million. The
decrease in commercial real estate loans is atéfielto the increase in the prime rate duringstrae period. The majority of our commer:
real estate loans are tied to the prime rate anthdd for this product is sensitive to rate chanlyesigage loans and commercial real estate
loans represented 71.9% and 7.4%, respectivetiredban portfolio at September 30, 2005. Defeload fees increased by $186,000 from
$891,000 at December 31, 2004 to $1.1 million at&aber 30, 2005 due to an increase in our loamwel The allowance for loan losses
decreased slightly by $21,000 during the periothfidecember 31, 2004 to September 30, 2005. Theimderaof the portfolio consists of
commercial, consumer and construction loans.

Total deposits grew by $8.0 million, or 3.3%, tc6$5 million at September 30, 2005, as compar&243.6 million at December 31,
2004, primarily due to an increase in time depasitd non-interest bearing deposit$e increase is attributable to our branch expanisio
Erie County, New York.

Our borrowings, consisting of advances from thedfaidHome Loan Bank of New York, decreased by $@lBon from $54.0 million
at December 31, 2004 to $50.1 million at Septer86e2005. We have used these funds as a sourimpuifity for loans and investment
securities. The use of such funds has been paatiguinportant to our management of our interet risk as we have been able to lock in
longer-terms rates with such borrowings.

Total equity increased by $817,000 from $26.9 wmiillat December 31, 2004 to $27.7 million at Septmdb, 2005. The increase in
total equity was primarily due to net
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income of $1.6 million for the nine months ende@t8mber 30, 2005 and to changes in the mark-to-ebadue of our available for sale
investment securities for the nine months endedeSaper 30, 2005.

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 monthsesh&eptember 30, 2005, a decrease of $17,0001%r, tompared with n
income for the nine months ended September 30,. Z0Bdecrease in net income is attributable teeased interest expense, non-interest
expense and increased income taxes, offset irbga increase in net interest income and a deziieadke provision for loan losses.

Net Interest Income . Net interest income increased by $223,000, or 3ta%7.2 million for the nine months ended Septen3fe 200
as compared to $7.0 million for the nine monthseeh8eptember 30, 2004. This increase reflectsaserkinterest income of $971,000 for
nine months ended September 30, 2005, partialbebffy an increase 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 Septemife2B05. Approximately $508,000 of this increase a#ributable to an increase in
interest on loans, the average balance of whiateased by $8.1 million over the year and had anaaeeyield of 5.83% as compared to an
average yield of 5.72% in the prior year. $429,00the increase was attributable to an increase frierest on investment securities, the
average balance of which increased by $8.8 milheer the year and had an average yield of 3.90&6mpared to an average yield 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 SepienB0, 2004 t
$4.7 million for the nine months ended Septembei2B05. The interest paid on deposits increasefbd®,000 from $2.7 million for the nine
months ended September 30, 2004 to $3.2 milliothiemine months ended September 30, 2005. Thigluas$o an increase in the average
yield paid on intere-bearing deposits over the year of 0.48% and amase in the average balance of intebestring deposits of $6.1 milli
over the year. The interest expense related toreegarom the Federal Home Loan Bank of New Yodkeéased by $204,000 from $1.2
million for the nine months ended September 30420051.4 million for the nine months ended Septend®, 2005, as our borrowings
increased in comparison to the prior year’'s ninetimgeriod.

Provision for Loan Losses . For the nine months ended September 30, 200prtvision for loan losses was $20,000, a $187,000
decrease as compared to the provision for loar$ofes the corresponding period in the prior yehiclhy was $207,000. Despite increasing
our loan portfolio, we were able to decrease tlhwipion for loan losses based on the quality ofloan portfolio and the amount of allowa
for loan losses already in place. Management higsrdaned this based on a detailed review of oustang loan portfolio, historical chargef
rates and non-performing loans.

We establish provisions for loan losses, whichcli@ged to operations, in order to maintain thevedince for loan losses at a level
management considers necessary to absorb prolnabledad credit losses in the loan portfolio. Theoant of the allowance is based on
estimates and the ultimate losses may vary frorh estimates as more information becomes availalleter events occur. Management
assesses the allowance for loan losses on a dudrésis and makes provisions for loan losses dieioto maintain the adequacy of the
allowance.
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Non-interest Income . For the nine months ended September 30, 2005im@rest income, which is a total of service cleargnd fees,
net gains or losses on sales of available forsatarities and loans, as well as other incomeinebiding interest and dividends, totaled $1.4
million, which was an increase of $23,000 in conmgaar to the corresponding period in the prior year.

Non-interest Expense . Non-interest expense increased $260,000 from@8l@n for the nine months ended September 30420
$6.1 million for the nine months ended Septembe2B05. Non- interest expense includes the expehsalaries and employee benefits,
occupancy and equipment costs, data processingthaditems not related to expenses on deposhisrmowings. The majority of the
increase in non-interest expense was attributabdeltertising expenditures, which increased $83,0060.1%, and salaries and employee
benefits which increased $85,000, or 2.7%. Thee@me in salaries and employee benefits was pryrdué 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, @4 and December 31, 2003

Total assets at December 31, 2004 were $329.8miléin increase of $26.3 million or 8.7% from $30iillion at December 31, 2003.
The increase in total assets is predominantlyekalt of increases in our investment securitiesandoan 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, fron6®Lmillion at December 31,
2003. This is due to a decrease in federal funltiscdd$5.9 million from $8.7 million at December, 32003 to $2.8 million at December 31,
2004, offset by an increase in our interest-beadiygpsits from $71,000 at December 31, 2003, t6 illlion at December 31, 2004. Since
the federal funds rate was low at December 31, 2804ompared to December 31, 2003, we endeavwiaddst funds into investment
securities as rapidly as sound investments practitewed. All of our cash and cash equivalentibeda at year-end reflect our liquid funds
until deployed into lending or investment secusitie

Investment securities increased by $18.6 millioi164.2 million at December 31, 2004 from $85.8ionlat December 31, 2003. Mc
specifically, investment securities available fales which constituted approximately 95% of investinsecurities, increased by $16.2 million
to $99.2 million at December 31, 2004 as compawe®BB.0 million at December 31, 2003. The incréashe balance of investment
securities is a result of our management electirigwest borrowed funds, deposits and income fraam$ in such securities, as lending
opportunities became less available.

Loans receivable, net increased by $12.4 milliar§.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. lyame loans represented 71.3% of the
portfolio as of December 31, 2004. Home equity fomecreased by $2.5 million from $25.9 million aed@mber 31, 2003, to $28.4 million at
December 31, 2004. The increase can be attributaligerest rates rising from
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historic lows in 2003. The rising interest rate iemwment influenced homeowners to use home eqoitgd as a source of funds instead of
refinancing their mortgages at higher rates. Hométg loans represented 14.2% of the loan portfati®@ecember 31, 2004. Commercial real
estate loans increased by $682,000 from $14.6amilit December 31, 2003 to $15.3 million at Decemlie 2004, representing 7.7% of the
loan portfolio. The increase is due to our expamséido Erie County, New York. The remainder of gatfolio consists of commercial and
consumer loans.

Deposits grew by $13.1 million, or 5.7%, to $248\lion at December 31, 2004, as compared to $280l%n at December 31, 2003.
This increase was primarily due to the openinghefttivo new branch offices in East Amherst and OntRark, New York in 2003. In
addition, all of our offices generated additionapdsits.

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 miliobDecember 31, 2004. We have used these fundsagee of liquidity for loans and
investment securities. The use of such funds has Ar important tool in managing our interest risieas we have been able to lock in rates
with such borrowings.

Total equity increased by $2.0 million from $24.8lion at December 31, 2003 to $26.9 million at Beter 31, 2004. The increase in
total equity was primarily due to net income ofZgillion and to changes in the mark-to-market eadu our available for sale investment
securities for the year ended December 31, 2004.

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

General. Net income was $2.2 million for the year ended Datwer 31, 2004, an increase of $672,000, or 44.@¥pared with net
income of $1.5 million for the year ended Decener2003. The increase in net income is attribetébkwo new branch offices that we
opened in 2003. Operating expenses associatedheithew branches 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 Decemlie 2003. This increase reflects increased isténeome of $1.9 million for the year
ended December 31, 2004 as compared to the proy partially offset by an increase in interestenge of $638,000 over the same period.

Interest Income. Interest income increased $1.9 million, or 15.486nf $12.8 million for the year ended December 3D3to $14.7
million for the year ended December 31, 2004. Agppnaitely $1.0 million of this increase was attrigdbie to an increase in interest on loans,
the average balance of which increased by $30l&mibver the year and had an average yield of%.3a4 compared to an average yield of
6.18% in the prior year. The remaining $1.0 millmfrthe increase was attributable to an increas® fnterest on investment securities, the
average balance of which increased by $28.0 mithegr the year and had an average yield of 3.69¢bmpared to an average yield of
3.80% in the prior year.

Interest Expense . Interest expense increased by $638,000, or 13.16%6, $4.7 million for the year ended December 3D $5.3
million for the year ended December 31, 2004. Tierest paid on deposits decreased by $213,000$B8#nmillion for the year ended
December 31, 2003 to $3.7 million for the year ehDecember 31, 2004. This was due to an decreahke Bverage yield paid on deposits
over the year of 1.22% off-set by an increase énahierage balance of deposits of $25.0 million dhveryear. The interest expense related to
advances from the Federal Home Loan Bank of Nevk Yarreased from $747,000 for the year ended Deeei@b, 2003 to $1.6 million for
the year ended December 31, 2004 as our borroviegsased.
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Provision for Loan Losses . For the year ended December 31, 2004, the provisioloan losses was $267,000, a decrease as cethpar
to the provision for loan losses for the prior yeduich was $345,000. Despite increasing our loatf@®, we were able to decrease the
provision for loan losses based on the qualityheflban portfolio and the amount of allowance &m losses already in place. Management
has determined this based on a detailed reviewioéxisting loan portfolio, historical charge-oftes and non-performing loans.

Non-interest Income . Non-interest income increased by $147,000 betweeyears ended December 31, 2004 and 2003. Fgedre
ended December 31, 2004, non-interest income tb&led million, whereas for the prior year it te@i$1.7 million. The increase is
attributable to increased overdraft service chaagekincreased gains on sales of available forssaderities, offset in part by decreased net
gains on sales of loans and decreased other income.

Non-interest Expense . Non-interest expense increased $721,000 from $7.2amifbr the year ended December 31, 2003 to $7./@om
for the year ended December 31, 2004. The majofitiie increase in non-interest expense was at#iibel to salaries and employee benefits
which increased $614,000, or 15.9%, from $3.9 onillior the year ended December 31, 2003 to $4 liomilor the year ended December 31,
2004. The increase in salaries and employee bewedis primarily due to annual salary increaseshinml additional personnel to staff new
branch offices opened during 2003 in Erie County.

Income Tax Expense . Income tax expense increased by $158,000 from $@84or the year ended December 31, 2003 to $90Z@0
the year ended December 31, 2004. The increaset®fin increase in our pretax income from $2.8amiln 2003 to $3.1 million in 2004.

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

General. Net income was $1.5 million for the year ended Detwer 31, 2003, a decrease of $729,000, or 32.6htpaced with net
income of $2.2 million for the year ended Decenier2002. This decrease was primarily a result@éaease in net interest income of
$150,000 and a $1.0 million increase in non-inteegpense offset in part by lower income taxes.-oerest expense increased largely due
to the expenses associated with the opening ohevwobranch offices and their lack of operating medor a part of the year in which such
expenses were incurred.

Net Interest Income . Net interest income decreased by $150,000 from ®8ldn for the year ended December 31, 2002 td $8
million for the year ended December 31, 2003. Heisrease reflects a decrease in interest inconyepantially offset by a decrease in intet
expense on deposits as we on average offered igelds on our core deposits. Furthermore, thereamaisicrease in interest paid on
borrowings as we increased our borrowings throutyaaces from the Federal Home Loan Bank of New Yri2003, we sold $4.0 million
in residential mortgage loans to the Federal HomanLMortgage Corporation and retained servicinbtsign these loans. The rationale for
the sale of loans was due to anticipated incresgedd of pre-payments of higher rate mortgagdseiportfolio. The impact of such loan
servicing fee income, which we include in “othenraterest income” was minimal.

Interest Income. Interest income decreased by $402,000, or 3.1% $53.2 million at December 31, 2002 to $12.8 wrillat
December 31, 2003. Almost all of this decreasebeaattributed to a decline in income from loan®ieable from $10.5 million for the year
ended December 31, 2002 to $10.1 million for tharynded December 31, 2003. This decline was & @fsaudecline in rates due to both
refinancings as our customers sought lower ratdb&n mortgage loans and reduced yields on owrstalple rate mortgages also due to the
lower rates.
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Interest Expense . Interest expense decreased by $252,000, or 5.0%,$6.0 million for the year ended December 31, 22@0$4.7
million for the year ended December 31, 2003. Tierest paid on deposits decreased $617,000 betoeeparable years while the interest
paid on borrowings increased by $344,000 betweelydlars ended 2003 and 2002. The decrease inshpaiel on deposits is attributable 1
decrease on the average yield on deposits to 18@286mpared to 2.54% for the prior year, whileatherage balance of deposits for the year
ended December 31, 2003 increased by $25.4 millam.increase in borrowing expense was due toenedse in the average balance of our
advances from the Federal Home Loan Bank of Newkban average yield of 3.48% for the year endiB2compared to an average yield
of 4.98% in 2002.

Provision for Loan Losses . For the year ended December 31, 2003 the provisioiman losses was $345,000, a decrease from the
provision of $360,000 for the year ended Decemhte802. 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 lossesdlyen place. Management has determined
this based on a detailed review of our existingilpartfolio, historical charge-off rates and nonfpeming loans.

Non-interest Income . Non-interest income remained relatively constamtpgtroximately $1.7 million in both 2003 and 20B2r the
year ended December 31, 2003, we experienced af@&%000 from sales of securities. In the prieay we realized $176,000 from the ¢
of securities. In 2003, we realized $129,000 fromdale of both residential mortgage and studamsl@s compared to only $2,000 from the
sale of student loans in 2002.

In November 2002, we established and funded a B®étast 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 generayetthis joint venture was $62,000.

Non-interest Expense . Non-interest expense increased by $1.0 million f&62 million for the year ended December 31, 2@087.2
million for the year ended December 31, 2003. Tiisease was largely the result of expenses at#iiel to the opening of the new branches
in Orchard Park and East Amherst New York, inclgdime retention of additional employees. Also cibutiing to this increase were salary
expenses and employee benefits, including healthegenses, which increased by $607,000 from$8li®n for the year ended
December 31, 2002 to $3.9 million for the year ehDecember 31, 2003. Increased materest expense was, to a lesser extent, attblmite
an increase in advertising expenses to $338,00éoyear ended December 31, 2003 in comparis$t4d,000 for the year ended
December 31, 2002. The $191,000 increase in adirggtexpense was due to the opening of our twobrawches in Erie County, New York
during 2003. The branch expansion was in a new eharlea and additional advertising was necessaggtablish name recognition and
visibility.

Income Tax Expense . Income tax expense decreased by $341,000 fromriillian for the year ended December 31, 2002 to4$3@0
for the year ended December 31, 2003. This reduddidue to the fact that taxable income was 29003 than 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 withdragealirements of our customers and to fund curredtpdanned expenditures. Our primary
sources of
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funds consist of deposits, scheduled amortizatimhpaepayments of loans and mortgage-backed aettbassked securities, maturities and
sales of other investments, interest bearing depasbther financial institutions and funds pre@ddrom operations. We have written
agreements with the Federal Home Loan Bank of NevkYwhich as of September 30, 2005, allowed usotoow up to $23.4 million on an
overnight line of credit and $23.4 million on a ementh overnight repricing line of credit We haweborrowings through either of these
agreements. We also have a third agreement tonoddiziances from the Federal Home Loan Bank coflited by a pledge of our mortgage
loans. At September 30, 2005, we had outstandimgrexds totaling $50.1 million.

Loan repayments and maturing investment secuaties relatively predictable source of funds. Hosvedeposit flows, calls of
investment securities, and prepayments of loansvarthage-backed securities are strongly influeriyenhterest 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 origfion of loans and, to a lesser extent, the pucb&gvestment 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 months ended September@®4.2n 2004, we originated approximately $49.8ioilin loans compared to
approximately $91.7 million in 2003. PurchaseshwEstment securities totaled $16.8 million in theermonths ended September 30, 2005
and $44.1 million in the year ended December 30420

At September 30, 2005, we had loan commitmentitmlvers of approximately $7.9 million and overditafes of protection and
unused home equity lines of credit of approxima$#.6 million.

Total deposits were $251.6 million at September2B05, as compared to $243.6 million at DecembeRB@4. Time deposit accounts
scheduled to mature within one year were $33.9anilhit September 30, 2005. Based on our deposittieh experience, current pricing
strategy, and competitive pricing policies, we @ptite that a significant portion of these time a4z will remain with us.

We are committed to maintaining a strong liquigitsition, therefore, we monitor our liquidity pasit on a daily basis. We anticipate
that we will have sufficient funds to meet our emtrfunding commitments. The marginal cost of neading, however, whether from
deposits or borrowings from the Federal Home LoanlB will be carefully considered as we monitor iguidity needs. Therefore, in order
to minimize our cost of funds, we may consider iddal borrowings from the Federal Home Loan Bamkhie future.

We do not anticipate any material capital expemdgun 2005 other than $150,000 for the Hamburgdirahat opened in December
2005 and a projected expense of $200,000 for apt@me system and upgraded computer software. Wetdoave any balloon or other
payments due on any long-term obligations or afpafance sheet items other than debt as descinlbiédte 8 to the Financial Statements
and the commitments and unused lines and lettesgedft noted above.
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We are contractually obligated to make paymentf &eptember 30, 2005 as follows:

Payments due by Period:

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

(Dollars in thousands)

Long term deb $40,66( $8,28( $17,00C $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 siguifitly increase our liquidity and capital resosra®ver time, the initial level of
liquidity will be reduced as net proceeds from differing are used for general corporate purposedding the funding of lending activities.
In addition, the large increase in equity resulfiregn the capital raised in the offering will, irally, have an adverse impact on our return on
equity. See ‘Risk Factors - After The Offering, Our Return OrulegWill Be Low Compared To Other Companies. Tosld Hurt The
Price Of Your Common Sto.”

Off-Balance Sheet Arrangements

Other than loan commitments, the Lake Shore Sawdngs not have any off-balance sheet arrangentfaithave or are reasonably
likely to have a current or future effect on oundincial condition, revenues or expenses, resuligefations, liquidity, capital expenditures
capital resources that is material to investor§eR® Note 14 of the financial statements begigrahpage F-1 for a summary of loan
commitments outstanding as of September 30, 2005.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&uaiard (FASB) issued Statement No. 123 (revis@dtR0Shared-Based
Payment.” Statement No. 123(R) addresses the attoguor share-based payment transactions in whitknterprise receives employee
services in exchange for (a) equity instrumenthefenterprise or (b) liabilities that are basedhenfair value of the enterprise’s equity
instruments or that may be settled by the issuahsach equity instruments. Statement No. 123(R)ires an entity to recognize the grant-
date fair-value of stock options and other equigdtl compensation issued to employees in the instatement. The revised Statement
generally requires that an entity account for thomesactions using the fair-value-based methad gdiminates the intrinsic value method of
accounting in APB Opinion No. 25, “Accounting foto8k Issued to Employees,” which was permitted ur@tatement 123, as originally
issued. The revised Statement also requires entdidisclose information about the nature of thers-based payment transactions and the
effects of those transactions on the financiaksta&ints. At present, Lake Shore Savings and Loaacisfon has not issued any stock options
or other equity-based compensation.

In March 2004, the SEC released Staff Accountintietin (SAB) No. 105, “Application of Accounting Prciples to Loan
Commitments.” SAB 105 provides guidance about teasarements of loan commitments recognized avé#iie under FASB Statement
No. 133,“Accounting for Derivative Instruments and Hedgifgtivities.” SAB 105 Also requires companies todiise their accounting
policy for those loan commitments including methadsl assumptions used to estimate fair value ssatided hedging strategies. SAB 105
is effective for all loan commitments accountedderderivatives that are entered into after Maiii2804. The adoption of SAB 105 did not
have any effect on Lake Shore Savings and Loanddatson’s financial statements.
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BUSINESS OF LAKE SHORE BANCORP

Lake Shore Bancorp has not engaged in any busioelge. Upon completion of the reorganization,d &kore Bancorp will own Lake
Shore Savings Bank. Lake Shore Bancorp will retigino 50% of the net proceeds from the offering. Wileinvest our initial capital as
discussed in “How We Intend to Use the Proceedn tte Offering.”

In the future, Lake Shore Bancorp may pursue dthsiness activities, including the acquisition tifey financial institutions or other
entities, borrowing funds for investment in Lakeo&hSavings and diversification of Lake Shore Bapsooperations. Lake Shore Bancorp
has no current plans for such activities. Our dbksi will depend upon earnings from the investmefithe portion of net proceeds we retain
and any dividends Lake Shore Bancorp receives frake Shore Savings. Initially, Lake Shore Bancoifbweither own nor lease any
property, but will instead use the premises, eqeipnand furniture of Lake Shore Savings. At thesene time, we intend to employ only
persons who are officers of Lake Shore Savingsetee as officers of Lake Shore Bancorp. Howeverwill use the support staff of Lake
Shore Savings from time to time. Lake Shore Baneadlmot separately compensate these employedss Baore Bancorp will hire
additional employees, as appropriate, to the extexipands its business in the future. Séttv We Intend to Use the Proceeds from the
Offering.”

BUSINESS OF LAKE SHORE SAVINGS BANK
General

Our principal business consists of attracting retaposits from the general public in the areasosunrding our corporate headquarters in
Dunkirk, New York and eight branch offices in Chawutjua and Erie Counties, New York and investingelaeposits, 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, comahéngsiness loans, consumer loans, and investreeatises. Our revenues are derived
principally from interest on loans and securitM& also generate revenues from fees and serviecgehand other income. Our primary
sources of funds are deposits, borrowings and ipahand interest payments on loans and securities.

For 115 years we have served the local communiBuofkirk, New York. Lake Shore Savings was chadexs a New York savings a
loan association in 1891. In 1987, we opened oworset office in Fredonia, New York. Since 1993, vewdtripled our asset-size and
expanded to eight branch offices. In addition, \weehadded three administrative office buildingsalihtomprise our 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, amanercial loans as well as traditional deposit potsl We purchase securities issued by
the U.S. Government and government agencies, npahisecurities, mortgage-backed and asset-backeditses and other investments
permitted by applicable laws and regulations. @wenues are derived principally from interest gatest from our loans and interest earned
and dividends paid on our investment securities.@imary sources of funds for lending and investtaare deposits, payments of loan
principal payments on mortgage-backed and assé&eta®ecurities, maturities and calls of investnsemurities and income resulting from
operations in prior periods.
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Market Area

Our operations are conducted out of our corporagaluarters in Dunkirk, New York and eight branfflites. Our branches are located
in Dunkirk, Fredonia, Jamestown, Lakewood and Widdtfn Chautauqua County, New York. In Erie Coymgw York our branch offices
are located in Orchard Park, East Amherst and Hagnlthich opened in April and August of 2003 and:&mber of 2005, respectively. We
also have four stand-alone ATMs. The opening of@hehard Park, East Amherst and Hamburg officesahestnates the implementation of
our growth strategy which is focused on expansighiErie County while preserving our market shawr€hautaugua County. We believe
we are among the top residential mortgage lende@hautauqua County.

Our geographic market area for loans and depasfigncipally Chautauqua and Erie Counties, NewkYAdditionally, Cattaraugus
County, New York is part of our designated lendimga, although we have no branches in the markat Aiorthern Chautauqua County is
located on Lake Erie in the western portion of Néwavk and is approximately 45 miles from Buffalo, W& ork. There are multiple prime
industrial and building sites in this county anskdled and productive labor force. Northern Chagtaa County is served by three accredited
hospitals and offers higher education opportunitiée have lending and deposit relationships witthsastitutions. Southern Chautauqua
County is more of a tourist attraction, featuringag@tauqua Lake, but it also hosts a broad diveesitgdustry, commercial establishments
financial institutions as well as a skilled andduwotive workforce. Jamestown, New York, where werggd the first of two branch offices in
1996, is the most populous city in Chautaugua Gounis also the ninth largest metropolitan regiothe State of New York.

Erie County is a metropolitan center located onvhestern border of New York covering 1,058 squailesnLocated within Erie
County is the city of Buffalo, the second largast i the State of New York. As the city of Buftahas redeveloped, so too have its suburbs
throughout Erie County, which also host the Buffidiagara International Airport in Cheektowaga, Néark and professional sports
franchises. One of the main commercial thorougbgan Erie County is Transit Road, which has exgmex@d robust development in recent
years and is the location of our most recent branffibe. Our newest branch office, which opene®atember 2005, is in Hamburg, N
York, also located in Erie County.

The demographic characteristics of our market aredess attractive than national and state measBoth Chautauqua and Erie
Counties exhibit slower rates of population growtien compared to the United States and New Yore Steerages. In addition, both
Chautauqua and Erie Counties have lower per caqitane and slower growth in per capita income wt@mnpared to the United States and
the New York State averages. Since Chautauqua €basthistorically exhibited less attractive denapiric characteristics, Lake Shore
Savings may have limited growth opportunities im@fauqua County. However, Erie County displaysanger housing market and Erie
County’s population base is five times larger tldrautauqua County, which may offer Lake Shore a smwce of customers in the form of
deposit and lending opportunities. Notwithstandimgse demographic characteristics, our primary gtakea has historically been stable,
with a diversified base of employers and employnsectors. The local economies that we serve ardap®ndent on one key employer.
Transportation equipment is the largest manufargurndustry in the Buffalo area, as well as producof component parts. The principal
employment sectors are service-related (excludimantial), wholesale and retail trade, and duragaleds manufacturing. Similar to national
trends, most of the job growth currently realized€Chautauqua and Erie Counties has been in sersfated industries, and service jobs now
account for the largest portion of the workforce.
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The following table compares the historical popolatand per capita income levels and growth raie€hautauqua and Erie Counties,
New York State and the United Stat

Growth
Year Rate
2000 2005 2000200¢
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 95( 94¢ 0.C%
Per Capita Income
United State: $ 21,58¢ $ 26,22¢ 4.C%
New York State 23,38¢ 28,677 4.2%
Chautauqua Count 16,84( 20,05¢ 3.€%
Erie County 20,357 24,50¢ 3.&8%

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

Our future growth will be influenced by opportuegiand stability in our regional economy, other dgraphic trends and the
competitive environment. We believe that we haweetisoed lending products and marketing strategiesltress the credit-related needs of
the residents in our local market area.

Competition

We face intense competition both in making loars atitracting deposits. New York has a high conagiatn of financial institutions,
many of which are branches of large money centedlg@gional banks which have resulted from the clidestion of the banking industry in
New York and surrounding states. Some of these etitops have greater resources than we do and ff@yservices that we do not provic
For example, we do not offer trust or investmemtises. Customers who seek “one stop shopping” beagirawn to our competitors who
offer such services.

Our competition for loans comes principally frormaoercial banks, savings institutions, mortgage bankrms, credit unions, finance
companies, insurance companies, and brokerageaestinent banking firms. The most direct competifar deposits has historically come
from credit unions, commercial banks, savings bamdsavings and loan associations. Specificabyc@ampete with regional financial
institutions such as Greater Buffalo Savings Bdiakpestown Savings Bank and Evans National Bante-atae financial institutions such as
Manufacturers and Traders’ Trust Company (M&T Baakgl Key Bank; and nation-wide financial institusosuch 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 short-term money nedifiinds, corporate and government securities fuars from brokerage firms, mutual
funds and insurance companies.

To remain competitive, we provide superior custosgwice and are active participants in our locahmunity. The following are
examples of our commitment to customer service:
* We have built additional branch offices to bothwgrmur customer base and to provide greater conmeaito our existing
customers
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* In 1999, we began offering a Direct Access Secuwihe (“DASH”) with 24 hour 7 days a week accesall customer accounts
via telephone acces

e In 2001, we added a Secure Account Management (“3ARtine banking website allowing customers imstaccess via the
internet. We have continued to upgrade ot-line banking as technology evolves and now offecg&himaging through our websi

» Customers with a Smart Account, which is a checkiogpunt, Free & Easy Checking or Money Market ®mer; may have a
“Navigator Card,” our no-annual fee ATM/Debit casthich may be used at ATM machines throughout Chajuta and Erie
Counties for deposits and withdrawals and as & dabil anywhere MasterCard is accep

* In 2003, we entered into alliances with Key Bank &hd Evans National Bank to provide customers &éweess to their accounts
with us through the ATMs of these institutions adlvas our own

» We have continued to upgrade our corporate heatiiyaand established branches, our ATMs and dhiraigh facilities to ensure
that we are providing a high level of customersfattion.

* Recently, we have added six new mortgage loan ptedt/1, 7/1 and 7/23 adjustable rate mortgage804L0/10 loan, which is a
combined mortgage and home equity product, a agetgin end loan and an FHA 203(b) loan prod

e In our last three Community Reinvestment Act evtiduness by the Office of Thrift Supervision, most eetly concluding on
November 17, 2004, we consistently receiveOutstandin” rating.

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

Lending Activities

General. We have a longtanding commitment to the origination of residaintiortgage loans, including home equity loans,wadlsc
originate commercial real estate, commercial angsamer loans. We currently retain substantiallypfthe loans that we originate; however,
we have sold and may in the future sell residentiaitgage and student loans into the secondaryehastaining servicing rights for the
residential mortgage loans. At September 30, 2@@%had total loans of $202.6 million, of which $IAHillion, or 71.9%, were one-to-four
family residential mortgages. Of residential moggdoans outstanding at that date, 6.0% were adjlestate mortgage loans and 94.0%were
fixed rate loans. At September 30, 2005, 14.4%eflban portfolio was comprised of home equity Kaof which 80.0% were adjustable rate
mortgage loans and 20.0% which were fixed ratedo@ihe remainder of our loans at September 30,,20@6unting to $27.7 million, or
13.7% of total loans, consisted of 7.4% commergal estate loans, 1.0% construction loans, 4.0noercial loans and 1.3% consumer
loans, which includes personal loans, home imprargrioans, overdraft lines of credit, automobilans and guaranteed student loans.

Our loans are subject to federal and state lawsegudations. The Office of Thrift Supervision Haeen and will continue to be our
primary federal regulator. We have also been stibjeegulation by the New York State Banking Depeent, which will cease once we he
completed the reorganization to a federal savirgek lwharter. The interest rates we offer for lommsaffected principally by the demand for
loans, the supply of money available for lendingpmses and the interest rates offered by our catopetThese factors are, in turn, affected
by general and local economic conditions, monegpaticies of the federal government, including tleel€ral Reserve Board and legislative
policies.
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Loan Portfolio. The following table sets forth the composition af ¢doan portfolio, by type of loan, in dollar amdsm@and in percentag
at the dates indicated.

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

(Dollars in thousands)
Mortgage loans

One-to-four

family $145,65: 71.8%9%0%$142,22: 71.186%$135,29! 72.1290%$107,11¢ 68.01%% 99,54: 68.51%% 88,42
Commercial ret

estate 14,91¢ 7.3€ 15,31( 7.6€ 14,62¢ 7.8C 13,62¢ 8.6F 10,86¢ 7.4¢ 9,14¢
Construction

loans 2,00z 0.9¢ 2,462 1.2¢ 2,531 1.3 3,30( 2.1C 2,73¢ 1.8¢ 2,53¢
Home equity

loans and

lines of credi 29,22: 14.4: 28,44: 14.2: 25,87¢ 13.7¢ 23,74: 15.0% 21,08 14.51 21,04:

191,79 94.6€ 188,43° 94.2¢ 178,32t 95.0¢ 147,78° 93.8: 134,23 923t 121,15

Other loans
Commercial
loans 8,081 3.9¢ 8,61°F 4.3C 5,957 3.1¢ 6,22¢ 3.9¢ 7,33¢ 5.0t 4,79¢
Consumer loan 2,73¢ 1.3¢ 2,87( 1.44 3,31( 1.7¢ 3,48¢ 2.21 3,73¢ 2.57 3,83¢
10,81« 5.3¢ 11,48¢ 5.74 9,267 4.94 9,711 6.17 11,07: 7.62 8,631
Total loans 202,60° 100.0(% 199,92: 100.0% 187,59 100.00% 157,49¢ 100.0(% 145,30 100.0% 129,78¢ 1
Less:
Deferred
loan
costs
(fees)
@ 1,077 891 83¢€ 461 22C —
Allowance
for
loan
losses (1,267 (1,28¢) (1,299 (1,217 (929 (797)
Loans, ne $202,41° $199,52! $187,13¢ $156,74( $144,60( $128,99:

(1) Prior to February 2001, Lake Shore Savingsnhdidrecord deferred loan costs in accordance WitBB-91, as the effect on financial
statements was immateri
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Loan Maturity. The following table presents the contractual matwf our loans at December 31, 2004. The table aé include the
effect of prepayments or scheduled principal arration. Loans having no stated repayment scheduteturity and overdraft loans are
reported as being due in one year or less.

Real Estate Real ; :
One-toFour Estate Home Construction Commercial Consumel
Family Commercial Equity Total
(In thousands)
Amounts due in:
One year or les $ 77 % 3% 17 $ — $ 112 $ 80€ $ 1,01¢
After one year through five yea 2,57 83t 2,341 — 2,69¢ 814 9,26¢
Beyond five year: 139,56¢ 14,47: 26,08¢ 2,46¢ 5,80: 1,25( 189,64(
Total $142,22;: $ 1531( $2844: $ 2,46: $ 8,61t $ 2,87C $199,92:
Interest rate terms on amounts due after one yeal
Fixed rate $13395. $ 568/ $5694 $ 246 $ 6,131 $ 1,694 $155,61¢
Adjustable rate 8,19: 9,62 22,73 — 2,371 37C 43,28¢
Total $142,14: $ 15,307 $28,42t $ 2,46: $ 850z $ 2,06/ $198,90¢
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The following table presents our loan originatiomsichases, sales, and principal payments forehiegs indicated.

For the Nine Months Ended For the Year Ended
September 30, 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! $157,95" $145,52: $129,78¢ $116,06°
Originations:
Mortgage loan: 25,217 33,95. 40,737 85,14¢ 52,32( 43,92, 34,47:
Commercial and consumer log 4,68( 7,061 8,81¢ 6,59¢ 4,04¢ 7,71 5,191
Total originations 29,89° 41,01: 49,55¢ 91,74. 56,36¢ 51,63t 39,66¢
Deduct:
Principal repayment:
Mortgage loan: 22,45 23,18: 31,23t 48,33¢ 39,60¢ 29,53t 22,92t
Commercial and consumer log 4,19( 3,422 4,72¢ 8,08( 3,541 5,447 1,53¢
Total principal payment 26,64 26,60t 35,95¢ 56,41¢ 43,15( 34,98 24,46
Transfers to foreclosed real est 11¢ 15C 374 761 302 373 23¢
Loan sale— Sonyma(l) and Freddie Mac Freddie N — — — 4,04¢ — — —
Loan sale— guaranteed student loa 39¢ 511 592 603 40¢E 354 1,12¢
Loans charged o 55 96 304 27t 79 19z 11€
Total deduction: 27,21 27,36: 37,22¢ 62,100 43,93¢ 35,90: 25,94¢
Balance outstanding at end of per $ 202,60 $ 201,24! $199,92. $187,59! $157,95" $145,52: $129,78!

(1) State of New York Mortgage Agenc

Residential Mortgage Lending. We emphasize the origination of residential morégglmgins secured by one-to-four family properties. A
September 30, 2005, loans on one-to-four familidegtial properties accounted for $145.7 milliony7&.9%, of our total loan portfolio. Of
residential mortgage loans outstanding on that aiateat December 31, 2004, 6.0% and 5.7%, respdctif our loans were adjustable rate
mortgage loans and 94.0% and 94.3%, respectivaie fixed rate loans. At September 30, 2005, apprately 84% of our residential
mortgage portfolio was secured by property locate@hautauqua County, 14% by property located ie Eounty and 2% by property
located elsewhere. Approximately 9% of all resid@iban originations during fiscal 2004 were refirtings of loans already in our portfolio.

Our loan originations are from customers, residehtsur local communities or referrals from loceal estate agents, attorneys and
builders. Management believes that the Erie Cobranch offices could be a significant source of tean generation. Following the
reorganization, we may seek to

76



Table of Contents

expand residential lending activities with the meds received in the offering primarily through tiigination of residential mortgage and
commercial real estate loans. Management belidaekpanding our residential mortgage lending edhtinue to enhance our reputation as
a service-oriented institution particularly in EGeunty, where we are actively developing and egpanour market presence.

Residential mortgage loan originations are gengefal terms of 15, 20 or 30 years, amortized onaatily basis with interest and
principal due either bi-weekly or monthly. Residahteal estate loans may remain outstanding fpmicantly shorter periods than their
contractual terms as borrowers may refinance grgyréoans at their option without penalty. Convemal residential mortgage loans
originated by us customarily contain “due-on-salkiuses that permit us to accelerate the indebssdrfehe loan upon transfer of ownership
of the mortgaged property. We do not offer 40-ymartgage loans, “interest only” mortgage loansr@dative amortization” mortgage loans.

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

We offer adjustable rate mortgage loans with a mara term of 30 years. Our adjustable rate mortdayes include loans that provide
for an interest rate based on the interest paid.&n treasury securities of varying maturities ptasying margins. We currently offer
adjustable rate mortgage loans with initial ratelow those which would prevail under the foregodognputation, based upon a determina
of market factors and competitive rates for adpistaate loans in our market area. For adjustadike mortgage loans, borrowers are qualified
at the initial fully indexed rate.

Our adjustable rate mortgage loans include limiténareases or decreases in the interest rateedbém. The interest rate may increase
or decrease by a maximum of 2% or 5% per adjustpendd with a ceiling rate of 6% over the lifetbé loan. The retention of adjustable
rate mortgage loans in our loan portfolio helpsumsdexposure to changes in interest rates. Howthaye are unquantifiable credit risks
resulting from potential increased costs to thedwer as a result of the pricing of adjustable ratetgage loans. During periods of rising
interest rates, the risk of default on adjustabte mortgage loans may increase due to the incofdisierest cost to the borrower.

We regularly provide a loan product to our custarbat is underwritten using the same criteria ireglby the State of New York
Mortgage Agency for its own loan products. Aftdoan is originated and funded, we may sell the lmetihe State of New York Mortgage
Agency. We have also sold loans to the Federal Homa@ Mortgage Corporation in the past and mayadagain, from time to time. We
retain all servicing rights for residential mortgdgans that we sell.

Home Equity Loans and Lines of Credit. We provide home equity loans and home equity lofesedit to our customers. We offer a
home equity loan or line of credit with a minimurmldnce of $5,000 up to a maximum of 90% of thel fotn to value ratio. Home equity
lines of credit products, which have interest raieed to prime, generally have a 15 year draw kaiod a 15 year payback period. Fixed rate
home equity loans range from terms of 5 to 15 yeghisse loans, as a group, totaled $29.2 millich$28.4 million at September 30, 2005
and December 31, 2004, respectively. Approxima@elY% of such loans have adjustable rates and 2038 fixed rates. At September 30,
2005 and December 31, 2004, such loans constiltet¥ and 14.2% of our total loan portfolio.
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Commercial Real Estate Loans. We originate commercial real estate loans to fieahe purchase of real property, which generally
consists of developed real estate. In underwritimgmercial real estate loans, consideration isrgieehe property’s historic cash flow,
current and projected occupancy, location, andiphlsondition. At September 30, 2005 and Decen3fie2004, our commercial real estate
loan portfolio consisted of loans totaling $14.9liom and $15.3 million respectively, or 7.4% and@%, respectively, of total loans. Of the
commercial real estate portfolio at September B052approximately 95% consisted of loans thatalateralized by properties in
Chautauqua County and 5% by properties in Erie Go@ur commercial real estate loan portfolio igedse and does not have any signifi
loan concentration by type of industry or borrovi&e lend up to a maximum loan-t@lue ratio of 80% on commercial properties andiire
a minimum debt coverage ratio of 1.2 to 1. Comnatirgial estate lending involves additional riskeypared with one-to-four family
residential lending. Because payments on loangeédly commercial real estate properties are afeggrendent on the successful operation or
management of the properties, and/or the collatedale of the commercial real estate securingdha,lrepayment of such loans may be
subject, to a greater extent, to adverse condifiotise real estate market or economic conditidtso, commercial real estate loans typically
involve large loan balances to single borrowergroups of related borrowers. Our loan policiesfithe amount of loans to a single borrower
or group of borrowers to reduce this risk and asighed to set such limits within those prescribgdpplicable federal and state statutes and
regulations.

Construction Loans . We originate loans to finance the constructionahtone-to-four family homes and commercial rettes These
loans typically have a ongear construction period, whereby draws are takehirterest only payments are made. As part oflthes proces:
inspection and lien checks are required prior éodisbursement of the proceeds. At the end of @éhstouction period, the loan automatically
converts to either a conventional or commercialtgeage, as applicable. At September 30, 2005 andrleer 31, 2004, our construction Ic
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 lendingudiob
business installment loans, lines of credit, aftotommercial loans. We have fewer than 10 lodtisalances in excess of $1.0 million
and the average commercial loan is for a princpabunt ranging from $100,000 to $300,000. At Sepem30, 2005 and December 31,
2004, our commercial loan portfolio consisted @fre totaling $8.1 million and $8.6 million, respeely, or 4.0% and 4.3%, respectively, of
total loans. Many commercial loans have variabler@st rates tied to the prime rate, and are fondegenerally not in excess of 15 years.
Whenever possible, we collateralize these loans avlten on business assets and equipment ancttberal guarantees from principals of
borrower. Interest rates on commercial loans gdigdrave higher yields than residential mortgag#'e. offer commercial loan services
designed to give business owners borrowing oppitigsrfor modernization, inventory, equipment, donstion, consolidation, real estate,
working capital, vehicle purchases, and the refiiramof existing corporate debt.

Commercial loans are generally considered to irvahhigher degree of risk than residential mortdages because the collateral
underlying the loans may be in the form of intatgidissets and/or inventory subject to market okselece. Commercial loans may also
involve relatively large loan balances to singlerbwers or groups of related borrowers, with theasenent of such loans typically dependent
on the successful operation and income streamedbdinrower. Such risks can be significantly affddig economic conditions. In addition,
commercial business lending generally requirestankially greater oversight efforts compared tadestial real estate lending. We conduct
on-site reviews of the commercial loan portfolicettsure adherence to our underwriting standardpalic requirements.
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Consumer Loans. We offer a variety of consumer loans. At Septen88gr2005 and December 31, 2004, our consumer logfofio
totaled $2.7 million and $2.9 million, respectivety 1.4% and 1.4%, respectively, of total loartse Targest component of our consumer loan
portfolio are personal consumer loans and overdires of credit, which are available for amoungsta $5,000 for unsecured loans and
greater amounts for secured loans depending otypleeof loan and value of the collateral. Consuloans, excluding overdraft lines of
protection, generally are offered for terms of a0 years, depending on the collateral, at fix¢erest rates. Our consumer loan portfolio
also consists of:

* new and used automobile loans;

» recreational vehicle loans;

* motorcycle loans;

e guaranteed student loans;

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

» secured and unsecured property improvement loaus; a

e other secured loans.

Generally, the volume of consumer lending has dedlias borrowers have opted for home equity liwbesre a mortgage-interest
federal tax deduction is available, as comparathgecured loans or loans secured by property tiharresidential real estate. We continue
to make automobile loans directly to the borrovwasrd primarily on used vehicles. We also maintgioifolio of guaranteed student loans.
Our student loans are typically resold to the Stadl@an Marketing Association, Sallie Mae, when lthens go into repayment. We make
other consumer loans, which may or may not be selcme terms of such loans vary depending ondHateral.

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

Loan Approval Procedures and Authority. Our lending policies are established by our Bodrioectors. Currently, our President and
Chief Executive Officer and Executive Vice Presid&hief Operating and Commercial Officer have atitli to approve loans for principal
amounts of up to $100,000. Loans in excess of $DWin principal amount, but less than $500,000thasapproved by the Executive
Committee of our Board of Directors, which meets®a month. Loans with principal amounts in exeggst500,000 must be reviewed and
approved by a vote of our Board of Directors, whithets once a month. Additionally, branch managergranted authority to approve
loans, mainly consumer loans, in smaller amounésel appropriate by our Board of Directors.

Current Lending Procedures. Upon receipt of a completed loan application fropr@spective borrower, we order a credit report and
verify certain other information. If necessary, al#ain additional financial or credit related infaation. We require an appraisal for all
mortgage loans, including loans made to refinaxigting mortgage loans. Appraisals are performetid@nsed third-party appraisal firms
that have been approved by our Board of Direcides require title insurance on all secondary mankettgage loans and certain other loans.
We also require borrowers to obtain hazard insw@anc
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and if applicable, we may require borrowers to mbli@od insurance prior to closing. Based on lt@walue ratios and lending guidelines,
escrow accounts may be required for such itemeals®state taxes, hazard insurance, flood insuranceprivate mortgage insurance
premiums.

Asset Quality

One of our key operating objectives has been, antrwes to be, maintaining a high level of assetlity. Our high proportion of one-
to-four family mortgage loans, the maintenanceocnfrsl credit standards for new loan originations laad administration procedures have
resulted in historically low delinquency ratios aidrecent years, a reduction in non-performirgeés These factors have contributed to our
strong financial condition.

Collection Procedures. We have adopted a loan collection policy to mamtadequate control on the status of delinquentsl@ed to
ensure compliance with the Fair Debt CollectioncHcas Act. When a borrower fails to make requijpagiments on a residential or
commercial loan, we take a number of steps to iadiie borrower to cure the delinquency and rest@doan to a current status. Our
collections department documents every time a lm@ras contacted either by phone or in writing amaintains records of all collection
efforts. Once an account becomes delinquent fatal/s, a late notice is mailed to the borrower andguarantors on a loan. A second notice
is mailed following the 3@ day of delinquency. At this time, we also direatbntact the borrower. Such contact may be repebteldan is
delinquent between 60-89 days. Once a loan hasdegmuent for 90 days or more, the loan is deemédassified asset” and is reported to
our board of directors. A final letter is sent he thorrower demanding payment in full by a certsite. Failure to pay after 90 days of the
original due date generally results in legal actimmtwithstanding ongoing collection. In the caga secured loan, the collateral is reviewe
determine whether its possession would be costtféefor us. In cases where the collateral failfully secure the loan, we may also sue on
the note and not just repossess any collateral.

The collection procedures for consumer loans irelin sending of periodic late notices and leties borrower once a loan is past (
On a monthly basis, a review is made of all consupens 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 chargédamce a charge-off decision has been
made, the collections manager or management pulegsaction such as small claims court, judgmesakary garnishment, repossessions
and attempt to collect the deficiency from the baser.

Loans Past Due and Non-performing Assets. We define non-performing loans as loans that dheenon-accruing or accruing whose
payments are 90 days or more past due. Non-perigrassets, including non-performing loans and foseal real estate, totaled $1.2 million
at September 30, 2005 and $934,000 at Decemb&084,
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The following table presents information regardauy 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¢ ¢ 368 $ 417 $ 73z $46-

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 $ 468 $ 50t $ 88c $47¢

Loans accounted for on a nonaccrual basis:
Mortgage loans on real esta

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

Constructior — — 194 — a0 —

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: 384 142 584 903 513 401
Total nonperforming loan 1,001 792 1,052 1,40¢ 1,402 88C
Foreclosed real esta 194 142 48¢€ 11€ 10¢ 11
Restructured loar — — — — — —
Total nonperforming asse $ 1,198 $934 $1,53¢ $1,52¢ $1,51C $891
Ratios:
Nonperforming loans as a percent of gross lo 0.4% 0.4(% 0.5€% 0.8%% 097 0.68%
Nonperforming assets as a percent of total as 0.36% 0.28% 0.51% 0.64% 0.71% 0.4%%

Loans are placed on non-accrual status either wdasonable doubt exists as to the full timely atiba of interest and principal, or
when a loan becomes 90 days past due, unless latea by the Asset Classification Committee iradés that the loan is well-secured or in
the process of collection. Our Asset Classificaftmmmittee designates loans on which we stop augiinterest income as non-accrual loans
and we reverse outstanding interest income thatpneasously credited. We may again recognize incamtae period that we collect such
income, when the ultimate collectibility of prineilis no longer in doubt. We return a non-accraahlto accrual status when factors
indicating doubtful collection no longer exist.
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Our recorded investment in non-accrual loans tdt&&84,000 and $142,000 at September 30, 2005 andnEber 31, 2004,
respectively. If all noraccrual loans had been current in accordance hétin terms during the nine months ended Septenthe2@®5 and th
years ended December 31, 2004 and 2003, inte@shimon such loans would have amounted to $44&X®M000 and $51,000, respective
At September 30, 2005, we did not have any loabhsctuded above which are “troubled debt restrtinfys” as defined in SFAS No. 15.

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 commencedtaadoan is not brought current, paid in full,
or refinanced before the foreclosure sale, we eghl the real property securing the loan at adtwsure sale or sell the property as soon
thereafter as practical.

Classification of Assets. Federal regulations require us to regularly revéew classify our assets. In addition, our regutak@ve the
authority to identify problem assets and, if appiate, require them to be classified. There aredlulassifications 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 thefidiencies are not corrected. “Doubtful assets’ehall the weaknesses inherent in
substandard assets with the additional charagtetiigtt the weaknesses present make collectioiquidhtion in full on the basis of currently
existing facts, conditions and values questionabié, there is a high possibility of loss. An asdas$sified “loss” is considered uncollectible
and continuance as an asset of the institutiontisvarranted. The regulations also provide for@etsal mention” category, described as
assets which do not currently expose us to a seffficlegree of risk to warrant classification batpbssess credit deficiencies or potential
weaknesses deserving our close attention.

When we classify assets as either substandardutntfdd, we allocate a portion of the related gehkrss allowances to such assets as
we deem prudent. The allowance for loan losseesgpits amounts that have been established to izedgsses inherent in the loan portfc
that are both probable and reasonably estimaltteatate of the financial statements. When we iffageoblem assets as loss, we charge-off
such amount. Our determination as to the classificaf our assets and the amount of our loss a@tmes are subject to review by our
regulatory agencies, which can require that weblistaadditional loss allowances. We regularly eswiour asset portfolio to determine
whether any assets require classification in a@urd with applicable regulations. On the basisunfreview of our assets at September 30,
2005, classified assets consisted of special meassets of $1.2 million, substandard assets dfi$ilion, doubtful assets of $16,000 and
loans classified as loss assets of $1,000. Thesifitbassets total includes $1.0 million of noripeming loans.

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

At September 30 At December 31,

2005 2004 2003 2002

(Dollars in thousands)

Special mention asse $ 1,22¢ $ 68C $1,08¢ $1,28i
Substandard asse 2,14¢ 1,522 1,61¢ 2,05¢
Doubtful asset 16 13 337 465
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 defiiencies in our loan portfolios at the dates iaidid.

At December 31,

At September 30,
2005 2004 2003 2002

60-89 90 + 60-89 90 + 60-89 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 54 266 111 101 — 24¢ — 7
Commercial busines 1 32 33 — 39 12¢ — 94
Consumer loan 13 8 18 33 26 40 18 17
Total $ 81C $ 98S $69z $79z $29t5 $1,052 $20z $1,40¢

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

Allowancefor Loan Losses . The 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 incoivie.charge losses on loans against the
allowance for loan losses when we believe the ctidla of the loan is unlikely.

Our evaluation of risk in maintaining the allowarfoeloan losses includes the review of all loansadnich the collectibility of principal
may not be reasonably assured. We consider thenfioly) factors as part of this evaluation: histdrioan loss experience; payment status; the
estimated value of the underlying collateral; loariginated in areas outside of the historic magket for loan activity; trends in loan
volume; and national and local economic conditidrgere may be other factors that may warrant cenattbn in maintaining an allowance at
a level sufficient to provide for probable loandes. Although our management believes that it bbkshed and maintained the allowance
for loan losses to reflect losses inherent in artfplio, based on its evaluation of the factorsagloabove, future additions may be necesss
economic and other conditions differ substantifityn the current operating environment.

In addition, various regulatory agencies, as aggrél part of their examination process, periodijoaview our allowance for loan
losses. These agencies, including the Office offfTBupervision, may require us to increase thevadince for loan losses or the valuation
allowance for foreclosed real estate based on éwailuation of the information available to thentteg time of their examination, thereby
adversely affecting our results of operations.

The allowance consists of allocated, general amdlarated components. The allocated componeneetatioans that are classified as
either doubtful, substandard, or special menti@e ‘Asset Quality — Classification of Assét&or such loans that are also classified as
impaired, an allowance is established when theodisted cash flows, collateral value or observatdeket price of the impaired loan is lower
than the carrying value of the loan. The generaianent covers non-classified loans and is basdtdstorical loss experience adjusted for
qualitative factors. Qualitative
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factors include past loss experience, loans origthin areas outside of the historic market aredofin activity, trends in loan volume, type
and volume of loans, changes in lending policie$ procedures, underwriting standards, collectiohargeoffs and recoveries, national and
local economic conditions, concentrations of cradi the effect of external factors on the levetsifmated credit losses in the current
portfolio. An unallocated component is maintaine@¢dver uncertainties that could affect managemserdtimate of probable losses, such as
downturns in the local economy. The unallocated mmment of the allowance reflects the margin of iegsion inherent in the underlying
assumptions used in the methodologies for estimatilocated and general losses in the portfolio.

A loan is considered impaired when, based on ctiméormation and events, it is probable that w# mot be able to collect the
scheduled payments of principal and interest whenatcording to the contractual terms of the lagee@ment. Factors considered by
management in determining impairment include payratxius, collateral value, and the probabilitgolfecting scheduled principal and
interest payment when due. Impairment is measunetlloan-byloan basis for commercial loans by either the pregelue of expected futu
cash flows discounted at the loan’s effective iérate or the fair value of the collateral if then is collateral dependent. Large groups of
smaller balance homogeneous loans are collectexsdiuated for impairment. Accordingly, we do ngvamtely identify individual consumer
and residential loans for impairment disclosuresS@ptember 30, 2005, we did not have any impadaals.

For the nine months ended September 30, 2005ndisant increase to our allowance for loan losbesugh a provision for loan losses
was not deemed necessary based on our evaluatibe @#éms discussed above. We believe that thevatice for loan losses accurately
reflects the level of risk inherent in the loantfalio and the risk of lending in our community.
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The following table sets forth activity in our allance for loan losses and other ratios at or ferddtes indicated.

Balance at beginning of peria
Provision for loan losse

Charge-offs:

Mortgage loans on real esta
One-to-four family
Constructior
Commercial real esta
Home equity loans and lines of

credit

Other loans
Commercial loan
Consumer loan

Total charg-offs:

Recoveries

Mortgage loans on real esta
One-to-four family
Constructior
Commercial real esta
Home equity loans and lines of

credit

Other loans
Commercial loan
Consumer loan

Total Recoverie

Net charg-offs
Balance at end of peric

Average loans outstandit
Ratio of net charge-offs to average loans
outstanding

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)

$ 1,28¢ % 1,29 $ 1,29 $ 1217 $ 924 $ 797 $ 70¢
20 207 267 34t 36C 32t 201
24 71 24 20C 43 34 24

- - 117 - - - -
— — — — 8 — 12
12 — 12¢€ 17 5 141 49
19 25 37 58 23 43 46
55 96 304 27% 79 21¢€ 131

— 23 23 4 4 6 _
— — — — 1 4 3
13 — — — — 1 8
1 3 9 2 7 9 8
14 26 32 6 12 20 19
41 70 272 26¢ 67 19¢ 112
$ 1,267 $ 1,43C $ 128 $ 1,29¢ $ 1217 $ 924 % 797
$ 199450 $ 191,36: $193,42( $162,81( $149,26( $145,52: $122,41:

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 #tlewance for loan losses by loan category ang#reentage of loans in each category
to total loans at the periods indicated. The allowgafor loan losses allocated to each categorgtis@cessarily indicative of inherent losse
any particular category and does not restrict #eaf the allowance to absorb losses in other oategy

Mortgage loan:
One-to-four family
Home equity loans and lines of cre
Commercial real esta
Constructior

Other loans
Commercial loan
Consumer loan

Total allocatec
Total unallocate!

Balance at end of peric

At December 31,

At September 30, 2005 2004 2003
% of % of % of
Loans in Loans in Loans in
% of Category % of Category % of Category
Allowance Allowance Allowance
Amount to Total to Total Amount to Total to Total Amount to Total to Total
Allowance Loans Allowance Loans Allowance Loans
(Dollars in thousands)
$ 601 47.8% 71.% $ 527 40.€% 71.2% $ 37¢ 29.2% 72.1%
10¢€ 8.5% 14.4% 11C 8.5% 14.2% 61 4.7% 13.€%
25E 20.1% 7.4% 197 15.5% 7.7% 43C 33.5% 7.€%
— — 1.C% — — 1.2% — — 1.2%
964 76.(% 94.1% 834 64.7% 94.2% 87C 67.2% 95.(%
13C 10.4% 4.C% 13¢ 10.8% 4.3% 15€ 12.1% 3.2%
27 2.1% 1.2% 27 2.1% 1.4% 35 2.1% 1.8%
157 12.5% 5.2% 16€ 12.% 5.7% 191 14.8% 5.C%
$1,121 88.5% 100.(% $1,00( 77.€% 100.(% $1,06¢ 82.1% 100.(%
$ 14¢€ 11.5% $ 28¢ 22./% $ 23z 17.9%
$1,267 100.(% $1,28¢ 100.(% $1,29: 100.(%



Mortgage loan:
One-to-four family
Home equity loans and lines of cre
Commercial real esta
Constructior

Other loans
Commercial loan
Consumer loan

Total allocatec
Total unallocatet

Balance at end of peric

The allowance for loan losses allocated to the cemial real estate portfolio increased significaiml 2003, due to loans classified as a loss

at the end of 2003.

At December 31,

2002 2001 2000
% of % of % of
Loans in Loans in Loans in
% of Category % of Category % of Category
Allowance Allowance Allowance
Amount to Total to Total Amount to Total to Total Amount to Total to Total
Allowance Loans Allowance Loans Allowance Loans
(Dollars in thousands)
$ 50z 41.2% 68.(% $ 352 38.2% 68.5% $ 35z 44.2% 68.1%
107 8.8% 15.(% 86 9.3% 14.5% 46 5.8% 16.2%
18¢ 15.5% 8.7% 14z 15.5% 7.5% 24¢ 31.2% 7.C%
— — 2.1% — — 1.8% — — 2.C%
79¢ 65.6% 93.8% 582 63.(% 92.2% 647 81.2% 93.2%
14¢& 11.%% 4.C% 11¢ 12.% 5.1% 88 11.(% 3.7%
25 2.1% 2.2% 43 4.€% 2.€% 47 5.€% 3.C%
17C 14.(% 6.2% 162 17.5% 7.7% 13t 16.€% 6.7%
$ 96¢ 79.¢% 100.% $ 744 80.52% 100.(% $ 782 98.1% 100.(%
$ 24¢ 20.4% $ 18C 19.5% $ 15 1.£%
$1,21% 100.(% $ 924 100.(% $ 797 100.(%
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We consider various qualitative factors when e&hlvlg our allowance for loan losses. Some of #utdrs cannot be assigned to a
specific loan category, such as commercial reatesvans or consumer loans. An example of this tfifactor is national and local econo
conditions. Changes in economic conditions couldcathe financial strength of our borrowers or a&ie of collateral securing our loans.
The majority of our loans are made to borrowerstied in Chautauqua County, New York or are sechygaroperties located in Chautauqua
County. In recent years, economic conditions inufdmaqua County have been stagnant, with limitecbdppities for business expansion,
minimal growth in real estate values and limitell gmowth. In the event that these economic conufitidecline in the future, some of our

borrowers may be unable to make the required coimbhpayment on their loans. As a result, Laker8Igavings may be unable to realize
full carrying value of such loans through foreclasu
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Investment Activities

General. Our Board of Directors reviews and approves oue@tmnent policy on an annual basis. This policyadéd that investment
decisions be made based on the safety of the meest liquidity requirements, potential returnsskcdlow targets, and consistency with our
interest rate risk management strategy. The BoaBirectors has delegated primary responsibilitydosuring that the guidelines in the
investment policy are followed by the President tredChief Financial Officer. Our Chief Executivéfi@er and Chief Financial Officer are
responsible for making securities portfolio deaision accordance with established policies and tla@uthority to purchase and sell
securities within the specific guidelines estald@isiby the investment policy. In addition, all tracsons are reviewed by the Asset/Liability
Committee which meets every other month.

Our investment policy is designed primarily to mgaahe interest rate sensitivity of our assetsl@tdlities, to generate a favorable
return without incurring undue interest rate ordireisk, to complement our lending activities andorovide and maintain liquidity within
established guidelines. In establishing our investihstrategies, we consider our interest rate eihsithe types of securities to be held,
liquidity and other factors. We have also engagethdependent financial advisor to recommend inaest securities according to a plan
which has been approved by the Asset/Liability Cattem and the Board of Directors. Federal savirayskb have authority to invest in
various types of assets, including U.S. Governrobligations, securities of various federal agenaetigations of states and municipalities,
mortgage-backed and asset-backed securities, arallized-mortgage obligations, certain time degasitinsured banks and savings
institutions, certain bankers’ acceptances, re@mselagreements, loans of federal funds, and, gubjeertain limits, corporate debt and
commercial paper.

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

Beginning in 2005, we also invested in privatelgured state and municipal obligations with matesitof twenty years or less. We
invest in these securities because of their faverafber tax yields in comparison to U.S. Governhaerd U.S. Government Agency securities
of comparable maturity. These securities are dladsas available for sale. Finally, we have inuestts in Federal Home Loan Bank of New
York stock, which must be held as a condition ofithership in the Federal Home Loan Bank system.
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The following table presents the composition of securities portfolio (excluding Federal Home Lddartgage Corporation common
stock) in dollar amount of each investment typthatdates indicated.

Securities available for sale
U.S. Government
agencie
U.S. Government
obligations
State and municipal
obligations
Mortgage-backed
securities
Collateralized
mortgage
obligations
Federal Home
Loan Mortgag
Association
Federal Home
Loan Mortgagt
Corporatior
Asse-backed securitie!

Total available for sale

Securities held to maturity:
Mortgage-backed
securities
Government
National
Mortgage
Association
Federal Home
Loan Mortgag
Association
Federal Home
Loan Mortgag!
Corporatior
U.S. Government
obligations:
Total held to
maturity

Total investment
securities

At September 30,

2005

At December 31,

2004 2003

2002

(Dollars in thousands)

Amortized Cost Fair Value Amortized Cost Amortized Cost Fair Value Amortized Cost Fair Value
Fair Value
$ — $ — $ — $ — $ 1,00 $ 1,06 $ 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¢ 9,17¢ 6,322 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¢ 20,39¢ 20,32¢ 23,82¢ 24,09 23,45 23,87¢
$ 96,58( $95,15¢ 3 98,12¢ $ 9752 $ 81,62¢ $81,72: $ 50,05 $50,90:
$ 73 % 79 $ 80 $ 88 $ 86 $ 95 $ 144 $ 15¢
11z 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¢ $97,67C $ 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 Bavent agency securities that exceeded 10.0% dfyeqare as follows:

Book Value Fair Value

Issuer

(In thousands)
Asset backed securities

Countrywide Asset Backed Certifical $ 4,50( $ 4,46
Chase Funding Mortgage Asset Bac| $ 3,58¢ $ 3,54¢
Residential Asset Securities Corporat 5,67: 5,59¢

Total $ 13,76: $13,60¢

I nvestment Securities Portfolio, Maturities and Yields. The following table sets forth the scheduled métsj amortized cost and
weighted average yields for our investment porsfoith the exception of equity securities, at 8epter 30, 2005. Due to repayments of the
underlying loans, the average life maturities oftgage-backed and asset-backed securities genaraljubstantially less than the final
maturities.

More than One Year More than Five Years
One year or less through Five Years through Ten Years More than Ten Years Total
Weighted Weighted Weighted Weighted Weighted
Amortized Average Yield Amortized Average Yielc Amortized Average Yielc Amortized Average Yield Amortized Fair Value Average Yield
Cost Cost Cost Cost Cost
(Dollars in thousands)
Available for Sale
Securities:
uU.S.
Governmer
agencies $ — — $ — — $ — — $  2,11¢ 49€% $ 2,11t $ 2,241 4.96%
State and
municipal
obligatior
) — — — — 1,60¢ 3.61% 402 3.82% 2,00€ 1,992 3.65%
Mortgage-
backed
securities 59 6.25% 12,22: 3.82% 13,857 3.95% 47,93! 4.02% 74,06¢ 72,73¢ 3.98%
Asset-backec
securities — — 654 3.64% — — 17,73¢ 3.94% 18,39( 18,18¢ 3.9%%
Held to Maturity
securities:
U.S.
Governm
securities $ — — 3 — — — — $ 2,05¢ 5.4%% 2,05¢ 2,26¢ 5.44%
Mortage-
backed
securities — — % 32 8.41% 22 6.4% $ 18€ 7.6%% 24C 248 7.6E%
Total debt
securities: $ 59 6.2t% $ 12,90¢ 3.82% $ 15,48 3.92% $ 70,42¢ 4.08% $ 98,87¢$ 97,67( 4.02%

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

General. Deposits, borrowings, repayments and prepaymentaof and securities principal, proceeds fronstie of securities,
proceeds from maturing securities, and cash flawsiged by operations are our primary sources nfifufor use in lending, investing and
other general purposes. Seklanagement’s Discussion and Analysis of Financahdition and Results of Operation&iguidity and Capita
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 andrsite savings accounts), money market accountsesitbearing and non-interest bearing
checking accounts, retirement accounts, time déepasd Interest on Lawyer Accounts.

Deposit balances in our NOW account constituted 68%78% of our checking account balances at Sdyge80, 2005 and
December 31, 2004, respectively. These accountsdarinterest-earning checking, with a weightedrage rate at September 30, 2005 of
0.44%.

Deposit flows are influenced significantly by gesleand local economic conditions, changes in ptepinterest rates, pricing of
deposits, and competition. Our deposits are prignaktained from communities surrounding our of@nd we rely primarily on paying
competitive rates, service, and long-standing imahips with customers to attract and retain thllegmsits. We normally do not use brokers
to obtain deposits.

When we determine our deposit rates, we considat ompetition, U.S. Treasury securities offeriraysd the rates charged on other
sources of funds. Core deposits (defined as sadagssits, money market accounts, demand accondtsther interest bearing accounts)
represented 44.5% and 45.8% of total deposits pteSwer 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 $2Zhillion and $76.6 million,
respectively.

The following table presents our time deposit act®eategorized by interest rates which maturendugaich of the periods set forth
below and the amounts of such time deposits byaateate at each of September 30, 2005, Decenib@084 and 2003.

At September 30

Period to maturity from September 30, 2005 At December 31,
Less than
More Than More than
One Year More than Two Years tc Three Years
One Year tc
Two Years Three Years 2005 2004 2003
(Dollars in thousands)
Interest Rate Ranc
1.99% and belov $11,64¢ $ 1,05C $ 73 $ 4 % 12,77: $ 36,597 $ 48,497
2.00% to 2.99% 39,49t 6,95¢ 14¢ 144 46,74 66,49 41,29¢
3.00% to 3.99% 36,57t 23,78¢ 7,771 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 5.99Y 10C 331 — 152 584 572 773
6.00% and abov — — — — — 59 182
Total $89,21¢ $ 37,68¢ $ 9481 $ 3,30C $ 139,68 $132,08t $124,72:
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The following table presents the distribution of deposit accounts at the dates indicated by daitewunt and percent of portfolio:

At December 31,

At September 30,

2005 2004 2003 2002
Percent o Percent o Percent o Percent o
total total total total
Amount deposits Amount deposits Amount deposits Amount deposits

(Dollars in thousands)

Deposit type:
Savings $ 29,94 11.91% $ 30,00: 12.3% $ 31,48: 13.66% $ 28,54¢ 14.6%
Money marke 27,09¢ 10.7% 30,76¢ 12.6% 26,21¢ 11.38% 23,44¢ 12.02%
Interest bearing demai 37,95% 15.0% 39,48¢ 16.21% 37,07¢ 16.0% 32,77 16.8(%
Noninterest bearing
demanc 16,89: 6.71% 11,20¢ 4.6(% 10,99 4.77% 9,86¢ 5.0€%
Total core deposit 111,88t¢ 44.48% 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€% 2,76 1.2(% 2,614 1.34%
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 twenty-four
months 57,30¢ 22.7¢% 57,63¢ 23.6€% 70,93« 30.77% 49,48( 25.3€6%
Over twenty-four months to thirty-six
months 41,57¢ 16.5%% 35,69: 14.66% 12,28: 5.3% 3,46t 1.7¢%
Over thirty-six months to forty-eight
months 5,33t 2.12% 4,41¢ 1.81% 1,56¢ 0.6&% 1,30¢ 0.67%
Over forty-eight months to sixty montt 1,07¢ 0.4%% 1,10C 0.45% 1,25¢ 0.54% 1,137 0.58%
Over sixty month 521 0.21% 314 0.15% 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¢ 100.096 $243,55: 100.0% $230,49! 100.0% $195,09: 100.0(%

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

Maturity Period Amount
(In thousands,
Three months or les $ 7,72
Over three months through six mon 7,871
Over six months through twelve mont 6,137
Over twelve month 9,90¢
Total $ 31,64(
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Borrowings. Our borrowings consist of short-term Federal HornariBank advances. The following table sets fartbrimation
concerning balances and interest rates on our\worgs at the dates and for the periods indicateel HAlze an available line of credit of $23.4
million at September 30, 2005 and a one month agktmepricing line of credit of $23.4 million. Wid not have any outstanding borrowi
on the lines of credit as of September 30, 2005.

At December 31,

At September 30
2005 2004 2003 2002

(Dollars in thousands)

At December 31 or September 3

Amount outstandini $ 9,42¢ $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 12,50: 4,07: 1,00t

Weighted average interest ri 3.05% 2.24% 2.9(% 1.74%

Subsidiary Activities

Upon completion of the reorganization, Lake Shaei®ys 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 heathys, administrative offices, and eight branfices. At December 31, 2004, the
net book value of the computer equipment and dtireiture, fixtures, and equipment of our officesaled $1.7 million. For more

information, see Note 5 of Notes to our Financialt&nents.

Leased Original Net Book Value
or Date December 31, 200
Owned Acquired (In thousands)
Location
Corporate Headquarters
125 East Fourth Street
Dunkirk, NY 14048 Owned 1995 $ 99
Branch Offices:
Chautaugua Count
128 East Fourth Street
Dunkirk, NY 14048 Owned 1930 85¢
30 East Main Street
Fredonia, NY 1406. Owned 1996 858
1 Green Avenue
Jamestown, NY 1470 Owned/Leased( 1996 80¢
115 East Fourth Street
Jamestown, NY 147C0 Owned 1997 35E
106 East Main Street
Westfield, NY 14787 Leased(2 1998 36C
Erie County
5751 Transit Road
East Amherst, NY 1405 Owned 2003 1,23:
3111 Union Road
Orchard Park, NY 1412 Leased(3 2003 217
59 Main Street
Hamburg, NY 1407! Leased(4 2005 0
Administrative Offices:
31 East Fourth Street
Dunkirk, NY 14048 Owned 2003 324
123 East Fourth Street
Dunkirk, NY 14048 Owned 1995 107

(1) The building is owned. The land is leased. Thedeagires in September 20!
(2) The building is owned. Parking is leased on a mgrihsis.

(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 proceesliotiper than routine legal proceedings occurrintpénordinary course of business.
We believe that these routine legal proceedingt)eéraggregate, are immaterial to our financialdition and results of operations.

Personnel

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

REGULATION

General

Lake Shore Savings is currently a New Yafhartered savings and loan association. It is ntlgrsubject to regulation, examination,
supervision by the New York State Banking Departiaem pursuant to the Federal Deposit Insuranceasca state-chartered savings
association, Lake Shore Savings is also currenthjest to the regulation, examination and supemigif the Office of Thrift Supervision and
the Federal Deposit Insurance Corporation as pesieinsurer. As a result of the reorganizatioaké. Shore Savings will convert to a federal
stock savings bank and will thereby become sulgjeletly to the regulation, examination and supeovisif the Office of Thrift Supervision
with the Federal Deposit Insurance Incorporatioitsadeposit insurer.

Lake Shore Savings is a member of the Savings Aetsmt Insurance Fund, and its deposit accountnareed up to applicable limits
by the Federal Deposit Insurance Incorporation.ofthe deposit premiums paid by Lake Shore Saviodke Federal Deposit Insurance
Incorporation for deposit insurance are currendlidpgo the Savings Association Insurance Fund. [Stkere Savings is also a member of the
Federal Home Loan Bank of New York, which is onéhef 12 regional Federal Home Loan Banks. Lake &Bawvings must file reports with
the Office of Thrift Supervision concerning itsiaites and financial condition, and it must obtaggulatory approvals prior to entering into
certain transactions, such as mergers with, orisitipms of, other depository institutions. The O of Thrift Supervision conducts periodic
examinations to assess Lake Shore Savings’ conggliawith various regulatory requirements. This ratiah and supervision establishes a
comprehensive framework of activities in which &isgs association can engage and is intended ghinfiar the protection of the insurance
fund and depositors. As a savings and loan holdampany, Lake Shore Bancorp will be required t ¢irtain reports with, and otherwise
comply with, the rules and regulations of the Gifaf Thrift Supervision and of the Securities angtange Commission under the federal
securities laws.

The Office of Thrift Supervision and the Federapbsit Insurance Incorporation have significant giton in connection with their
supervisory and enforcement activities and exanunaiolicies, including policies with respect t@tblassification of assets and the
establishment of adequate loan loss reservesdatatry purposes. Any change in such policies,tidreby the Office of Thrift Supervision,
the Federal Deposit Insurance Incorporation, theufiies and Exchange Commission or the UnitedeSt&ongress, could have a material
adverse impact on us, Lake Shore Savings, andpmrations and stockholders.

The following discussion is intended to be a sumynadithe material statutes and regulations applecabsavings associations and their
savings and loan holding companies, and it doepuqort to be a comprehensive description ofiathsstatutes and regulations.
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Regulation of Federal Savings Associations

Business Activities . Lake Shore Savings derives its lending and investmpewers from the Home Owners’ Loan Act, as amdnead
Office of Thrift Supervision regulations. Under sedlaws and regulations, Lake Shore Savings maystria mortgage loans secured by
residential and commercial real estate, commeatidlconsumer loans, certain types of debt secgjriied certain other assets. Lake Shore
Savings may also establish service corporatiortsniag engage in activities not otherwise permissibt Lake Shore Savings, including
certain real estate equity investments and seesii@ind insurance brokerage. Lake Shore Savingsd®iytto invest in certain types of loans
or other investments is limited by federal law.

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

Loansto One Borrower. Lake Shore Savings is generally subject to the damits on loans to one borrower as is a natiorailkb With
specified exceptions, Lake Shore Savings’ totah$oar extensions of credit to a single borrowemncaexceed 15% of Lake Shore Savings’
unimpaired capital and surplus, which does nouidelaccumulated 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 currestiyplies with applicable loans-to-one
borrower limitations.

Qualified Thrift Lender Test. The Home Owners’ Loan Act requires that Lake SI8aeings, as a savings association, to comply with
the qualified thrift lender test. Under the qualifithrift lender test, Lake Shore Savings is reguto maintain at least 65% of its portfolio
assets in certain “qualified thrift investmentst &i least nine months of the most recent twelvetimperiod. “Portfolio assets” means, in
general, Lake Shore Savings’ total assets lessuitmeof:

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

» the value of property used to conduct Lake Shoreng§a’ business.

Lake Shore Savings may also satisfy the qualifieift iender test by qualifying as a domestic binggand loan association as define:
the Internal Revenue Code of 1986, as amended. §h&ee Savings met the qualified thrift lender tas$eptember 30, 2005 and in each of
the prior 12 months, and, therefore, qualified #writ lender. If Lake Shore Savings fails the kified thrift lender test, it must either operate
under certain restrictions on its activities orwar to a national bank charter.

Capital Requirements. The Office of Thrift Supervision regulations requgavings associations to meet three minimum dapita
standards: (i) a tangible capital ratio requirentrit.5% of total assets as adjusted under the®#f Thrift Supervision regulations; (ii) a
leverage ratio requirement of 3.0% of core capdauch adjusted total assets, if a savings adgwtizas been assigned the highest comp
rating of 1 under the Uniform Financial InstitutioRating System; and (iii) a risk-based capitabregquirement of 8.0% of core and
supplementary capital to total risk-based assdts.riiinimum leverage capital ratio for any otheratgfory institution that does not have a
composite rating of 1 will be 4%, unless a higlemerage capital ratio is warranted by the particcilzumstances or risk profile of the
depository institution. In determining the amouhtisk-weighted assets for purposes of the riskebas
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capital requirement, a savings association muspetenits risk-based assets by multiplying its asaat certain off-balance sheet items by
risk-weights, which range from 0% for cash and gdtiions issued by the United States Governmeris @giencies to 100% for consumer and
commercial loans, as assigned by the Office offf Buipervision capital regulation based on thesrigkund by the Office of Thrift
Supervision to be inherent in the type of asset.

Tangible capital is defined, generally, as commoglgolders’ equity (including retained earningstain 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 notEsible for a national bank. Core capit:
defined similarly to tangible capital, but core itapalso includes certain qualifying supervisonodwill and certain purchased credit card
relationships. Supplementary capital currentlyudels cumulative and other preferred stock, mangatamvertible debt securities,
subordinated debt and intermediate preferred siadkthe allowance for loan and lease losses. litiaddup to 45% of unrealized gains on
available-for-sale equity securities with a readigterminable fair value may be included in tieapital. The allowance for loan and lease
losses includable in supplementary capital is Bahito a maximum of 1.25% of risk-weighted assatd,the amount of supplementary capital
that may be included as total capital cannot extiee@mount of core capital.

At September 30, 2005, Lake Shore Savings met @fith capital requirements, in each case on g fulllased-in basis.

Capital Distributions. The Office of Thrift Supervision imposes varioustriEtions or requirements on Lake Shore Saving#itato
make capital distributions, including cash dividend savings institution that is the subsidianaafavings and loan holding company must
file a notice with the Office of Thrift Supervisiat least 30 days before making a capital distidout_ake Shore Savings must file an
application for prior approval if the total amoutdtits capital distributions, including the propdsdistribution, for the applicable calendar y
would exceed an amount equal to Lake Shore Saviregshcome for that year plus Lake Shore Savingstined net income for the previous
two years.

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

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

» our ability to pay dividends, service our debt gations, 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 brarinheny State of the United States. The authtwigstablish such a branch is available: (
States that expressly authorize branches of saeisgsciations located in another State; and (&ntassociation that qualifies as a “domestic
building and loan associatiomhder the Internal Revenue Code, which imposesfmpadion requirements similar to those for a gfiedl thrift
lender under the Home Owners’ Loan Act. SeeQualified Thrift Lender Test The authority for a federal savings associatmestablish
an interstate branch network would facilitate agyaphic diversification of the association’s adtas. This authority under the Home
Owners’ Loan Act and Office of Thrift Supervisioegulations preempts any State law purporting talegg branching by federal savings
associations.
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Community Reinvestment and Fair Lending Laws. Under the Community Reinvestment Act, as implentiie Office of Thrift
Supervision regulations, a savings associatiorat@mtinuing and affirmative obligation consisteiith its safe and sound operation to help
meet the credit needs of its entire community udilg low and moderate income neighborhoods. Thar@onity Reinvestment Act does not
establish specific lending requirements or progréanéinancial institutions nor does it limit ansiitution’s discretion to develop the types of
products and services that it believes are bestdto its particular community, consistent wite tilommunity Reinvestment Act. The
Community Reinvestment Act requires the Office bfift Supervision, in connection with its examirmetiof a savings association, to assess
the association’s record of meeting the credit seddts community and to take such record intaaot in its evaluation of certain
applications by such association. The CommunitynRRestment Act also requires all institutions to lpyp disclose their Community
Reinvestment Act ratings.

The Community Reinvestment Act regulations esthldis assessment system that bases an assoaatting on its actual performar
in meeting community needs. In particular, the sssent system focuses on three tests: (i) a lendsigto evaluate the institutian’ecord o
making loans in its assessment areas; (ii) an ime# test, to evaluate the institution’s recordheesting in community development
projects, affordable housing, and programs bengfibw or moderate income individuals and busingesaed (iii) a service test, to evaluate
the institution’s delivery of services throughlitsnches, ATMs, and other offices.

Lake Shore Savings has an on-going commitment i with the Chautauqua Home Rehabilitation and bwpment Corporation in
obtaining Federal Home Loan Bank grants to asdtst @@mmunity improvement efforts. There are maoyks in Chautauqua County that
are in need of repairs to enable such homes tn bempliance with applicable housing codes. Laker&isavings works with the Chautaut
Home Rehabilitation and Improvement Corporatiototate blighted properties and apply for grantstasice for repairs. Lake Shore Savings
also participates in the Chautauqua Home Rehahilitand Improvement Corporation Family Loan prognahich is a consumer lending
program. Through this program, it makes securedm@suted consumer loans at below market ratesterland moderate income borrows
who have been qualified by this agency and whdrgieg to improve their credit score. The agencymguntees these loans and will make the
final $1,000 payment on a loan if the borrowerusrent and in good standing with us. These commitmare ways Lake Shore Savings
strives to improve its community and which has dboted to its receiving an “Outstanding” CommuriRginvestment Act rating on its last
three evaluations the most recent being as of Nbeerh7, 2004.

Transactions with Related Parties. Lake Shore Savings’ authority to engage in tramsastwith its Affiliates@ is limited by the Office
of Thrift Supervision regulations and by SectioB&\2nd 23B of the Federal Reserve Act. In genénake transactions must be on terms
which are as favorable to Lake Shore Savings apaoable transactions with non-affiliates. In aduditicertain types of these transactions are
restricted to an aggregate percentage of Lake Sewimgs= capital. Collateral in specified amountsst usually be provided by affiliates in
order to receive loans from Lake Shore Savingadidition, the Office of Thrift Supervision regulatis prohibit a savings association from
lending to any of its affiliates that engage inhaties that are not permissible for bank holdirgrpanies and from purchasing the securities
of any affiliate, other than a subsidiary.
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Effective April 1, 2003, the Federal Reserve Baastinded its interpretations of Sections 23A aB@ &f the Federal Reserve Act and
replaced these interpretations with Regulation Maddition, Regulation W makes various changesistiag law regarding Sections 23A ¢
23B, including expanding the definition of what stitutes an affiliate subject to Sections 23A aBB 2and exempting certain subsidiaries of
state-chartered banks from the restrictions ofiSest23A and 23B. Under Regulation W, all transadientered into on or before
December 12, 2002, which either became subjecettidhs 23A and 23B solely because of Regulatioraitd, all transactions covered by
Sections 23A and 23B, the treatment of which wiliege solely because of Regulation W, became dubjé&egulation W on July 1, 2003.
All other covered affiliate transactions becomejsaibto Regulation W on April 1, 2003. The Feddrakerve Board expects each depository
institution that is subject to Sections 23A and 28Bmplement policies and procedures to ensureptiance with Regulation W.

Lake Shore Savings’ authority to extend credit$alirectors, executive officers and 10% stockhrddas well as to entities controlled
by such persons, is currently governed by the remqents of Sections 22(g) and 22(h) of the FedReakrve Act and Regulation O of the
Federal Reserve Board. Among other things, themagions require that extensions of credit to iesid (i) be made on terms that are
substantially the same as, and follow credit undiéing procedures that are not less stringent thi@se prevailing for comparable
transactions with unaffiliated persons and thahdbinvolve more than the normal risk of repaymanpresent other unfavorable features;
(i) not exceed certain limitations on the amouhtm@dit extended to such persons, individually amthe aggregate, which limits are base!
part, on the amount of Lake Shore Savings=cafita.regulations allow small discounts on fees aidential mortgages for directors,
officers and employees. In addition, extensionscfedit in excess of certain limits must be appcolg Lake Shore Savings’ Board of
Directors.

Section 402 of the Sarbanes-Oxley Act of 2002 gritdihe extension of personal loans to directasexecutive officers of issuers (as
defined in Sarbane®xley). The prohibition, however, does not applyrtortgages advanced by an insured depositoryutistit, such as Lal
Shore Savings, that are subject to the insidergnebstrictions of Section 22(h) of the Federas&®ge Act.

Enforcement. The Office of Thrift Supervision has primary enfengent responsibility over savings associationsudiog Lake Shore
Savings. This enforcement authority includes, amathegr things, the ability to assess civil moneggies, to issue cease and desist orders
and to remove directors and officers. In genehasé enforcement actions may be initiated in resptmviolations of laws and regulations
and to unsafe or unsound practices.

Standards for Safety and Soundness . Under federal law, the Office of Thrift Supervisibas adopted a set of guidelines prescribing
safety and soundness standards. These guidelitaddigs general standards relating to internal mistand information systems, internal
audit systems, loan documentation, credit undeivgitinterest rate exposure, asset growth, assdityjlearnings standards, compensation,
fees and benefits. In general, the guidelines recqappropriate systems and practices to identifiyraanage the risks and exposures specified
in the guidelines. In addition, the Office of Thi8upervision adopted regulations that authorimédb not require, the Office of Thrift
Supervision to order an institution that has begargnotice that it is not satisfying these safiatg soundness standards to submit a
compliance plan. If, after being notified, an ifgibn fails to submit an acceptable plan of comupdie or fails in any material respect to
implement an accepted plan, the Office of Thrifp&wision must issue an order directing actionaiwect the deficiency and may issue an
order directing other actions of the types to wtaahundercapitalized association is subject urtefgrompt corrective action” provisions of
federal law. If an institution fails to comply wiuch an order, the Office of Thrift Supervisionynsgek to enforce such order in judicial
proceedings and to impose civil money penalties.

Real Estate Lending Standards . The Office of Thrift Supervision and the other feldanking agencies adopted regulations to
prescribe standards for extensions of credit {fladre secured by real
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estate; or (i) are made for the purpose of finag¢he construction of improvements on real esi#te. Office of Thrift Supervision

regulations require each savings association &hksih and maintain written internal real estatelleg standards that are consistent with safe
and sound banking practices and appropriate teifleeof the association and the nature and scojpe i@fal estate lending activities. The
standards also must be consistent with accompar®ifige of Thrift Supervision guidelines, which inde loan-to-value ratios for the
different types of real estate loans. Associat@ngsalso permitted to make a limited amount of $oat do not conform to the proposed loan-
to-value limitations so long as such exceptionsravéewed and justified appropriately. The guidetiralso list a number of lending situations
in which exceptions to the loan-to-value standargsjustified.

Prompt Corrective Regulatory Action. Under the Office of Thrift Supervision prompt cartige action regulations, the Office of Thrift
Supervision is required to take certain, and it @tized to take other, supervisory actions againdercapitalized savings associations. For
this purpose, a savings association would be placede of the following four categories based lo& &ssociation’s capital:

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

» critically undercapitalized.

At September 30, 2005, Lake Shore Savings metritezia for being considered “well-capitalized.” \&fn appropriate, the Office of
Thrift Supervision can require corrective actionabyavings association holding company under thaript corrective action” provision of
federal law.

Insurance of Deposit Accounts . Lake Shore Savings is a member of the Savings Aetsme Insurance Fund. Under federal law, the
Federal Deposit Insurance Incorporation establishesk based assessment system for determiningeihasit insurance assessments to be
paid by insured depository institutions. Under @issessment system, the Federal Deposit Insuracegbration assigns an institution to one
of three capital categories based on the institigiinancial information as of the quarter endihgee months before the beginning of the
assessment period. An institution’s assessmentiegtends on the capital category and supervisdegogy to which it is assigned. Under the
regulation, there are nine risk assessment cleasiins (.e., combinations of capital groups and supervisohgsoups) to which different
assessment rates are applied. Assessment ratesturange from 0.0% of deposits for an institatio the highest category.¢., well-
capitalized and financially sound, with no morertlafew minor weaknesses) to 0.27% of depositarfidanstitution in the lowest category
(i.e., undercapitalized and substantial supervisory eorjc The Federal Deposit Insurance Incorporasasuihorized to raise the assessment
rates as necessary to maintain the required resativeof 1.25%.

In addition, all Federal Deposit Insurance Incogpion-insured institutions are required to pay sss®nts to the Federal Deposit
Insurance Incorporation at an annual rate of apprately 0.0168% of insured deposits to fund intepesyments on bonds issued by the
Financing Corporation, an agency of the federakgoment established to recapitalize the predecéssbe Savings Association Insurance
Fund. These assessments will continue until thari&iimg Corporation bonds mature in 2017.

Federal Home Loan Bank System. Lake Shore Savings is a member of the Federal Hayaa Bank of New York, which is one of the
regional Federal Home Loan Banks composing theraétimme 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)
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4.50% of the dollar amount of any outstanding adearunder such member’s advances, collateral pleddesecurity agreement with the
Federal Home Loan Bank of New York. Lake Shore 8gsj as a member of the Federal Home Loan Banlewf Xbork, is required to
acquire and hold shares of capital stock in theeFddHome Loan Bank of New York in an amount asteajual to 0.12% of the total asset
Lake Shore Savings. Lake Shore Savings is alsaregljto own activity based stock, which is basedi@¥b% of Lake Shore Savings’
outstanding advances. These percentages are stth@nenge by the Federal Home Loan Bank. Lakee&s8avings was in compliance with
this requirement with an investment in Federal Hlman Bank of New York stock at September 30, 260$2.5 million. Any advances
from a Federal Home Loan Bank must be secured &gifsged types of collateral, and all long-term ade@s may be obtained only for the
purpose of providing funds for residential housiimgnce.

The Federal Home Loan Banks are required to prduidds for the resolution of insolvent thrifts aedcontribute funds for affordable
housing programs. These requirements could redhgcarhount of earnings that the Federal Home Loark8eaan pay as dividends to their
members and could also result in the Federal Hooa® IBanks imposing a higher rate of interest orandes to their members. If dividends
were reduced, or interest on future Federal HonalBank advances increased, Lake Shore Savingsiteedst income would be affected.

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

Privacy Regulations . Pursuant to the Gramm-Leach-Bliley Act, the OffadeT hrift Supervision has published final regulaso
implementing the privacy protection provisions loé IGramm-Leach-Bliley Act. The new regulations geltg require that Lake Shore
Savings disclose its privacy policy, including itigrnng with whom it shares a customer’s “non-puafpiersonal information,” to customers at
the time of establishing the customer relationstmnig annually thereafter. In addition, Lake Shoreii®s is required to provide its customers
with the ability to “opt-out” of having their persal information shared with unaffiliated third pag and not to disclose account numbers or
access codes to non-affiliated third parties forketing purposes. Lake Shore Savings currentlyahasvacy protection policy in place and
believes that such policy is in compliance with tegulations.

Prohibitions Against Tying Arrangements. Federal savings banks are subject to the prohilsitcd 12 U.S.C. § 1972 on certain tying
arrangements. A depository institution is prohithjteubject to some exceptions, from extending ttedir offering any other service, or
fixing or varying the consideration for such exiensof credit or service, on the condition that thestomer obtain some additional service
from the institution or its affiliates or not oltaservices of a competitor of the institution.

Federal Reserve System

Lake Shore Savings is subject to provisions offbéeral Reserve Act and the Federal Reserve Baoaglgations pursuant to which
depository institutions may be required to maintaam-interest-earning reserves against their deposounts and certain other liabilities.
Currently, reserves must be maintained againss#iction accounts (primarily NOW and regular chegldancounts). The Federal Reserve
Board regulations generally require that reseneemhbintained in the amount of 3.0% of the aggreghteansaction accounts up to $42.1
million. The amount of aggregate transaction actoimexcess of $42.1 million are currently subjeca reserve ratio of 10.0%. The Federal
Reserve Board regulations currently exempt $6.0anibf otherwise reservable balances from
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the reserve requirements, which exemption is aeljuisy the Federal Reserve Board at the end ofyszarh Lake Shore Savings is in
compliance with the foregoing reserve requiremeBésause required reserves must be maintaine ifotm of either vault cash, a non
interest-bearing account at a Federal Reserve Rargkpass-through account as defined by the Feldeserve Board, the effect of this
reserve requirement is to reduce Lake Shore Sa\vimgsest-earning assets. The balances maintdmeatket the reserve requirements
imposed by the Federal Reserve Board may be ussatisdy liquidity requirements imposed by the ©dfiof Thrift Supervision. Federal
Home Loan Bank System members are also authorizkdrtow from the Federal Reserve discount windowt,Federal Reserve Board
regulations require such institutions to exhaustetleral Home Loan Bank sources before borrowiogfa Federal Reserve Bank.

The USA PATRIOT Act

Lake Shore Savings is subject to the USA PATRIOT, abich gives the federal government new poweradidress terrorist threats
through enhanced domestic security measures, egdanaveillance powers, increased information sigaand broadened anti-money
laundering requirements. By way of amendmentsadink Secrecy Act, Title 11l of the USA PATRIOT #mkes measures intended to
encourage information sharing among bank regulagencies and law enforcement bodies. Furtheiogstovisions of Title Il impose
affirmative obligations on a broad range of finahanstitutions, including banks, thrifts, brokedgalers, credit unions, money transfer ag:
and parties registered under the Commaodity Exchawoge

Among other requirements, Title 11l of the USA PAIDRT Act imposes the following requirements withpest to financial institutions:

* Pursuant to Section 352l financial institutions must establish anti-moneyridering programs that include, at minimum:
() internal policies, procedures, and controlg;gpecific designation of an anti-money launderdompliance officer; (iii) ongoing
employee training programs; and (iv) an independenit function to test the a-money laundering prograr

e Pursuant to Section 326, on May 9, 2003, the Sagreff the Department of Treasury, in conjunctiathwther bank regulators,
issued Joint Final Rules that provide for minimuanslards with respect to customer identificatiod agrification. These rules
became effective on October 1, 20

» Section 312 requires financial institutions thaabBsh, maintain, administer, or manage privatekivay accounts or correspondent
accounts in the United States for non-United Stagesons or their representatives (including foramglividuals visiting the United
States) to establish appropriate, specific, andravhecessary, enhanced due diligence policiesegues, and controls designed to
detect and report money launderi

» Effective December 25, 2001, financial instituti@re prohibited from establishing, maintaining, &udstering, or managing
correspondent accounts for foreign shell bank{dor banks that do not have a physical presenanyircountry), and will be
subject to certain record keeping obligations wétspect to correspondent accounts of foreign b

» Bank regulators are directed to consider a holdomgpany’s effectiveness in combating money laumgenhen ruling on Federal
Reserve Act and Bank Merger Act applicatic
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Holding Company Regulation

Lake Shore Bancorp and Lake Shore, MHC will bersgsiand loan holding companies regulated by the®©f#ff Thrift Supervision. A
such, Lake Shore Bancorp and Lake Shore, MHC willdgistered with and subject to Office of Thriftp@rvision examination and
supervision, as well as certain reporting requinetsidn addition, the Office of Thrift Supervisiaill have enforcement authority over Lake
Shore Bancorp and Lake Shore, MHC and any of timirsavings institution subsidiaries. Among otlémgs, this authority permits the
Office of Thrift Supervision to restrict or prohilzctivities that are determined to be a sericslsto the financial safety, soundness or stat
of a subsidiary savings institution. Unlike bankdiing companies, federal savings and loan holdmgmanies are not subject to any
regulatory capital requirements or to supervisipriite Federal Reserve System.

Restrictions Applicable to Lake Shore Bancorp. Because Lake Shore Savings will have been acqaftedMay 4, 1999, under the
Gramm-Leach-Bliley Act, its holding companies via# prohibited from engaging in non-financial adtés. Lake Shore Bancorp’s activities
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 ownedoguaed from a savings institution subsidiary ofls@ompany;
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 permisddri®ank holding companies
under Section 4(c) of the Bank Holding Company #fct956, unless the Director of the Office of ThBupervision, by regulation,
prohibits or limits any such activity for savingsddloan holding companies, or (ii) in which mulé@avings and loan holding
companies were authorized by regulation to diregtlgage in on March 5, 19¢

purchasing, holding, or disposing of stock acquiredonnection with a qualified stock issuancéé purchase of such stock by
such holding company is approved by the DirectahefOffice of Thrift Supervision; ar

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

Permissible activities which are deemed to be fir@nn nature or incidental thereto under secti@k) of the Bank Holding Company
Act include:

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

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

e issuing or selling instruments representing intsrespools of assets that a bank is permittecbtd tirectly;
» underwriting, dealing in, or making a market in\ggéies;

e activities previously determined by the Federald®es Board to be closely related to banking;

» activities that bank holding companies are permiitteengage in outside of the U.S.; and

» portfolio investments made by an insurance company.

In addition, Lake Shore Bancorp will not be perattto be acquired unless the acquirer is engadely o financial activities or to
acquire a company unless the company is engagely sofinancial activities.

Restrictions Applicable to Activities of Mutual Holding Companies. Under federal law, a mutual holding company mayagegonly in
the following activities:
» investing in the stock of a savings institution;

e acquiring a mutual association through the merfijsuch association into a savings institution stilasy of such holding company
or an interim savings institution subsidiary of lsumlding company

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

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

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

If a mutual holding company acquires or merges waithther holding company, the holding company aeguor the holding company
resulting from such merger or acquisition may dnlyest in assets and engage in the activitiesdlistve, and it has a period of two years to
cease any non-conforming activities and divestramy-conforming investments.

Restrictions Applicable to All Savings and Loan Holding Companies. Federal law prohibits a savings and loan holdinggany, which
will include Lake Shore Bancorp and Lake Shore, Mditectly or indirectly, from acquiring:

» control (as defined under the Home Owners’ Loar) Atanother savings institution (or a holding c@nyp parent) without prior
Office of Thrift Supervision approva

» through merger, consolidation, or purchase of asseibther savings institution or a holding compidugyeof, or acquiring all or
substantially all of the assets of such institufiona holding company) without prior Office of ThSupervision approval; ¢
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» control of any depository institution not insuregdthe Federal Deposit Insurance Incorporation (pkti@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 institutianhthsa principal office outside of
the state where the principal office of its sulmsigiinstitution is located, except:

» inthe case of certain emergency acquisitions afgordy the Federal Deposit Insurance Incorporation;

» if such holding company controls a savings ingttusubsidiary that operated a home or branchefficsuch additional state as of
March 5, 1987; o

« ifthe laws of the state in which the savings tsibn to be acquired is located specifically avid®a savings institution chartered
by that state to be acquired by a savings instituthartered by the state where the acquiring gavirstitution or savings and loan
holding company is located or by a holding comptma controls such a st-chartered associatio

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

Waivers of Dividends by Lake Shore, MHC . Office of Thrift Supervision regulations will rage Lake Shore, MHC to notify the Office
of Thrift Supervision of any proposed waiver ofréseipt of dividends from Lake Shore Bancorp. Tiice of Thrift Supervision reviews
dividend waiver notices on a case-by-case basis,iamgeneral, does not object to any such waiver i

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

» the mutual holding company’s board of directorsed®ines that such waiver is consistent with sucgctibrs’fiduciary duties to th
mutual holding compar's members

e Inthe event Lake Shore, MHC waives dividends, ut@ffice of Thrift Supervision regulations, our pigbstockholders would not
be diluted because of any dividends waived by LSlkere, MHC (and waived dividends would not be cd@sd in determining an
appropriate exchange ratio) in the event Lake SHdHC converts to stock forn

Conversion of Lake Shore, MHC to Stock Form . Office of Thrift Supervision regulations will pait Lake Shore, MHC to convert frc
the mutual form of organization to the capital &témrm of organization (a “Conversion Transactiarifhere can be no assurance when, if
ever, a Conversion Transaction will occur, andiibard of directors has no current intention or ptanndertake a Conversion Transactior
a Conversion Transaction a new stock holding compauld be formed as the successor to Lake Shoned®p (the “New Holding
Company”), Lake Shore, MHC's corporate existenceld@nd, and certain depositors and borrowers &élshore Savings would receive
the right to subscribe for additional shares ofNMesv Holding Company. In a Conversion Transacteath share
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of common stock held by stockholders other thareL&kore, MHC (“Minority Stockholders”) would be antatically converted into a
number of shares of common stock of the New Hol@ognpany determined pursuant an exchange ratieetisatres that Minority
Stockholders own the same percentage of commoh stdbe New Holding Company as they owned in L8kere Bancorp immediately
prior to the Conversion Transaction. Under Offi€d brift Supervision regulations, Minority Stockfu@rs would not be diluted because of
any dividends waived by Lake Shore, MHC (and waigiilends would not be considered in determiningppropriate exchange ratio), in
the event Lake Shore, MHC converts to stock forhe fotal number of shares held by Minority Stockleo$ after a Conversion Transaction
also would be increased by any purchases by Min8tivckholders in the offering conducted as pathefConversion Transaction.

Any Conversion Transaction would require the appt@f a majority of the outstanding shares of comratock of Lake Shore Bancorp
held by Minority Stockholders and by two thirdstlé total outstanding shares of common stock oelL3lkore Bancorp. Any second-step
conversion transaction also would require the ayadrof a majority of the eligible votes of membefd_ake Shore, MHC.

Federal Securities Laws . Our common stock will be registered with the Sd@siand Exchange Commission under Section 12(the
Securities Exchange Act of 1934, as amended. Weéwisubject to information, proxy solicitationsider trading restrictions, and other
requirements under the Securities Exchange Acafil

The Sarbanes-Oxley Act . As a public company, we will be subject to the ads-Oxley Act, which implements a broad range of
corporate governance and accounting measures lilicppompanies designed to promote honesty andperency in corporate America and
better protect investors from corporate wrongdoirfte Sarbanes-Oxley Act’s principal legislation dinel derivative regulation and rule
making promulgated by the Securities and Exchargar@ission includes:

» the creation of an independent accounting oversightd;
» auditor independence provisions that restrict natiteservices that accountants may provide to #@edlit clients;

» additional corporate governance and responsibii@asures, including the requirement that the @hietutive officer and chief
financial officer certify financial statemen

e arequirement that companies establish and maiataystem of internal control over financial repagtand that a company’s
management provide an annual report regardingsisssment of the effectiveness of such internataaover financial reporting t
the company’s independent accountants and thataerfuntants provide an attestation report witheesto management’s
assessment of the effectiveness of the con’s internal control over financial reportir

» the forfeiture of bonuses or other incentive-bas@dpensation and profits from the sale of an isswercurities by directors and
senior officers in the twelve month period follogimitial publication of any financial statemenitat later require restateme

e anincrease in the oversight of, and enhancemetdrtdin requirements relating to audit committefgsublic companies and how
they interact with the compa’s independent auditor

» the requirement that audit committee members maigtdependent and are absolutely barred from aiocepdnsulting, advisory or
other compensatory fees from the issi
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the requirement that companies disclose whethleaat one member of the committee is a “financipket” (as such term is defin
by the Securities and Exchange Commission) andtjfwhy not;

expanded disclosure requirements for corporatdénsj including accelerated reporting of stockgeations by insiders and a
prohibition on insider trading during pension blagkperiods

a prohibition on personal loans to directors aritefs, except certain loans made by insured firestitutions;
disclosure of a code of ethics and the requirerngfiting of a Form 8-K for a change or waiver afch code;
mandatory disclosure by analysts of potential ¢oisflof interest; and

a range of enhanced penalties for fraud and ofbétions.

Although we anticipate that we will incur additidmxpense in complying with the provisions of trerl#nes-Oxley Act and the
resulting regulations, management does not expatstich compliance will have a material impacbonresults of operations or financial
condition.

Quotation on Nasdaq . We expect our common stock to be quoted on The &pStbck Market. In order to maintain such quotatiee
will be subject to certain corporate governanceliregnents, including:

a majority of our board must be composed of inddpatdirectors;

we are required to have an audit committee compofatlleast three directors, each of whom is a@ependent director, as such
term is defined by both the rules of the Nationaséciation of Securities Dealers and by Securtiehange Act of 1934
regulations

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

our audit committee and our nominating committestnave publicly available written charters.

TAXATION

Federal Taxation

General . The following discussion is intended only as a samnand does not purport to be@nprehensive description of the tax n
applicable to Lake Shore, MHC, Lake Shore Bancoplzake Shore Savings. For federal income tax mepoLake Shore Savings report:
income on the basis of a taxable year ending Deeeih using the accrual method of accounting,isiggnerally subject to U.S. federal
income taxation in the same manner as other b&uki®wing the reorganization, Lake Shore Bancorg bake Shore Savings will constitute
an affiliated group of corporations and, therefovil, be eligible to report their income on a colidated basis. Because Lake Shore, MHC
will own less than 80% of the common stock of L&tere Bancorp, it will not be a member of suchiatéd group and will report its incor
on a separate return. Lake Shore Savings’ 2003catgtax return is currently under audit by theednal Revenue Service. The audit is
expected to be completed by the end of the firattgu of 2006 and we do not anticipate any matehahges in our income tax liability.
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Bad Debt Reserves . Lake Shore Savings, as a “small bank” (one witletssisaving an adjusted tax basis of $500 millioless) is
permitted to maintain a tax reserve for bad debseb on the six-year average experience methosudhirto the Small Business Job
Protection Act of 1996, the Bank is now recaptuiiaking into income) over a multi-year period atfm of the balance of its tax bad debt
reserve as of December 31, 1995. The tax liakaltyociated with the recapture has been adequatelided for in the Lake Shore Savings’
financial statements.

Distributions. To the extent that Lake Shore Savings makes “neitielnd distributions” to stockholders, such diaitibns will be
considered to result in distributions from Lake &h8avings’ unrecaptured tax bad debt reserve “peaereserve,i'e., its reserve as of
December 31, 1987, to the extent thereof and tteen its supplemental reserve for losses on loardaa amount based on the amount
distributed will be included in Lake Shore Savingstable income. Non-dividend distributions includistributions in excess of Lake Shore
Savings’ current and accumulated earnings andtprafistributions in redemption of stock and disitions in partial or complete liquidation.
However, dividends paid out of Lake Shore Savimgsient or accumulated earnings and profits, asuted for federal income tax
purposes, will not constitute non-dividend disttibns and, therefore, will not be included in Ladeore Savings’ income.

The amount of additional taxable income createthfeonon-dividend distribution is equal to the lessfd_ake Shore Savings’ base year
reserve and supplemental reserve for losses os lasn amount that, when reduced by the tax atafite to the income, is equal to the
amount of the distribution. Thus, in certain sitoas, approximately one and one-half times the dierdend distribution would be includable
in gross income for federal income tax purposesyraig a 34% federal corporate income tax rateel@thore Savings does not intend to pay
dividends that would result in the recapture of postion of its bad debt reserves.

Corporate Alternative Minimum Tax. The alternatmeimum tax rules have been devised to ensureatiieast a minimum amount of
income tax is paid by high-income corporate taxpayeho take advantage of substantial tax savingsathe use of certain tax deductions
and exemptions. In essence, the alternative minitasnfunctions as a recapture mechanism, reclaisamge of the tax deductions and
credits utilized by these taxpayers when calculgtiteir regular federal income tax liability. Inrgeal, a corporation’s alternative minimum
taxable income is equal to its regular taxable inepincreased by its preference items for the gadradjusted by computing certain items
under special rules that negate the acceleratiaentdin tax benefits which are available underéglar tax rules. The alternative minimum
tax rate is 20%. Such preference items includesaients for tax exempt interest, excess bad dehictions, accelerated depreciation
deductions and net operating loss carry-forward&elLShore Savings is subject to the alternativenmuim tax.

Elimination of Dividends; Dividends Received Deduction. Lake Shore Bancorp may exclude from its income 109%ividends
received from Lake Shore Savings as a member ofahee affiliated group of corporations. Becauskoviong the reorganization, Lake
Shore, MHC will not be a member of such affiliaggdup, it will not qualify for such 100% dividendsclusion, but will be entitled to deduct
80% of the dividends it receives from Lake Shoredusp so long as it owns more than 20% of the comstock.

State Taxation

New York State Taxation . Lake Shore Savings is subject to the New York Staémchise Tax on Banking Corporations in an annual
amount equal to the greater of (1) 7.5% of itsitentet income” allocable to New York State durthg taxable year, or (2) the applicable
alternative minimum tax. The alternative minimum isgenerally 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
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New York State or (c) $250. Entire net income isikir to federal taxable income, subject to certagdifications, and alternative entire |
income is equal to entire net income without certadjustments. For purposes of computing its engténcome, Lake Shore Savings is
permitted a deduction for an addition to the resdor losses on qualifying real property loans. & &hore Savings is currently using a six-
year average experience method, similar to ther&deethod to compute their New York State bad diglstuctior.

New York State passed legislation in August 19%# thcorporated into New York State tax law prows for the continued use of bad
debt reserves in a manner substantially simildéinégprovisions that applied under federal law priothe enactment of the 1996 Act discussed
above. This legislation enabled the Bank to avie@recapture of the New York State tax bad deletrves that otherwise would have
occurred as a result of the changes in federahlaavto continue to utilize the reserve method &nputing its bad debt deduction. However,
the New York bad debt reserve is subject to recagtr “non-dividend distributions” in a manner dizmn to the recapture of federal bad debt
reserves for such distributions. See-"Federal Taxation — Distribution$Also, the New York bad debt reserve is subjeatscapture in the
event that the Bank fails to satisfy certain deiimal tests relating to its assets and the naifiits business.

MANAGEMENT

Our Directors

Upon consummation of the reorganization, Lake SBanecorp will have eight directors. Our Charter wibvide that the Board of
Directors shall be dividend into three classesiesly equal in number as possible. At each Lal@eSBancorp annual meeting of
stockholders, directors will be elected to fill theats of those directors whose terms are exginititat year and any vacant seats. It is
expected that Lake Shore, MHC, as the majoritykdtoldler of Lake Shore Bancorp, will be able to cohthe outcome of director elections.
Lake Shore Bancorp, as the sole stockholder of ISiiare Savings, will elect Lake Shore Savings’does.

Lake Shore Savings currently has eight directopmrithe consummation of the reorganization, thecttirs of Lake Shore Savings will
be divided into three classes with staggered these-terms of office, similar to Lake Shore Bant®Board of Directors and will be eligible
to serve until age 75. We expect that Lake Shorec8@ and Lake Shore Savings will continue to haammon directors and common
executive officers until there is a business redea@stablish separate management structures.

Upon consummation of the reorganization, the ctm@ectors of Lake Shore Savings will become thieators of Lake Shore Bancorp.
The following table states such directors’ namlesirtages as of September 30, 2005, their posjttbesyears they began serving as directors
and the years their terms as directors of Lake&Bancorp will expire:
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Age Bank Bancorp

Director Term
Name Positions Since Expires
Sharon E. Brautigar 49 Director 200¢ 2007
Michael E. Brunec; 67 Chairman of the Boar 198¢ 2007
James P. Foley DD 67 Director 198: 200¢
David C. Mancust 598 President and Chief Executive Offic 199¢ 200¢
Thomas E. Ree 63 Director 198¢ 200¢
Daniel P. Reining: 46 Vice Chairman of the Boat 199/ 200¢
Gary W. Wingel 61 Director 1997 200¢
Nancy L. Yocurnr 58 Director 199t 200¢

Business Experience of Directors
The principal occupation and business experiencthélast five years of each of director is setifdelow. All directors have held the
current positions for five years unless otherwisegesl.

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

Michael E. Brunecis the Chairman of the Board of Directors of Lake®@ 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 DDIS a dentist in private practice in Dunkirk, NewrKoHe is a retired commander of the U.S. NavaleRes

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

Thomas E. Reed the Chairman of the Board of ECR Internatioivad,, a manufacturer of heating and cooling prosibhetadquartered
in Utica, New York.

Daniel P. Reiningas Vice Chairman of the Board of Directors of Lefieore Bancorp and Lake Shore Savings. Mr. Reinmjze
President of G.H. Graf Realty Corporation, Increal estate investment company located in Dunkigiy York.

Gary W. Wingehas been a principal of Compass Consulting, InAuburn and Jamestown, New York and Venice, Flgradéirm that
provides consulting services in the area of higitkrcation, since July, 2002. From 1975 until Jud@22 Mr. Winger was the Dean of
Administration and Development and Chief Finanaiadl Development Officer of Jamestown Community €y#lin Jamestown, New York.

Nancy L. Yocuris a practicing certified public accountant. Sha artner in the firm of Brumfield & Associatesknedonia, New York
where her practice is concentrated in estatesrastst
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Our Executive Officers

Our initial senior executive officers will be tharse as those who currently serve as executiveeosfiof Lake Shore Savings. In addi
to Mr. Mancuso, we will have the following execwiuofficers:

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

Reginald S. Cords the Executive Vice President of Lake Shore Bgmcde has also been the Executive Vice Presidenake Shore
Savings since 1994. Prior to joining Lake Shorei@gs; Mr. Corsi was Vice President of M&T Bank.

Robert L. Smitlis the Chief Financial Officer of Lake Shore Bandfie has also been the Chief Financial Officdraie Shore
Savings since July 2004. Prior to joining Lake $h®avings, Mr. Smith served in various financiadipons for Nestlé Purina Petcare
Company from June 1976 to June 2004. Mr. Smithawaember of the Board of Directors of Lake Shorgr#gs from January 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
until their respective successors have been electédjualified, or until death, resignation or rewmddy the Board of Directors.

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 L8kere Bancorp will also be held monthly. Speciaétimgs of these boards are and will be
held as needed.

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

Executive CommitteeThe Executive Committee of the Board of Directoréake Shore Bancorp will exercise the powerthefBoard
of Directors in between Board meetings.

Compensation Committedhe Compensation Committee will assess the streictf the management team and the overall perfmcema
of Lake Shore Bancorp. It will oversee executivenpensation by approving salary increases and regeweral personnel matters such as
staff performance evaluations.

Audit Committee The Audit Committee of Lake Shore Bancorp willdmnprised of the following three directors: MruRecz,
Mr. Reed and Ms. Yocum. Ms. Yocum will serve as igf@son of the Committee. It will oversee and manour financial reporting process
and internal control system, review and evaluagesaiidit performed by our independent auditors,rapdrt any substantive issues found
during the audit to the Board. The Audit Commitiék be directly responsible for the appointmergmpensation, and oversight of the work
of our independent auditors. The Audit Committe# &lso review and approve all transactions witliliated parties. The Board of Directors
will adopt a written charter for the Audit Commite
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Nominating and Corporate Governance Committ&ae Nominating and Corporate Governance Commititeneet to recommend tt
nomination of Directors to the full Board of Direc$ to fill the terms for the upcoming year or itbfacancies during a term. The Nominat|
and Corporate Governance Committee will consideomenendations from stockholders if submitted imsety manner in accordance with
the procedures established in the Bylaws and wjlyathe same criteria to all persons being coneidle

Each of the Audit, Compensation and Nominating @ndporate Governance Committees will be composécegnof directors who ar
independent as such term is defined by Rule 42Q ppf the National Association of Securities esl 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 theengsleyee directors for attendance at each boardimgesnd each
meeting of a committee of which they are membemmiders receive $975 for each Board meeting atteindeerson and half of that amount
for each Board meeting attended telephonically r8o@embers also receive fees for membership oBdaed’'s committees. The Chairman
of the Executive Committee receives an annual f&28,000 and its Vice Chairman receives an anfagabf $7,500. All other noemployee
members of the Executive Committee receive anraes bf $5,000. The Chairpersons of the other cotmesitreceive annual fees of $4,000
and their other members receive annual fees of$2Members of the Board of Directors who are alsployees do not receive directors’
fees.

Lake Shore Savings and Loan Association paid fetedirig $124,892 to its non-employee directorstfieryear ended December 31,
2004.

Directors’ Deferred Compensation Planake Shore Savings previously maintained a defezoedpensation plan for non-employee
directors under which each non-employee directatccdefer receipt of his or her directors fees hade such amounts credited with a
market-rate investment return. This plan was teateid in October 2005 with all vested amounts paithé¢ plan participants pursuant to the
requirements of the American Jobs Creation ActQfi42

Supplemental Benefit Plan for Non-Employee Directdrake Shore Savings has entered into separatéesngptal benefit plans in
1999 and 2001 with each of its current non-emplalieectors except for Ms. Brautigam. Under the 1p&8, each participant is guaranteed
monthly payments over a period of fifteen years e@ncing at age 70 equal to $18,105 per year bgsmutwenty-one years of service as a
director to Lake Shore Savings (or an earlier eetient age if twenty-one years of service is atthpréor to age 70) with the annual benefit
payable reduced proportionately for each year ofice as a director less than twenty-one yearinatizat age 70. Under the 2001 plan, each
participant is guaranteed monthly payments ovesrag of fifteen years commencing at age 72 equéll2,000 per year based upon twenty-
one years of service to Lake Shore Savings wittatireial benefit payable reduced proportionatelyefmh year of service less than twenty-
one years attained at age 72.

Executive Officer Compensation

The following table provides information about t@mmpensation paid for 2004 to our Chief ExecutiViic®r and our Executive Vice
President. No other officer’s total annual salamg Aonus for 2004 was in excess of $100,000.
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Summary Compensation Table
Annual Compensation

All Other
Salary ($) Bonus ($ A?]TS:;I Compensation ($) (1
Name and Principal Positions Year Compensation ($
David Mancuso, President and Chief Executive Off 200¢ 160,00( 9,071 — 20,96¢
Reginald S. Corsi, Executive Vice Presid 200¢ 104,47: 5,971 — 13,69¢

(1) Reflects (i) matching contributions of $4,0581&2,651 credited under the 401(k) plan to theawets of Messrs. Mancuso and Corsi,
respectively; and (ii) profit-sharing contribution6$16,908 and $11,044 credited under the 401lé4)  the accounts of Messrs.
Mancuso and Cors

Employment Agreement

Effective as of the reorganization, Lake Shore Bap@nd Lake Shore Savings will each have entertedparallel employment
agreements with Mr. David C. Mancuso to secursséisices as President and Chief Executive Offitke employment agreements will hi
a fixed term of three years beginning as of theai¥e date of the reorganization and may be redemaually after a review of the
executives performance. These agreements provide for a mmiennual salary of $213,550, discretionary castubes, and participation
generally applicable terms and conditions in otteenpensation and fringe benefit plans. The agretsweii also guarantee customary
corporate indemnification and errors and omissinsgrance coverage throughout the employment texhfa six years after termination.

Lake Shore Bancorp and Lake Shore Savings maynatmthe executive’s employment, and the executiag resign, at any time with
or without cause. However, in the event of termoratiuring the term without cause, they will owe #xecutive severance benefits generally
equal to the value of the cash compensation andgdrbenefits that the executive would have receivied had continued working for the
remaining unexpired term of the employment agred¢s@iine same severance benefits would be payathle gxecutive resigns 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 distafioe Lake Shore Savings’ principal office in DurkiNew 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 curediwB® days.

The employment agreements will also provide uniedwteath and disability benefits and provides éngtseverance payable after a
change of control shall be computed as if the ramgiunexpired term of the agreements was thresyea

If Lake Shore Bancorp and Lake Shore Savings egpeg a change in ownership, a change in effectiweetship or control or a chan
in the ownership of a substantial portion of tlasisets as contemplated by section 280G of thenhitBevenue Code, a portion of any
severance payments under the employment agreemegtisconstitute an “excess parachute payment” uogieent federal tax

113



Table of Contents

laws. Pursuant to the employment agreements, areyasece payments made which are subject to se2806 of the Internal Revenue Code
would be reduced to the extent necessary to ateidhtiposition of an excise tax and related non-debiility under section 280G of the
Internal Revenue Code.

Change of Control Agreements

Effective as of the reorganization, Lake Shore Bgwiwill enter into one-year change of control agrents with Reginald S. Corsi, our
Executive Vice President and Robert L. Smith, obmie€Financial Officer. These agreements will bamgqunteed by Lake Shore Bancorp. The
term of these agreements is perpetual until Lal@és8avings gives notice of non-extension, at wlirole the term is fixed for one year.

Generally, Lake Shore Savings may terminate thd@mpent of any officer covered by these agreemaemith, or without cause, at any
time prior to a change of control without obligatifor severance benefits. However, if Lake Shondrsgs or Lake Shore Bancorp, Inc. signs
a merger or other business combination agreemeiftadhird party makes a tender offer or initegeproxy contest, it could not terminate an
officer’'s employment without cause without liability foveeance benefits. The severance benefits wouldrgynée equal to the value of 1
cash compensation and fringe benefits that theaffivould have received if he or she had continvedking for an additional year. Lake
Shore Savings would pay the same severance beifdfiesofficer resigns after a change of contaldwing a loss of title or office, material
reduction in duties, functions, compensation opoesibilities, involuntary relocation of his or hgnincipal place of employment to a location
over 35 miles from Lake Shore Savings’ principdicaf on the day before the change of control aret 86 miles from the officer’s principal
residence or other material breach of contract wigaot cured within 30 days. These agreementspatsvide uninsured death and disability
benefits.

If Lake Shore Bancorp and Lake Shore Savings eapegis a change in ownership, a change in effeativership or control or a
change in the ownership of a substantial portiotheir assets as contemplated by section 280CGedhternal Revenue Code, a portion of any
severance payments under the change of contratmgrs might constitute an “excess parachute paymeder current federal tax laws.
Pursuant to the change of control agreements, ergrance payments made which are subject to se28@@ of the Internal Revenue Code
would be reduced to the extent necessary to ateithtposition of an excise tax and related non-deility under section 280G of the
Internal Revenue Code.

Benefit Plans

Incentive Compensation Prograrhake Shore Savings maintains an incentive congigmsplan for employees to earn bonuses based
on the achievement of objective, pre-establishefbpaance goals. This plan is a short term incengixogram which rewards short term
performance based on the achievement of key opgrgtals. All executive officers and certain exempiployees are eligible to participate.
These short term incentive payments are made dgynkal 2005, the maximum bonus to be paid to Manguso is 20% of his base salary
and the maximum bonus to be paid to Mr. Corsi B 18 his base salary (depending upon the achieveaia®rtain pre-established
performance goals).

Supplemental Benefit Plans for Executileske Shore Savings has entered into separate éx@supplemental benefits plans in 1999
and 2001 with each of Messrs. Mancuso and Corsidtfition, Lake Shore Savings has entered intoxaoutive supplemental benefit plan in
2001 with four other officers. Pursuant to thesnp| each executive is entitled to receive a mpmhyment over a period of fifteen years
commencing on the first day of the month followihg executive’s attainment of his benefit age @@ender the 1999 plan, and age 65
under the 2001 plan) as set forth in the plans.
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Under the 1999 plan, Mr. Mancuso and Mr. Corsildhalentitled to an annual retirement benefit 67 $83, and $19,639, respectively. Un
the 2001 plan, Mr. Mancuso and Mr. Corsi shall biitled to an annual retirement benefit of $55,88a $24,000, respectively. Amounts
payable under the plans are subject to reductidinarevent of the executive’s voluntary or invoamttermination of employment prior to
attaining his benefit age.

401(k) PlanLake Shore Savings maintains a tax-qualified 40dié€ned contribution plan for employees who hatteiaed age 21 and
have at least three months of service. Eligible leyges may make pre-tax contributions to the phaaugh salary reduction elections up to
75% of annual compensation, subject to limitatiohthe Internal Revenue Code (for 2005, the antiondl is $14,000). Lake Shore Savings
also makes a discretionary contribution to the plartbehalf of eligible employees who have attaiagel 21 and have at least one year of
service.

Severance Pay Plaiffective as of the reorganization, Lake Shore Sgwiwill implement a Severance Pay Plan that pes/gkveranc
benefits to employees and officers, other thanghiodividuals covered by a separate employmenhange in control agreement, whose
employment is terminated without “cause” or by émeployee or officer following a forced relocatidarced reduction in annual base salary,
or a material adverse change in the employee’$fioceds title, position or responsibilities durirtbe period commencing three months prior
to a change in control and ending one year follgvilre change in control. An employee or officer el@mployment terminates under these
circumstances is entitled to a lump sum paymenaleguhree weeks’ annual cash compensation icdBe of eligible officers and one wegk’
annual cash compensation in the case of eligibld@maes multiplied by the employee’s or officer’aale years of service, but such
severance payment will not exceed fifty-two weeksampensation for officers and twenty-six weeksafpensation for eligible employees
nor shall it be less than twelve weeks of compémsdor eligible officers and two weeks of compeiwa for eligible employees. For the
purposes of the Severance Pay Plan, officers asetbmployees designated as such by the Boardexdtbis.

Future Stock Benefit Plans

Employee Stock Ownership Plamhis plan is a tax-qualified plan that coversstahtially all employees who have at least one géar
service and have attained age 21 and will takeceffiethe completion of the reorganization.

Lake Shore Bancorp intends to lend this plan enamnghey to purchase 8% of the shares issued infteeng. The plan will purchase
these shares from Lake Shore Bancorp to the etkitahshares are available after filling the sulpdimns of eligible account holders.
Otherwise, the plan will purchase these sharet®mpen market after completion of the reorgaromagind offering to the extent that shares
are available for purchase on reasonable terntisisiplan cannot purchase the shares that it wihrgstly from Lake Shore Bancorp in the
offering, there is no assurance that it will puisshahares after the reorganization and offerinthatrsuch purchases will occur during any
particular time period or at any particular price.

Although contributions to this plan will be disdmstary, 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 tesfiB0 years and will call for level annual
payments of principal and interest. The plan wnitially pledge the shares it purchases as coliafer the loan and hold them in a suspense
account.

The plan will not distribute the pledged sharebtrgway. Instead, it will release a portion of ghedged shares annually. The number of
shares released is determined pursuant to a fonvhdae the number of unallocated shares is mudtidtiy a fraction, the numerator of which
is the amount of
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principal and interest paid for the plan year, #reldenominator of which is the sum of the numeralas all principal and interest to be paid
in all future years. The plan will allocate the s#sareleased each year among the accounts ofipartis in proportion to their salary for the
year. For example, if a participi's salary for a year represents 1% of the totalrgeg of all participants for the year, the plaruldoallocate

to that participant 1% of the shares releasedh®iyear. Participants direct the voting of shalesated to their accounts. Shares in the
suspense account will usually be voted in a wayrtierors the votes which participants cast forrskan their individual accounts.

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

Stock Option PlanwWe intend to implement a stock option plan for dinectors and officers after the reorganization afidring.
Applicable regulations prohibit us from implemeugtithis plan until six months after the reorganizatind offering and require that we obt
the approval of the holders of a majority of théstanding shares of Lake Shore Bancorp that arewoéd by Lake Shore, MHC.

We expect to adopt a stock option plan that withatize our Compensation Committee to grant opttorgurchase up to 4.90% of the
shares outstanding after the offering (includingreb issued to the Lake Shore Charitable Foundaiithe Compensation Committee will
decide which directors and officers will receiveiops and what the terms of those options willldewever, no stock option will permit its
recipient to purchase shares at a price that sstkem the fair market value of a share on the slath option is granted, and no option will
have a term that is longer than ten years. If waément a stock option plan before the first anrssey of the reorganization and offering,
applicable regulations will require that we obsethve following restrictions:

» We must limit the total number of shares that grtioned to outside directors to 30% of the shatgBaized for the plan.

* We must also limit the number of shares that at@oed to any one outside director to 5% of theehauthorized for the plan and
the number of shares that are optioned to any ¢ixecofficer to 25% of the shares that are autteatifor the plan

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

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

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

We expect the stock option plan will permit the @amsation Committee to grant either incentive stautions that qualify for special
federal income tax treatment or non-qualified stoptions that do not qualify for special treatméntentive stock options may be granted
only to employees and will not create federal inedax consequences when they are granted. If fieegx@rcised during employment or
within three months after termination of employmeéhe exercise will not create federal income tansequences. When the shares acquired
on exercise of an incentive stock option are resble seller must pay federal income taxes on heuat by which the sales price exceeds the
purchase
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price. This amount will be taxed at capital gaiaies if the sale occurs at least two years afteofiiion was granted and at least one year
the option was exercised. Otherwise, it is taxedrdmary income.

Non-qualified stock options may be granted to ei#raployees or non-employees such as directorsuttamts and other service
providers. Incentive stock options that are exectisiore than three months after termination of egipent are treated as non-qualified stock
options. Non-qualified stock options will not credederal income tax consequences when they antegkd/Vhen they are exercised, federal
income taxes must be paid on the amount by whietain market value of the shares acquired by ésiegthe option exceeds the exercise
price. When the shares acquired on exercise ofagnalified stock option are resold, the seller hpay federal income taxes on the amount
by which the sales price exceeds the purchase pitisethe amount included in ordinary income whendption was exercised. This amount
will be taxed at capital gains rates, which willwa@epending upon the time that has elapsed sircexercise of the option.

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

Management Recognition PlaWe 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 thedeos of a majority of the outstanding shares ofd_8kore Bancorp that are not owned by
Lake Shore, MHC.

We expect to adopt a management recognition pltnvill authorize our Compensation Committee to emedstricted stock awards of
up to 1.96% of the shares outstanding after theriof§ (including shares issued to the Lake Shori@ible Foundation). The Compensation
Committee will decide which directors and officeri#l receive restricted stock and what the termshofe awards will be. If we implement a
management recognition plan before the first ansaugy of the reorganization, applicable regulatisisrequire that we observe the
following restrictions:

e We must limit the total number of shares that avarded to outside directors to 30% of the sharésoaized 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 exeafficer to 25% of the shares that are authariioe the plan

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

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

After the first anniversary of the reorganizatiomaffering, we may amend the plan to change oorenthese restrictions. If we adoj
management recognition plan within one year afterreorganization, we expect to amend the planfateemove these restrictions and to
provide for accelerated vesting in case of retingime
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Restricted stock awards under this plan may feaomeloyment restrictions that require continued leyrpent for a period of time for
the award to be vested. They may feature restristibat require the achievement of specified catgoor individual performance goals for
the award to be vested. Or, they may feature a ow@tibn of employment and performance restrictighwards will not be vested unless the
specified employment restrictions and performarmagare met. However, pending vesting, the awaeibient may have voting and
dividend rights. When an award becomes vestedeitipient must include the current fair market eadif the vested shares in his or her
income for federal income tax purposes. Lake SBamecorp and Lake Shore Savings may be allowedexdéthcome tax deduction in the
same amount. Depending on the nature of the résiricattached to the restricted stock award, L%ikeare Bancorp and Lake Shore Savings
may have to recognize a compensation expense douating purposes ratably over the vesting period @ single charge when the
performance conditions are satisfied.

Certain Transactions with Management

Lake Shore Savings has outstanding loans to isfdirs and executive officers and the directorsex@ttutive officers of Lake Shore
Bancorp and Lake Shore, MHC. These loans: (A) weaide in the ordinary course of business; (B) weasdemon substantially the same
terms, including interest rates and collaterahasé¢ prevailing at the time for comparable transastwith other persons and (C) did not
involve more than the normal risk of collectabildy present other unfavorable features. A majaitthe independent, disinterested members
of our board of directors must approve future @fféld transactions and 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 sto&y tish to purchase in the offering.
We have assumed that a sufficient number of shvaitelse available to satisfy their subscriptionfieTamounts include shares that may be
purchased through individual retirement accountstanassociates of the directors and executive@fi None of our directors or executive
officers expects to purchase more than 1.0% ofommon stock. Collectively our directors and exaeubfficers expect to purchase a total
of 89,600 shares, or 3.8% of shares we sell intfezing, including shares issued to the charitdblandation (assuming a total of 2,350,000
shares of common stock are sold in the offeringiasued to the charitable foundation). These shdoe®t include shares expected to be
issued under any stock benefit plans of Lake SBarecorp. If all shares issuable under such stookfiteplans were issued to directors and
executive officers of Lake Shore Bancorp, Lake $ancorp directors and executive officers wouleth@82,600 shares, or 18.4% of the
shares we sell in the offering (assuming a tot&,850,000 shares of common stock are sold inffleging and issued to the charitable
foundation).

Number of Sharet

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(
David C. Mancust 100,00( 10,00(
Thomas E. Ree 60,00( 6,00(
Daniel P. Reining: 250,00( 25,00(
Gary W. Wingel 50,00( 5,00(
Nancy L. Yocumr 50,00( 5,00(
Other Executive Officers

Beverley J. Mulkir 1,00(C 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 subscriptionsurydirectors and executive officers are expeatdaetmade in the subscription offer
based only on their deposits with Lake Shore Savagdeposit account holders. This aspect of fleeind could make it difficult for insiders
to purchase stock for the explicit purpose of nmggthe minimum of the offering. However, if any Bymurchases are made for the explicit
purpose of meeting the minimum of the offering ythéll be made for investment purposes only, antwith a view towards redistribution.
Furthermore, Office of Thrift Supervision regulatforestrict the sale of common stock purchaselisnaffering by directors and executive
officers for a period of one year following the exfihg.
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THE REORGANIZATION AND OFFERING

The Board of Directors of Lake Shore Savings and Lan Association has approved the plan of reorganizain. The plan of
reorganization also must be approved by the deposits of Lake Shore Savings and Loan Association. Aecial meeting of depositors
has been called for this purpose. The Office of Thit Supervision has conditionally approved the plarof reorganization; however, sucl
approval does not constitute a recommendation or elorsement of the plan of reorganization by the agey.

General

On August 9, 2005, the Board of Directors of Lakei® Savings and Loan Association unanimously adbitte plan of reorganization
and minority stock issuance, pursuant to which Lakere Savings and Loan Association will changeaise to Lake Shore Savings Bank
and reorganize from a New York-chartered savingklaan association into a federally-chartered midtolding company with a federally-
chartered mid-tier holding corporation and a felirehartered stock savings bank. After the reorgation, Lake Shore Bancorp will be the
mid-tier stock holding company and Lake Shore, MW be the top-tier mutual holding company. Undee terms of the plan of
reorganization, Lake Shore Bancorp will own altld stock of Lake Shore Savings and Lake Shore, MHIwn at least a majority of Lal
Shore Bancorp’s stock_ake Shore, MHC will have no stockholders, and dépos of Lake Shore Savings will become membeisaie
Shore, MHC.

The reorganization also includes the offering bixd.8hore Bancorp of 45% of its common stock toildiégdepositors of Lake Shore
Savings in a subscription offering and, possilymiembers of the general public through a commuffgring and/or a syndicate commun
offering. The completion of the offering dependsnaairket conditions and other factors beyond outrobriWe can give no assurance as tc
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 chamgige offering range. A change in the offeringga would result in a change in the net
proceeds realized from the sale of the common stbitke reorganization is terminated, Lake Shaagigs 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 laké& Shore Savings’ depositors. The plan of reorgdioin also provides for the
establishment of The Lake Shore Charitable Fouadatnd our funding of the charitable foundatiorhwvéh amount that will equal 2% of the
shares of our common stock outstanding after theyemization. The establishment of The Lake Shdraritable Foundation is subject to a
separate vote of Lake Shore Savings’ depositongilllyi the reorganization incorporates a conversiobbake Shore Savings’ charter from a
New York mutual savings and loan association tedefall--chartered mutual savings bank (which will theneamto stock form in the
reorganization). The conversion from a New York malisavings association to a federally-charteretlialisavings bank must be approved
by an affirmative vote of either (i) 66 2/3% in anmb of the book value of all outstanding depositeake Shore Savings, or (ii) at least 75 %
in amount of all outstanding deposits of Lake SHeagings represented at the special meeting. Aapaeeting of Lake Shore Savings’
depositors will be called to vote on these threéenson , 2006.

The following is a brief summary of the pertinespacts of the reorganization. A copy of the plareofganization is available from
Lake Shore Savings upon request and is availablegpection at the offices of Lake Shore Savinys @t the Office of Thrift Supervision.
The plan of reorganization is also filed as an kitho the registration statement that we havelfiléth the Securities and Exchange
Commission. SeeWhere You Can Find More Informaticdh
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Reasons for the Reorganization

After considering the advantages and disadvantaigthe reorganization, the Board of Directors oké&hore Savings unanimously
approved the reorganization as being in the béstast of Lake Shore Savings and its depositore.Bdard of Directors concluded that the
reorganization offers a number of advantages tilabe/important to our future growth and perforroarand that outweigh the disadvantages
of the reorganization.

The reorganization will result in the raising ofdéttbnal capital, which will support our future ldimg and operational growth and may
also support future branching activities or theuésitjion of other financial institutions or theissets. As a mutual holding company with a
mid-tier stock holding company, we will have gredtexibility in structuring mergers and acquisiti& including giving us the ability to use
stock as a form of merger consideration. Our canmartual structure, by its nature, precludes umfadfering any common stock as
consideration in a merger or acquisition. Our newtual holding company structure will enhance olilitglio compete with other bidders
when acquisition opportunities arise by better &nghus to offer stock or cash consideration, aombination of the two. Since we will not
be offering all of our common stock for sale in tiffering, the reorganization will result in lesspital raised in comparison to a standard
mutual-to-stock conversion, where 100% of our comrmstock would be sold. Therefore, the reorganipgbiermits us to control the amount
of capital being raised and helps us to prudergfylay the proceeds of the offering. The reorgaiemahowever, also will allow us to raise
additional capital in the future in the event afaaversion of Lake Shore, MHC to stock form in ecsel-step conversion.

Our directors, officers and employees will havedpgportunity to become stockholders, which we veli be an effective performan
incentive and an effective means of attracting raaining qualified personnel. Our customers awdlloommunity members will also have
an opportunity to acquire our stock.

The disadvantages of the reorganization consideyddike Shore Savings’ Board of Directors inclulde additional expense and effort
of operating as a public company quoted on the Apa&tock Market, the inability of public stockhalgéo obtain majority ownership of La
Shore Bancorp, that Lake Shore, MHC must own grehssm 50% of Lake Shore Bancorp’s common stocl{,tha corporate ownership and
regulatory policies relating to the mutual holdoc@mpany structure that may be adopted periodiedgtizch 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 wilitially be the Board of Lake Shore Savings. Wlthis structure will permit management
to focus on our long-term business strategy fomgincand capital redeployment without undue presfora public stockholders, it will also
serve to perpetuate our existing management ardtdis. Lake Shore, MHC will be able to electladl members of Lake Shore Bancorp’s
Board of Directors, and will be able to control thitcome of most matters presented to Lake Shomedp’s stockholders for resolution by
vote. The matters as to which stockholders othemn ttake Shore, MHC will be able to exercise votiogtrol are limited and include any
proposal to implement a stock-based incentive fleEmassurance can be given that Lake Shore, MHIhuiltake action adverse to the
interests of other stockholders. For example, L3lkere, MHC could prevent the sale of control of &&thore Bancorp, or defeat a candidate
for Lake Shore Banrcorp’s Board of Directors oresthroposals put forth by stockholders.

The mutual holding company reorganization doegnetiude the conversion of Lake Shore, MHC fromrthaual to the fully stock
form of organization in the future, in which casake Shore, MHC would cease to exist. No assuraaede given when, if ever, Lake Shore,
MHC will conduct a second-step conversion or whaatditions the Office of Thrift Supervision or othegulatory agencies may impose on
such a transaction. S#Risk Factors” and “Regulation-Conversion of Lake Shore, MHC to StamiF”
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Description of the Plan of Reorganization

Following receipt of all required regulatory appats/and approval of the plan of reorganization bitd Shore Savings’ depositors, the
reorganization will be effected as follows or inyather manner approved by the Office of Thrift 8wyision that is consistent with the
purposes of the plan of reorganization and applécktvs and regulations:

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

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

e Interim One will organize Lake Shore Bancorp ash@Ny-owned subsidiary;
* Interim One will then organize an interim federavimgs bank (“Interim Two”) as a wholly-owned suliary;
» Lake Shore Savings will exchange its federal musaaings bank charter for a federal stock savirgikzharter;

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

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

» former members of Lake Shore Savings will becommbers of Lake Shore, MHC; and
» Lake Shore, MHC will contribute 100% of the issweanmon stock of Lake Shore Savings to Lake Shore@a.

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

As a result of the reorganization, Lake Shore Sgvimill be organized in stock form and will be wiyadwned by Lake Shore Bancorp.
The legal existence of Lake Shore Savings willteaninate as a result of the reorganization. Insteake Shore Savings in stock form will
be a continuation of Lake Shore Savings in mutoahf All property of Lake Shore Savings, includitgright, title and interest in all
property of any kind and nature, interest and asisevery conceivable value or benefit then exgtin pertaining to Lake Shore Savings, or
which would inure to Lake Shore Savings immediabsiyoperation of law and without the necessityrf aonveyance or transfer and
without any further act or deed, will vest in La&bore Savings in stock form. Lake Shore Savingsank form will continue to have, succe
to and be responsible for all the rights, liakgktiand obligations of Lake Shore Savings in theuaddborm and will maintain its corporate
headquarters and operations at Lake Shore Sayingsent locations.

The plan of reorganization also provides that wiéesitablish and fund The Lake Shore Charitablenfélation. SeéThe Lake Shore
Charitable Foundation.”
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Effects of Reorganization on Deposits, Borrowers ahMembers

Continuity. While the reorganization is being accomplished,nttienal business of Lake Shore Savings will corinithout
interruption, including being regulated by the ©#fiof Thrift Supervision, its primary federal regtar, and the Federal Deposit Insurance
Corporation. After reorganization, Lake Shore Sgsiwill continue to provide services for depositansl borrowers under current policies by
its present management and staff.

The directors of Lake Shore Savings at the timeofganization will serve as directors of Lake $h®avings after the reorganization.
The Board of Directors of Lake Shore Bancorp ankieLahore, MHC will be composed solely of the indixals who serve on the Board of
Directors of Lake Shore Savings. All officers ofkeaShore Savings at the time of reorganization nettin their positions after the
reorganization.

Deposit Accounts and Loans . The reorganization will not affect any deposit aguts or borrower relationships with Lake Shore
Savings. All deposit accounts in Lake Shore Savaftgs the reorganization will continue to be irsdiup to the legal maximum by the
Federal Deposit Insurance Corporation in the samen@r as such deposit accounts were insured imtebdiefore the reorganization. The
reorganization will not change the interest ratéhermaturity of deposits at Lake Shore Savings.

After the reorganization, each depositor of Laker8tSavings will have both a deposit account indL8kore Savings and a pro rata
ownership interest in the equity of Lake Shore, Mb8ed upon the balance in the depositor's accdig.ownership interest is tied to the
depositor’'s account, has no tangible market vadypaate from the deposit account and may only dlezesl in the event of a liquidation of
Lake Shore, MHC. Any depositor who opens a de@usibunt obtains a pro rata ownership interesteretiuity of Lake Shore, MHC without
any additional payment beyond the amount of thesiépA depositor who reduces or closes his ordeepunt receives the balance in the
account but receives nothing for his or her owrigrstierest in the equity of Lake Shore, MHC, whisHhost to the extent that the balance in
the account is reduced. Consequently, depositdrakd Shore, MHC have no way to realize the vafub@&r ownership interest in Lake
Shore, MHC, except in the unlikely event that L&t®re, MHC is liquidated.

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

Effect on Voting Rights of Members . After the reorganization, direction of Lake ShoeiBigs will continue to be under the control of
its Board of Directors. As the holder of all of thetstanding common stock of Lake Shore SavingkelShore Bancorp, through its Board of
Directors, will have exclusive voting rights witbgpect to any matters concerning Lake Shore Savégsring stockholder approval,
including the election of directors.

After the reorganization, Lake Shore Bancorp stotikérs will have exclusive voting rights with resp® any matters concerning Lake
Shore Bancorp that requires stockholder approwakiBue of being the majority stockholder owing% ®f the outstanding shares of comr
stock of Lake Shore Bancorp, Lake Shore, MHC wélldble to control the outcome of most matters pteskto the stockholders for
resolution by vote.

As a federally chartered mutual holding companykd.8hore, MHC will have no authorized capital stackl, therefore, no
stockholders. Holders of deposit accounts of Laker& Savings will become members of Lake Shore, MEI&h persons will be entitled to
vote on all questions requiring
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action by the members of Lake Shore, MHC, includhrgelection of directors of Lake Shore, MHC. dtidition, all persons who become
depositors of Lake Shore Savings following the gaoization will have membership rights with respgedtake Shore, MHC. Borrowers do
not currently have membership rights in connectidth any borrowings and will not receive any menghép 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 agta share of any assets of Lake Shore Savinganmmafter payment of expenses and
satisfaction of claims of all creditors. Each defws's pro rata share of such liquidating distribntwould be in the same proportion as the
value of such depositor’'s deposit account waseaddkal value of all deposit accounts in Lake Stgaeings at the time of liquidation.

Upon a complete liquidation of Lake Shore Savinfgerahe reorganization, each depositor would heetaim as a creditor of the same
general priority as the claims of all other generaditors of Lake Shore Savings. However, exceptescribed below, a depositor’s claim
would be solely for the amount of the balance ichsdepositor's deposit account plus accrued intefesgh depositor would not have an
interest in the value or assets of Lake Shore $§awvdove that amount. Instead, the holder of Ldl@eSSavings’ common stock.€., Lake
Shore Bancorp) would be entitled to any assetsirengaupon a liquidation of Lake Shore Savings.

Upon a complete liquidation of Lake Shore Bancoip,stockholders, including Lake Shore, MHC, wolnddentitled to receive our
remaining assets, following payment of all dehb&dilities and all claims of greater priority.

If liguidation of Lake Shore, MHC occurs followirspmpletion of the reorganization, all depositorséake Shore Savings at that time
will be entitled, pro rata, to the value of theapwsit accounts, to a distribution of any assetsatif Shore, MHC remaining after payment of
all debts and claims of creditors.

There are no plans to liquidate Lake Shore Savingjse Shore Bancorp or Lake Shore, MHC in the futur

How We Determined the Offering Range and the $10.0Purchase Price

Federal regulations require that the aggregatehpseprice of the stock sold in connection withr@rganization be based upon our
estimated pro forma market value on a fully coraethasis (.e., assuming that 100% of our common stock had beleints the public in the
offering, as opposed to the 45% that will be solthe public), as determined by an independentsaggdr We have retained RP Financial,
which is experienced in the evaluation and appraistinancial institutions, to prepare the indegent appraisal. RP Financial will receive
fees totaling $65,000 for its appraisal servicéss peasonable out-of-pocket expenses incurredrimection with the appraisal. We have
agreed to indemnify RP Financial under certainurirstances against liabilities and expenses, inofuldigal fees, arising out of, related to, or
based upon the reorganization.

RP Financial prepared the appraisal taking int@actthe pro forma impact of the offering. Foratglysis, RP Financial undertook
substantial investigations to learn about our lessrand operations. We supplied financial inforomatincluding annual financial statements,
information on the composition of assets and lié#, and other financial schedules. In additiothis information, RP Financial reviewed
our reorganization and stock issuance applicatsrided with the Office of Thrift Supervision andr registration statement as filed with the
Securities and Exchange Commission. FurthermoreriR&hcial visited our facilities and had discussiavith our management. RP Finan
did not perform a detailed individual analysis loé separate components of our assets and liahil¥e did not impose any limitations on RP
Financial in connection with its appraisal.
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In connection with its appraisal, RP Financial eswd 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 Financiahuee comparable to us;
» the specific terms of the offering of our commoocgt

» 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 apmaili guidelines, RP Financialanalysis utilized three selected valuation prapesi the
price/book method, the price earnings method, aiv@fassets method, all of which are describedtkingport. RP Financial's appraisal report
is filed as an exhibit to the registration statehtbat we have filed with the Securities and Exgf@a@ommission. SeeWhere You Can Find
More Information.” RP Financial placed the greatest emphasis opriice earnings and price/book methods in estirggtio forma market
value. RP Financial compared the pro forma priagitand price earnings ratios for Lake Shore Bantothe same ratios for a peer group of
comparable companies. The peer group consisteshgiublicly traded companies operating in the mdta&ding company form of
ownership based in the New England, Mid-Atlantid aftidwestern United States. The peer group inclustedpanies with:

e average assets of $291 million;

» average nonperforming assets of 0.37% of totatsisse
e average loans of 64.2% of total assets;

* average equity of 14.7% of total assets; and

e average income of 0.68% of average assets.

On the basis of the analysis in its report, RP iéie has advised us that, in its opinion, as ofddeber 22, 2005, our estimated pro
forma market value on a fully converted basis wibkiwthe estimated valuation range of $42.5 millend $57.5 million with a midpoint of
$50.0 million. Based on our intention to contribtdehe charitable foundation 2% of the to-be autding shares, to issue 53% of the shares
to Lake Shore, MHC and to offer for sale to thelmu#5% of the shares outstanding, the offeringyeais $19.125 million to $25.875 million,
with a midpoint of $22.5 million. Our Board of Dotrs reviewed RP Financial's appraisal reportiuditig the methodology and the
assumptions used by RP Financial, and determiradhh offering range was reasonable and adedBased on the $10.00 per share offe
price, the estimated number of shares issued iretbrganization will be between 4,250,000 and 5080, with a midpoint of 5,000,000 and
the estimated number of shares sold in the offesiiigoe between 1,912,500 and 2,587,500 with apuint of 2,250,000. The $10.00 per
share purchase price was selected primarily bedaissthe price most commonly used in mutual tcktconversions and reorganizations of
financial institutions.
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Since the outcome of the offering relates in largeasure to market conditions at the time of stlg,riot possible for us to determine
exact number of shares that we will issue at thme tIf, upon completion of the offering, at lefs&¢ minimum number of shares are
subscribed for, RP Financial, after taking intoaat factors similar to those involved in its pragpraisal, will update its estimate of our pro
forma market value as of the expiration of the iirfiig period. No shares will be sold unless RP Fergrconfirms that, to the best of its
knowledge and judgment, nothing of a material reahas occurred that would cause it to concludettieatctual total price of the shares o
aggregate basis was materially incompatible wéloiiginal appraisal. If, however, the facts dojostify that statement, the offering may be
canceled or it may be extended with a new offerargge or new subscription, community and syndicatedmunity offerings may be held.
The maximum number of shares that we sell in tiferioiy may increase by up to 15%, to 2,975,625eshas a result of demand for shares in
the offering, positive changes in financial markatgeneral and with respect to financial instiatstocks in particular or regulatory
considerations. Unless the number of shares of comstock to be offered is increased to more th@A%2625 or decreased to less than
1,912,500, subscribers will not have the opporjutatmodify or rescind their stock orders. If tHiéeoing is extended due to a new offering
range, subscribers would have the right to confimadify or cancel their subscriptions within a sfied period of time. If a subscriber does
not respond during the resolicitation period, hikier subscriptions will be cancelled and subsicriptunds will be returned promptly with
interest, and holds on funds authorized for withdiarom deposit accounts will be released.

In formulating its appraisal, RP Financial religabu the truthfulness, accuracy and completeneaf dbcuments we furnished to it.
Financial also considered financial and other imi@tion from regulatory agencies, other financiatitntions, and other public sources, as
appropriate. While RP Financial believes this infation to be reliable, RP Financial does not guamthe accuracy or completeness of the
information and did not independently verify thedncial statements and other data provided by urslependently value our assets or
liabilities. The appraisal is not intended to be, and must notévinterpreted as, a recommendation of any kind atthe advisability of
voting to approve the plan of reorganization or ofpurchasing shares of common stock. Moreover, becarishe appraisal must be based
on many factors that change periodically, there isi0 assurance that purchasers of shares in the ofiag will be able to sell shares after
the reorganization at prices at or above the $10.08fering 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 sipginaasal are available for inspection at our cagpoheadquarters and the other locations
specified undefWhere You Can Find More Information.”

Subscription Offering and Subscription Rights

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

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

2. Our tay-qualified employee benefit plar
3. Persons with qualifying deposits at Lake Shore 18g/as of December 31, 20(“ supplemental eligible account holc”).
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4. Persons with deposits at Lake Shore Savings aanofaly , 2006 “other membe™”).

The amount of common stock that any person mayhaiseswill depend on the availability of the comnstock after satisfaction of all
subscriptions having prior rights in the subscadptoffering and to the maximum and minimum purcHasgations set forth in the plan of
reorganization. See-—Limitations on Purchases of Share#\ll persons sharing a qualifying joint depositcaunt will be counted as a single
depositor for purposes of determining the maximunoant that may be subscribed for by an individaat] persons exercising subscription
rights through qualifying accounts registered @ shme address will be subject to the overall mgehimitation.

Category 1: Eligible Account Holders . Subject 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 share
» one-tenth of 1% of the total offering of commoncstéor sale; or

» 15 times the product, rounded down to the nearbstesnumber, obtained by multiplying the total nenbf shares of common
stock to be sold by a fraction, the numerator oicltis the amount of qualifying deposits of theyidie account holder and the
denominator of which is the total amount of quatifydeposits of all eligible account holde

If there are insufficient shares to satisfy allseriptions by eligible account holders, shares fir#l be allocated so as to permit each
subscribing eligible account holder, if possibteptirchase a number of shares sufficient to mak@dinson’s total allocation equal 100 shares
or the number of shares actually subscribed foichdver is less. After that, unallocated sharesheilallocated to each remaining subscril
eligible account holder whose subscription remaimidled in the proportion that the amounts of bisher respective qualifying deposits bear
to the total qualifying deposits of all remaininggile account holders whose subscriptions renoaifilled. Subscription rights of eligible
account holders who are also executive officemdirectors of Lake Shore Savings or their associatd®e subordinated to the subscription
rights of other eligible account holders to theeexxtattributable to increased deposits in Lake &ls@vings in the one-year period preceding
June 30, 2004.

To ensure a proper allocation of stock, each dégilecount 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 accourngraviding incorrect information, could
result in the loss of all or part of a subscribatack allocation in the event of oversubscription.

Category 2: Tax-Qualified Employee Benefit Plans . Our tax-qualified employee benefit plans have tgbtrto purchase up to 10% of
the aggregate shares of common stock sold in fieeirf plus issued to our charitable foundation.aAax-qualified employee benefit plan,
our employee stock ownership plan intends to pwel&% of the aggregate shares of common stockrsthe offering plus issued to our
charitable foundation. It is the only plan expediggarticipate in the offering. Subscriptions hg employee stock ownership plan will not
aggregated with shares of common stock purchasemypwther participants in the offering, includsgbscriptions by our officers and
directors, for the purpose of applying the purcHas#ations in the plan of reorganization. If wecrease the number of shares offered in the
reorganization above the maximum of the offerimpge the employee stock ownership plan will hafiesapriority right to purchase any
shares exceeding that amount up to 10% of the comatozk sold in the offering plus issued to ourrithble foundation. Rather than
purchase shares in the offering, the employee siatlership plan may choose to make all or a pouiats intended purchase in the open
market after the offering concludes.
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Category 3: Supplemental Eligible Account Holders . Subject 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 commoncgtéor sale; or

e 15 times the product, rounded down to the nearbstemnumber, obtained by multiplying the total nienbf shares of common
stock to be sold by a fraction, the numerator oicilis the amount of qualifying deposits of the gemental eligible account
holder and the denominator of which is the totabant of qualifying deposits of all supplementapélle account holder:

If eligible account holders and the employee stmwkership plan subscribe for all of the sharesshmares will be available for
supplemental eligible account holders. If sharesaamilable for supplemental eligible account hddmut there are insufficient shares to
satisfy all subscriptions by supplemental eligibeount holders, shares first will be allocateés®o permit each subscribing supplemental
eligible account holder, if possible, to purchaseimber of shares sufficient to make the persai& allocation equal 100 shares or the
number of shares actually subscribed for, whicheybgss. After that, unallocated shares will Hecalted among each remaining subscribing
supplemental eligible account holder whose subsoripemains unfilled in the proportion that theamts of his or her respective qualifying
deposits bear to the total qualifying depositsibfeanaining supplemental eligible account holdst®se subscriptions remain unfilled.

To ensure a proper allocation of stock, each sapghtal eligible account holder must list on higer stock order form all deposit
accounts in which such supplemental eligible actbotder had an ownership interest at Decembe305. Failure to list an account, or
providing incorrect information, could result irettoss of all or part of a subscriber’s stock allimn in the event of oversubscription.

Category 4: Other Members . Subject to the $400,000 overall purchase limitateach other member has the right to purchase tifeto
greater of $200,000 of common stock (which equ@l8@) shares) or one-tenth of 1% of the total ofteof common stock for sale. If
eligible account holders, the employee stock owhiprslan and supplemental eligible account holdeisscribe for all of the shares, no sh
will be available for other members. If sharesarailable for other members but there are notaefit shares to satisfy all subscriptions by
other members, shares first will be allocated st g&rmit each subscribing other member, if pdesib purchase a number of shares
sufficient to make the person’s total allocation&dL00 shares or the number of shares actuallscsibied for, whichever is less. After that,
unallocated shares will be allocated to each atiember whose subscription remains unfilled in ttepprtion that each other member’s
subscription bears to the total subscriptions lofith subscribing other members whose subscriptiemain unfilled.

To ensure a proper allocation of stock, each attemnber must list on his or her stock order forndefposit accounts in which such
other member had an ownership interest at Januar006. Failure to list an account, or providingdrrect information, could result in the
loss of all or part of a subscriber’s stock allomatin the event of oversubscription.
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Expiration Date for the Subscription Offering . The subscription offering is expected to termiratt@é1:00 a.m., Eastern Time, on [Date
1, 2006]. We will make reasonable attempts to mtewd prospectus and related offering material®kdens of subscription rights; however,
all subscription rights will expire on the expi@tidate whether or not we have been able to laa@atk person entitled to subscription rights.
We may extend the expiration date without noticgdo until [Date 2, 200_], unless the Office of ifthBupervision approves a later date,
which will not be beyond August 9, 2007.

If the sale of the common stock is not completedste 2, 200 ], all funds received will be returned promptly vinterest at our
passbook savings rate and all deposit account veittel authorizations will be canceled unless weikecapproval of the Office of Thrift
Supervision to extend the time for completing tifering. If regulatory approval of an extensiontié time period beyond [Date 2, 200
has been granted, we will notify all subscribershef duration of the extension that has been giaated subscribers will have the right to
modify or rescind their purchase orders. If we doneceive a response from a subscriber, the sblessrorder will be rescinded and all fui
received will be returned promptly with interesbat passbook savings rate and deposit accoundsaitral authorizations will be canceled.
No single subsequent extension can exceed 90 dagisgll extensions in the aggregate may not lagirme August 9, 2007

Personsin Non-Qualified States . We will make reasonable efforts to comply with sieeurities laws of all states in the United States
which persons entitled to subscribe for stock urnldemplan of reorganization reside. However, weranterequired to offer stock in the
subscription offering to any person who residea fareign country or who resides in a state ofiilnéed States in which (1) only a small
number of persons otherwise eligible to subscrivesfiares of common stock reside; (2) the grarmafranbscription rights or the offer or sale
of shares to such person would require that weuppfiicers or directors register as a broker, éeaalesman or selling agent under the
securities laws of the state, or register or otlimwgualify the subscription rights or common stémksale or qualify as a foreign corporation
or file a consent to service of process; or (3)determine that compliance with that state’s seiegribws would be impracticable for reasons
of cost or otherwise.

Restrictions on Transfer of Subscription Rightsand Shares . Subscription rights are nontransferable. You maytramsfer, or enter ini
any agreement or understanding to transfer, thed mgbeneficial ownership of your subscriptionhtigjissued under the plan of reorganiza
or the shares of common stock to be issued upariegeof your subscription rights. In additionedkl transfers of subscription rights,
including agreements made prior to completion efrérganization and offering to transfer sharesr #ifie offering, have been subject to
enforcement actions by the Securities and Exch&@ugemission as violation of Rule 10b-5 of the Se@siExchange Act. Your subscription
rights may be exercised only by you and only fanryown account. If you exercise your subscriptiigits, you will be required to affirm on
the stock order form that you are purchasing sheskdy for your own account and that you have gieament or understanding regarding
sale or transfer of such shares. Federal reguiatitso prohibit any person from offering, or makamgannouncement of an offer or intent to
make an offer, to purchase such subscription righthares of common stock before the completigh@feorganization.

If you sell or otherwise transfer your rights tdosaribe for common stock in the subscription offgror subscribe for common stock on
behalf of another person, you may forfeit thosétsgand face possible further sanctions and pesatiposed by the Office of Thrift
Supervision, the Securities and Exchange Commissi@mother agency of the U.S. Government. We dhterreport to the Office of Thrift
Supervision and the Securities and Exchange Corionissiyone who we believe sells or gives away therscription rights. We will pursue
any and all legal and equitable remedies in thetwe become aware of the transfer of subscripignts and will not honor orders known
us to involve the transfer of such rights.
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Community Offering

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

» Natural persons and trusts of natural persons whoesidents of Chautauqua, Erie and Cattaraugustiés, New York; an

* Members of the general public to whom we deliver@spectus.

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 isimartely transitory in nature. We may utilize deparsor loan records or other evidence
provided to us to make a determination as to whiethgerson is a resident. In all cases, the detettion 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 (whietaksc0,000 shares). If
oversubscription occurs among natural personsraststof natural persons, the available shareseilillocated first to each such subscriber
whose order we accept in an amount equal to tisedes 100 shares or the number of shares subddiob&y each such subscriber, if
possible. After that, unallocated shares will Hecalted among subscribers whose orders remainisiirsditn the same proportion that the
unfilled order of each such subscriber bears tddte unfilled orders of all such subscribersoversubscription occurs among members of
the general public, the allocation procedures desdrabove will apply.

The community offering, if held, may commence canently with or subsequent to the subscription rifig, is expected to terminate
with the subscription offering and must terminatelater than 45 days after the expiration of thesstption 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 right to reject orders, in
whole or part, either at the time of receipt of arorder or as soon as practicable following the expation date of the offering. If your
order is rejected in part, you will not have the rght to cancel the remainder of your order.

Syndicated Community Offering

The plan of reorganization provides that sharesoafmon stock not purchased in the subscriptiorrioffeand any community offering
may be offered for sale to the general public ayrdicated community offering through a syndicdteegistered broker-dealers to be formed
and managed by Ryan Beck & Co., Inc. acting asagent. Neither Ryan Beck & Co., Inc. nor any ottegistered broker-dealer will have
any obligation to take or purchase any shareseo€timmon stock in the syndicated community offerhmmyvever, Ryan Beck & Co., Inc. has
agreed to use its best efforts in the sale of sharany syndicated community offering. We havesected any particular broker-dealers to
participate in a syndicated community offering. Byadicated community offering must terminate rierlghan 45 days after the expiration of
the subscription offering, unless extended by u#) approval of the Office of Thrift Supervision.

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

130



Table of Contents

Subject to the $400,000 overall purchase limitatpmchasers in the syndicated community offerirggedigible to purchase up to
$200,000 of common stock (which equals 20,000 share

The syndicated community offering, if any, will benducted in accordance with certain SecuritiesEmhange Commission rules
applicable to best efforts offerings. Generally enthose rules, Ryan Beck & Co., Inc., a registénater-dealer, will deposit funds it
receives prior to closing from interested investots a separate noninterest-bearing bank acctfuarid when all the conditions for the
closing are met, funds for common stock sold insyredicated community offering will be promptly telred to us. If the offering is
consummated, but some or all of an interested tovesunds are not accepted by us, those fundsheiteturned to the interested investor
promptly, without interest. If the offering is nobnsummated, funds in the account will be promptyrned, without interest, to the potential
investor. Normal customer ticketing will be used doder placement. In the syndicated communityraftg stock order forms will not be
used.

If we are unable to find purchasers from the gdnmihlic to sell at least the minimum number ofreglseoffered, we will make other
purchase arrangements, if feasible. Other purchimaegements must be approved by the Office offff&upervision and may provide for
purchases for investment purposes by directorigenff, their associates and other persons in exdédle limitations provided in the plan of
reorganization and in excess of the proposed dirgetrchases discussed earlier, although no suah@ses are currently intended. If other
purchase arrangements cannot be made, the plaorginization will terminate.

Marketing Arrangements

We have retained Ryan Beck & Co., Inc., a brokexlele as our financial and marketing advisor tosttinwith and to advise Lake
Shore Bancorp, and to assist Lake Shore Bancorp,b@st efforts basis, in the distribution of thares of common stock in the offering. The
services that Ryan Beck & Co., Inc. will providelide, but are not limited to:

» managing the Stock Information Center and trainirggemployees of Lake Shore Bancorp who will penfoninisterial functions in
the offering;

» soliciting orders for common stock and assistirtgrested stock subscribers; and

e assisting in soliciting proxy votes of depositors.

For its services, Ryan Beck & Co., Inc. will receia reorganization and proxy vote advisory and athtnative fee of $50,000 and a
marketing fee of 1% of the aggregate dollar amofithe common stock sold in the subscription andmainity offerings to persons other
than the tax-qualified employee benefit plans anelctbrs, officers and employees of Lake Shore i@gs/and their immediate families. If
Ryan Beck & Co., Inc. sells common stock througjr@up of broker-dealers in a syndicated commurfiigrimg, it will be paid a fee equal to
1.0% of the dollar amount of total shares solchmgyndicated community offering, which fee alorithwhe fee payable to selected dealers
(which may include Ryan Beck & Co., Inc.) for tHeases they sell shall not exceed 6.0% of aggregyatdicated community offering sales.
Ryan Beck & Co., Inc. will also be reimbursed farallocable expenses not to exceed $20,000 withautonsent and its legal fees in an
amount not to exceed $100,000 without consent. ISiiare Bancorp and Lake Shore Savings have agréedémnify Ryan Beck & Co.,
Inc. against certain claims or liabilities, incladiliabilities under the Securities Act of 1933 amsended, and will contribute to payments
Ryan Beck & Co., Inc. may be required to make inr@ztion with any such claims or liabilities.
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We will establish a Stock Information Center. Wdl wély on Rule 3a4-1 of the Securities Exchange #1934 and sales of common
stock will be conducted within the requirementshi$ rule, so as to permit officers, directors anaployees to participate in the sale of
common stock in those States where the law perfits.officers, directors and employees will notdeenpensated directly or indirectly by
the payment of commissions or other remuneratia@oimection with their participation in the salecommmon stock. Ryan Beck & Co., Inc.
has not prepared a report or opinion constitute@pmmendations or advice to us in connection vias¢haffering. In addition, Ryan Beck &
Co., Inc. has expressed no opinion as to the patedich the common stock to be sold in the ofigrinay 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 outistgiedmmon stock owned or controlled by persongmthan Lake Shore,
MHC at the close of the offering shall be less tB&%6 of total outstanding common sto

No person may subscribe for more than $200,00@wincon stock in all categories of the offering, camel. In the subscriptio
offering, no persons exercising subscription rightsugh a single qualifying deposit account heldtly may purchase more than
this amount. This individual purchase limitatiorsighject to increase as described be

Except for our tax-qualified employee benefit plamkich may purchase up to 10% of the common ssodd in the offering plus
issued to our charitable foundation, no persorettogy with associates of or persons acting in avrdgéh such person, may
purchase in the aggregate more than $400,000 ofmoonstock (which equals 40,000 shares), in allgmates of the offering
combined. Unless we determine otherwise, all perd@ving the same address and all persons exeyesigbscription rights throug
qualifying deposit accounts registered to the sadtress will be subject to the overall purchasédition. This overall purchase
limitation is subject to increase as describedwwe

The aggregate amount of common stock acquiredeimtfering, plus in all prior issuances, by Lake&hBancorp by any non-tax-
qualified employee plan or any management persdrhanor her associates, exclusive of any sharesmmimon stock acquired by
such plan or management person and his or herias=dm the secondary market, shall not exceelh #Bthe outstanding shares

common stock at the conclusion of the offeri

The aggregate amount of common stock or prefetmak fcquired in the offering, plus in all priosigmnces, by Lake Shore
Bancorp by any non-tax-qualified employee planror @management person and his or her associatdasisecof any common
stock acquired by such plan or management pershiaror her associates in the secondary marka, reht exceed 4.9% of our
stockholder’ equity at the conclusion of the offerir

The aggregate amount of common stock acquiredeimtiering, plus in all prior issuances, by any onenore tax-qualified
employee plans, exclusive of any shares of comrtamk @aicquired by such plans in the secondary maskell not exceed 4.9% of
the outstanding shares of common stock at the usiuel of the offering

The aggregate amount of common stock or prefetmk @cquired 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 semgneharket, shall not exceed
4.9% of our stockholde’ equity at the conclusion of the offerir
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» The aggregate amount of common stock acquiredeimtiering, plus in all prior issuances, by alloafr stock benefit plans, other
than employee stock ownership plans, shall notek@5% of the outstanding common stock held byguersther than Lake Sho
MHC.

» The aggregate amount of common stock acquiredeimttering, plus in all prior issuances, by all rex-qualified employee plans
or management persons and their associates, exlofsany common stock acquired by such plans eragement persons and
their associates in the secondary market, shakbxected 31% of the outstanding shares of commath $teld by persons other than
Lake Shore, MHC at the conclusion of the offeri

» The aggregate amount of common stock acquireceiftering, plus in all prior issuances, by all rax-qualified employee plans
or management persons and their associates, exlofsany common stock acquired by such plans eragement persons and
their associates in the secondary market, shakbxoted 31% of our stockholders’ equity held byspas other than Lake Shore,
MHC at the conclusion of the offerin

We may, in our sole discretion, decrease the iddiafi and/or overall purchase limitations or incesti® individual and/or overall
purchase limitations to up to 5% of the sharesoofimon stock sold in the offering. We do not intéméhcrease the maximum purchase
limitations unless market conditions warrant anméase in the maximum purchase limitations. If weidketo increase the purchase
limitations, persons who subscribed for the maximmumber of shares of common stock will be givenapportunity to increase their
subscriptions accordingly, subject to the rightd preferences of any person who has priority suftsen rights.

The plan of reorganization defines “acting in catice® mean knowing participation in a joint actiyior interdependent conscious
parallel action towards a common goal whether épaosuant to an express agreement or understgratiagcombination or pooling of
voting or other interests in the securities ofssuer for a common purpose under any contract,rstaaging, relationship, agreement or other
arrangement, whether written or otherwise. In galherperson who acts in concert with another pailyalso be deemed to be acting in
concert with any person who is also acting in coneéh that other party. We may presume that ¢emparsons are acting in concert based
upon, among other things, joint account relatiopsland the fact that persons may have filed joshteSules 13D or 13G with the Securities
and Exchange Commission with respect to other caiepaFor purposes of the plan of reorganizatiom directors are not deemed to be
acting in concert solely by reason of their Boamhmbership.

The plan of reorganization defines “associate, hwéspect to a particular person, to mean:

e any corporation or organization other than Laker8h®IHC, Lake Shore Bancorp or Lake Shore Savimgsroajority-owned
subsidiary of Lake Shore, MHC, Lake Shore Bancarpake Shore Savings of which such person is sosefiicer 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 persorahasstantial beneficial interest or as to whiathguerson serves as trustee or in a
similar fiduciary capacity; an
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» any relative or spouse of such person, or anyivelaf a spouse, who either has the same homechspguson or who is a director
or officer of Lake Shore, MHC, Lake Shore Bancorpake Shore Savings or any of their subsidiai

For example, a corporation of which a person seagean officer would be an associate of that peasah) therefore, all shares purche
by the corporation would be included with the numtifeshares that the person could purchase indiliguinder the purchase limitations
described above. We have the right in our solerélimm to reject any order submitted by a personselrepresentations we believe to be 1
or who we otherwise believe, either alone or actingoncert with others, is violating or circumvieigt, or intends to violate or circumvent,
terms and conditions of the plan of reorganizatidinectors and officers are not treated as assexiateach other solely by virtue of holding
such positions. We have the sole discretion tordete whether prospective purchasers are “assstiaté'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 adminigteabffice (not our main banking office in Dunkitklhe Stock Information Center is
located at 31 East Fourth Street, Dunkirk, New Y@kall times, registered representatives of RBank & Co., Inc. will manage the Stock
Information CenterThe 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 maye directed to the Stock Information Center at (80) 806-8430.

Our officers and employees may participate in tiierimg in clerical capacities, providing admingtive support in effecting sales
transactions or, when permitted by state secutldi@s, answering questions of a mechanical natlatimg to the proper execution of the
stock order form. Our officers may answer questi@garding our business when permitted by statergies laws. Other questions of our
depositors and other prospective purchasers, imgugliestions as to the advisability or naturehefinvestment, will be directed to
employees of Ryan Beck & Co., Inc. Our officers antployees have been instructed not to solicitrsffe purchase common stock or
provide advice regarding the purchase of commorksto

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 sadéisities under an exemption from registratioradsoker or dealer provided by Rule 3a4-1
promulgated under the Securities Exchange Act 8#41Rule 3a4-1 generally provides that an “assedigerson of an issuer” of securities
will not be deemed a broker solely by reason ofigigation in the sale of securities of the issifi¢he associated person meets certain
conditions. These conditions include, but are moitéd to, that the associated person participdtintye sale of an issuer’s securities not be
compensated in connection with the offering attiitme of participation, that the person not be aisged with a broker or dealer and that the
person observe certain limitations on his or hetigipation in the sale of securities. For purposgthis exemption, “associated person of an
issuer” is defined to include any person who israator, officer or employee of the issuer or a pamy that controls, is controlled by or is
under common control with the issuer.

Procedure for Purchasing Shares in the Subscriptioand Community Offerings

Use of Stock Order Forms. To purchase shares in the subscription offeringcamdmunity offering, you must submit a properly
completed and executed stock order form, todoeivedby us by 11:00 a.m., Eastern Time,[Date] 1, 2006]. Your stock order form must
be accompanied by full payment for all of the shangbscribed for. Once tendered, a stock order éamnot be modified or
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revoked without our consent. You may submit yoocktorder form and payment by mail using the reemaelope provided, by overnight
delivery to the indicated address on the stockrdiaten or by bringing your stock order form to dstiock Information Center, located at our
administrative office, 31 East Fourth Street, Dukik&tock order forms may not be brought to our main baking office in Dunkirk or to
Lake Shore Savings branchesThese offices will not have supplies of offeringterals.

In order to ensure that your subscription offestack purchase eligibility and priority are progeidentified in the stock order form,
you must list all deposit accounts on the stocleofdrm as of your eligibility date, giving all n@® on each account and the account nun
We will strive to identify your ownership in all esunts, but cannot guarantee we will identify ab@unts in which you have an ownership
interest.

We need not accept stock order forms that are ¢s@defectively or that are received without fudyment or without appropriate
withdrawal instructions. In addition, we are notigated to accept orders submitted on photocopiddasimiled stock order forms. We have
the right to waive or permit the correction of ingolete or improperly executed stock order forms,daunot represent that we will do so.
Under the plan of reorganization, our interpretatid the terms and conditions of the plan of reorgation and of the stock order form will
final.

By executing and returning the stock order formy yll be certifying that you received this prospexand acknowledging that the
common stock is not a deposit account and is rsoireéd or guaranteed by the federal government.afsuwill 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 adfing period, as required by
Rule 15¢2-8 under the Securities Exchange Act of 38, 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 whenpreceded or accompanied by a prospectus.

Payment for Shares. Payment for shares may be made by personal chank,dheck or money order payable to Lake Shore @anc
Inc. or by authorization of withdrawal from certaypes of Lake Shore Savings deposit accountsx@ained on the stock order form. No
cash, wire transfers, Lake Shore Savings linesaaficchecks or third party checks will be accepfalyments made by personal check must
be available in the account. Checks and money sndidirbe immediately cashed and placed in a segegbaccount at Lake Shore Saving:
at our discretion at another insured depositoritini®n. Interest will be paid on funds at our plagok savings rate from the date payment is
received at the Stock Information Center until ¢benpletion or termination of the reorganization.uYfoay not authorize direct withdrawal
from Lake Shore Savings individual retirement actsuPlease do not authorize withdrawal from chegkir NOW accounts. Submit a check
instead. You may, however authorize withdrawal frahtypes of money market accounts, savings adsoamd certificates of deposit. If
payment is made by authorization of withdrawal frdeposit accounts, the funds authorized to be wathd from a deposit account must be
available in the account when we receive your stoder form. The designated funds will remain ia #tcounts and will continue to accrue
interest at the contractual rates until completiotermination of the reorganization, but a holdl & placed on the funds, making them
unavailable to you during the offering period. Whiea reorganization is completed, deposit accouthidrawals will be made for the
purchase of shares.
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We will waive any applicable penalties for earlythvdrawal from Lake Shore Savings certificate act®uifithe remaining balance in a
certificate account is reduced below the applicafilimum balance requirement at the time fundsaattedrawn, the certificate will be
canceled at the time of the withdrawal, withoutadgn and the remaining balance will earn intesgsiur passbook savings rate.

The taxgualified employee benefit plans will not be reegdito pay for the shares of common stock purchastdconsummation of tt
offering, provided that there is a loan commitmieniend to the tax-qualified employee benefit plaresamount of funds necessary to
purchase the number of share ordered.

Use of Individual Retirement Account Funds. You may not designate direct withdrawal of fundstra Lake Shore Savings individual
retirement account. By regulation, our individugtitrement accounts do not permit investment inshares of common stock. Persons with
individual retirement accounts maintained with L&®re Savings must transfer their accounts tdf-adgected individual retirement accot
with an unaffiliated trustee (such as a brokerawe)fprior to placing an order to purchase shafesmmon stock in the offering. There will
be no early withdrawal penalties or Internal Ree8earvice interest penalties for transfers. The mestee will hold the shares of common
stock in a self-directed account. An annual adnrative fee may be payable to the new trustee.stasce on how to transfer individual
retirement accounts maintained at Lake Shore Saviag be obtained by contacting the Stock Informnatienter.

Depositors interested in using funds in an indieldetirement account maintained at Lake Shorergavor elsewhere should contact
the Stock Information Center promptly, preferaliyeast two weeks before , 2006, the offering expiration date. Whether such
funds can be used may depend on time constraidtiraiations imposed by the institutions wheredarare currently held.

In addition, the provisions of the Employee Retiesminincome Security Act and Internal Revenue Serkggulations require that
executive officers, directors and 10% stockholdes use self-directed individual retirement accdunds to purchase shares of common
stock in the offering make such purchase for theefieof the individual retirement account parteiy.

Delivery of Certificates

Certificates representing shares of common staaleid in the offering will be mailed to persons tiedi to the certificates at the
certificate registration address noted by themhenstock order form as soon as practicable follgwimnsummation of the offering. Any
certificates returned as undeliverable will be Hajdur transfer agent until claimed by the perdegally entitled to the certificates, or will
otherwise disposed of in accordance with applici&e Until certificates for common stock are available ad delivered to purchasers,
they may not be able to sell their shares, even thgh trading of 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 datéhef¢completion of the reorganization
repurchase any of our common stock from any pemsxeept (1) in an offer made to all stockholdersejpurchase the common stock on a pro
rata basis, approved by the Office of Thrift Sufson, (2) the repurchase of qualifying shares dfractor, or (3) repurchases to fund
restricted stock plans or tax-qualified employexktenefit plans. Where extraordinary circumstareast, the Office of Thrift Supervision
may approve the open market repurchase of up tofa@ar common stock during the first year followitige reorganization. To receive such
approval, we must establish compelling and valisitess purposes for the repurchase to the saisfaaftthe Office of Thrift Supervision.
Furthermore, repurchases of any common stock at@lpted if they would cause Lake Shore Savinggutatory capital to be reduced below
the amount required for reorganization the regujatapital requirements imposed by the Office ofiffllsupervision.
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Restrictions on Transfer of Shares After the Reorgaization Applicable to Officers and Directors
Common stock purchased in the offering will be fygeansferable, except for shares purchased bylimectors and executive officers.

Shares of common stock purchased by our directat®aecutive officers may not be sold for a penbdne year following the
reorganization, except upon the death of the stidlen or unless approved by the Office of Thrifp8wision. Shares purchased by these
persons in the open market after the reorganizatitie free of this restriction. Shares of commstack issued to directors and executive
officers will bear a legend giving appropriate netof the restriction and, in addition, we will giappropriate instructions to our transfer a
with respect to the restriction on transfers. Ahgres issued to directors and executive officees eteck dividend, stock split or otherwise
with respect to restricted common stock will beitnly restricted.

Purchases of outstanding shares of our common bpdirectors, officers, or any person who becoaresxecutive officer or director
after adoption of the plan of reorganization, amelrtassociates, during the three-year periodioilg the reorganization may be made only
through a broker or dealer registered with the 8gesi and Exchange Commission, except with therpuiritten approval of the Office of
Thrift Supervision. This restriction does not appgipwever, to negotiated transactions involving enthian 1% of our outstanding common
stock or to the purchase of stock under stock litegplahs.

We have filed with the Securities and Exchange Casion a registration statement under the Secsiite of 1933 for the registration
of the common stock to be sold in the offering &stied to our charitable foundation. This regigiratioes not cover the resale of the shares.
Shares of common stock purchased by persons whwagdfiliates of us may be resold without regittn. Shares purchased by an affiliate
of us will have resale restrictions under Rule dfithe Securities Act. If we meet the current poliformation requirements of Rule 144,
each affiliate of us who complies with the othenditions of Rule 144, including those that reqire affiliate’s sale to be aggregated with
those of certain other persons, would be ableltansthe public market, without registration, amber of shares not to exceed, in any three-
month period, the greater of 1% of our outstandingres or the average weekly volume of tradinpénshares during the preceding four
calendar weeks. We may make future provision tonfeaffiliates to have their shares registeredsfale under the Securities Act of 1933
under certain circumstances.

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 vabighe assets, liabilities, and capital will be fieeted by the reorganization and will be
reflected in Lake Shore, MHC's consolidated finahstatements based on their historical amounts.

Tax Aspects. The reorganization may be effected in any mannpramed by the Office of Thrift Supervision thatisnsistent with the
purposes of the plan of reorganization and appléckw, regulations and policies. However, we idtém consummate the reorganization
using a series of transactions as described bdlbis.structure enables Lake Shore Savings to rethof its historical tax attributes and
produces significant savings to us because it $iepregulatory approvals and conditions assodiatith the completion of the
reorganization.
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The merger structure will be accomplished as fadiow

(1) Lake Shore Savings will exchange its New Yorktual savings and loan association charter fodaréd mutual savings bank chau
(the “Charter Conversion”);

(2) Lake Shore Savings will organize Lake Shore,@/Hitially as an interim federal stock savings b#fnterim One”) as its wholly-
owned subsidiary;

(3) Interim One will organize a capital stock camgon under federal law (i.e., Lake Shore Bancapjts whollyewned subsidiary thi
will subsequently hold 100% of Lake Shore Savirgshmon stock;

(4) Interim One will also organize an interim fealestock savings bank as its wholly owned subsjdjdnterim Two”) and the
following transactions will occur simultaneously;

(5) Lake Shore Savings will exchange its federalualusavings bank charter for a federal stock sg/lvank charter (the “Conversign”

(6) Interim One will cancel its outstanding stocldaxchange its charter for a federal mutual hgldiompany charter (i.e., Lake Shore,
MHC);

(7) Interim Two will merge with and into Lake ShdBavings with Lake Shore Savings being the surgivistitution; and

(8) the initially issued stock of Lake Shore Sawitfgyhich will be constructively received by formerke Shore Savings’ depositors
when Lake Shore Savings becomes a stock savingspomsuant to step (5)) will be issued to Lake 8hdtHC in exchange for liquidation
interests in Lake Shore, MHC which will be heldllgke Shore Savings’ depositors (the “Exchange”keL&hore, MHC will then contribute
100% of the stock of Lake Shore Savings to Laker&Bancorp, which will be a wholly-owned subsidiafiLake Shore, MHC. Lake Shore
Bancorp will subsequently offer for sale 47% ofdtsnmon stock pursuant to the Amended and ResRdéedof Reorganization. As a result
of these transactions, (a) Lake Shore Savingsheith wholly-owned subsidiary of Lake Shore Bancpiake Shore Bancorp will be a
majority-owned subsidiary of Lake Shore, MHC; aojithie depositors of Lake Shore Savings will holehmbership interests in Lake Shore,
MHC.

Under this structure: (i) the Charter Conversioimisnded to be a tax-free reorganization undaria Revenue Code section 368(a)(1)
(F); (ii) the Conversion is intended to be a taeefreorganization under Section 368(a)(1)(F) ofGbde; and (iii) the Exchange is intended to
be a tax-free exchange under Internal Revenue Sed®n 351.

Under the plan of reorganization, consummatiorhefreorganization is conditioned upon, among dthiegs, the prior receipt by Lake
Shore Savings of either a private letter rulingrrthe IRS and from the New York taxing authoritiesan opinion of Lake Shore Savings’
counsel as to the federal and New York State incaxeonsequences of the reorganization to LakeeSBavings’ (in both its mutual and
stock form), Lake Shore Bancorp and depositorRdunenue Procedure 99-3, 1999-1 I.R.B. 103, thedR®unced that it will not rule on
whether a transaction qualifies as a tax-free @tmation under Internal Revenue Code section 3@8(&) or as a takree exchange of stox
for stock in the formation of a holding company enthternal Revenue Code section 351, but thatllitwe on significant sub-issues that
must be resolved to determine whether the trarmsagtialifies under either of these Internal ReveBade sections.
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Based in part upon certain factual representatiéihsike Shore Savings or its officers, Thacher fttd& Wood LLpP has issued its
opinion regarding all of the material federal in@tax consequences of the reorganization.

In the following discussion, “Mutual Bank” refers take Shore Savings before the reorganizatiori'@matk Bank” refers to Lake
Shore Savings after the reorganization.

With regard to the Charter Conversion, ThacherfRr&f Wood LLp has issued an opinion that:

(1) the Charter Conversion will constitute a “reammgzation” under Internal Revenue Code Section 868)(F); and

(2) the Mutual Bank will recognize no gain or l@ssa result of the Charter Conversion.

With regard to the Conversion, Thacher Proffitt &WdLLP has issued an opinion that:
(1) the Conversion will constitute a “reorganizatiander Internal Revenue Code section 368(a)(1Hf) Lake Shore Savings (in
either its status as Mutual Bank or Stock Bank) mitognize no gain or loss as a result of the @wsiun;

(2) the basis of each asset of Mutual Bank receye8tock Bank in the Conversion will be the sam&atual Bank’s basis for such
asset immediately prior to the Conversion;

(3) the holding period of each asset of Mutual Begdeived by Stock Bank in the reorganization imilude the period during which
such asset was held by Mutual Bank prior to thevéosion;

(4) For purposes of Internal Revenue Code sec#dflf), Stock Bank will be treated as if there hadrbno reorganization and,
accordingly, the taxable year of the Mutual Bank ndt end on the effective date and the tax aiteb of Mutual Bank (subject to application
of Internal Revenue Code sections 381, 382, anyl 8&tuding Mutual Bank'’s tax bad debt reserved aarnings and profits, will be taken
into account by Stock Bank as if there had beeocamyersion.

(5) Mutual Bank’s depositors will recognize no gamloss upon their constructive receipt of shafeStock Bank common stock solely
in exchange for their membership interest in MuBahk;

(6) no gain or loss will be recognized by the dépes of Lake Shore Savings (formerly Mutual Bankpn the transfer to Lake Shore,
MHC of shares of Stock Bank common stock they corsively received in the Conversion in exchangenfiembership interests in Lake
Shore, MHC; and

(7) no gain or loss will be recognized by depositoff Mutual Bank upon the issuance to them of digpos Stock Bank in the same
dollar amount as their deposits in the Mutual Bank.

With regard to the Exchange, Thacher Proffitt & \WWaor has issued an opinion that:
(1) the Exchange will qualify as an exchange opprty for stock under Code section 351;

(2) no shareholder of Stock Bank (i.e., a formemier of Mutual Bank) will recognize gain or lossoughe transfer to Lake Shore,
MHC of Stock Bank stock constructively receivedhe Conversion in exchange for membership inteiadtake Shore, MHC;
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(3) the basis of the membership interests in Ldk@& MHC received by each shareholder of StockBamexchange for such
shareholder’s shares of Stock Bank stock will hga¢tp the basis of such shares of Stock Bank stock

(4) the holding period of the membership inter@sisake Shore, MHC received by each sharehold&totk Bank will, as of the date
the Exchange, be equal to the holding period oftiaes of Stock Bank stock transferred in exchéimgrefor, provided such shares of Stock
Bank stock were held as a capital asset on theadldite Exchange;

(5) Lake Shore, MHC will recognize no gain or log®on its receipt from the shareholders of StockkBafrshares of Stock Bank stock
in exchange for membership interests in the Lal@&HMHC;

(6) Lake Shore, MHC's basis for each share of SRahk stock received from a shareholder of StockkBa exchange for membership
interests in Lake Shore, MHC will be equal to tlasib of such share of stock in the hands of sustk®ank shareholder; and

(7) Lake Shore, MHC's holding period for each shafr&tock Bank stock received from a shareholde3totk Bank in exchange for
membership interests in Lake Shore, MHC will, asdhate of the Exchange, be the same as the hgdéiad of such shares in the hands of
such Stock Bank shareholder.

With regard the offering under the Plan, ThacheffiRr & 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 commorksionder the Plan;

(2) it is more likely than not that the fair marketue of the nontransferable subscription rightpurchase shares of common stock of
the Stock Bank to be issued to members of MutuakBsizero and, accordingly, that no income willrbeognized by members of Mutual
Bank upon the issuance to them of subscriptiortsighupon the exercise of the subscription rights;

(3) it is more likely than not that the tax basighe holders of shares of Stock Bank common gspockhased in the subscription offer
pursuant to the exercise of subscription right$ malthe amount paid therefor, and that the holgieigod for such shares of common stock
will begin on the date of completion of the substian offering.

The opinions set forth in (2) and (3) above areetdam the position that the subscription rightsidbhave any market value at the time
of distribution or at the time they are exercisglthough the Internal Revenue Service (“IRS”) wilht issue rulings on whether subscription
rights have a market value, we are unaware of mstamce in which the IRS has taken the positiohrtbhatransferable subscription rights
issued by a converting financial institution havmarket value. We understand that the subscripigdrs will be granted at no cost to the
recipients, will be nontransferable and of shoration, and will afford the recipients the rightyto purchase common stock of Stock Bank
at a price equal to its estimated fair market vahtgch will be the same price as the purchaseedic the unsubscribed shares of such
common stock. Based on the foregoing, we belieatittis more likely than not (i.e., there is a mtihan a 50% likelihood) that the
subscription rights have no market value for febie@me tax purposes.

Unlike private rulings of the IRS, an opinion ofurtsel is not binding on the IRS and the IRS coiddgtee with conclusions reached in
the opinion. If there is a disagreement, we cargnarantee that the IRS would not prevail in agiadior administrative proceeding.
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Interpretation, Amendment and Termination

To the extent permitted by law, all interpretatidaysus of the plan of reorganization will be finagwever, 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®tirerwise, without the further approval
our members.

Completion of the reorganization requires the sél@l shares of the common stock within 24 morftii®wing approval of the plan of
reorganization by our members. If this conditiomas satisfied, the plan of reorganization willteeminated and we will continue our
business in the mutual form of organization. We teagninate the plan of reorganization at any time.

THE LAKE SHORE CHARITABLE FOUNDATION
General

In furtherance of our commitment to our local conmity the plan of reorganization provides that wit @stablish The Lake Shore
Charitable Foundation as a non-stock Delaware catjpm in connection with the reorganization anféig. The charitable foundation will
be funded with our common stock, as described heBywfurther enhancing our visibility and reputatim our local community, we believe
that the charitable foundation will enhance theglberm value of our community banking franchisee Thorganization and offering presents
us with a unique opportunity to provide a substdrnd continuing benefit to our community anddoeaive the associated tax benefits,
without any significant cash outlay by us.

Purpose of the Charitable Foundation

Although we intend to continue to emphasize commyuending and community activities following théering, such activities are not
our sole corporate purpose. The Lake Shore Chégitadundation will be dedicated completely to comituactivities and the promotion of
charitable causes, and may be able to supportasislities in manners that are not presently abéslao us. We believe that The Lake Shore
Charitable Foundation will enable us to assistctiamunities within our market area in areas beyamdmunity development and lending
and will enhance our current activities under tlwen@unity Reinvestment Act.

We further believe that the funding of The Lake i®@hGharitable Foundation with our common stock alibw our community to share
in our potential growth and success long afteraffiering. The Lake Shore Charitable Foundation e@itomplish that goal by providing for
continued ties between it and us, thereby formiparnership within the communities in which we @pte.

We do not expect the contribution to The Lake St@@haritable Foundation to take the place of ouiti@nal community lending and
charitable activities. For the nine months endeat&aber 30, 2005, and the year ended Decembe084, %e contributed $80,000 and
$124,000, respectively, to community organizatidie. expect to continue making charitable contritmsiwithin our community. In
connection with the closing of the reorganizatiwe,intend to contribute to The Lake Shore Chargdundation 100,000 shares of our
common stock, at the midpoint of the offering, walwat $1.0 million based on the offering price b0 per share.
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Structure of the Charitable Foundation

The Lake Shore Charitable Foundation will be inocoaped under Delaware law as a non-stock corparafibe Lake Shore Charitable
Foundation’s Certificate of Incorporation will pride that The Lake Shore Charitable Foundationgsioized exclusively for charitable
purposes as set forth in Section 501(c)(3) of therhal Revenue Code. The Certificate of Incorponavill further provide that no part of the
net earnings of the charitable foundation will mto the benefit of, or be distributable to, iteedtors, officers or members.

We will select two of our current directors to seien the initial Board of Directors of the charl@afbundation. As required by Office
Thrift Supervision regulations, we also will selecke additional person to serve on the initial BaafrDirectors of the charitable foundation
who will not be one of our officers, directors engloyees and who will have experience with locarithble organizations and grant making.
While there are no plans to change the size oinitial Board of Directors during the year follovgrthe completion of the reorganization and
offering, following the first anniversary of thearganization and offering, the charitable foundatioay alter the size and composition of its
Board of Directors. For five years after the remigation, one seat on the charitable foundatiordar of Directors will be reserved for a
person from our local community who has experiemitke local community charitable organizations amdrg making and who is not one of
our or any of our affiliate’s officers, directors @mployees, and one seat on the charitable foiomdaBoard of Directors will be reserved for
one of our directors.

The Board of Directors of The Lake Shore Charitaéendation will be responsible for establishirgggtant and donation policies,
consistent with the purposes for which it was disthéd. As directors of a nonprofit corporatiorediors of The Lake Shore Charitable
Foundation will always be bound by their fiduciayty to advance the charitable foundation’s chil#goals, to protect its assets and to act
in a manner consistent with the charitable purpésewhich the charitable foundation is establishBae directors of The Lake Shore
Charitable Foundation also will be responsibledioecting the activities of the charitable foundatiincluding the management and voting of
the common stock held by the charitable foundatitmwever, as required by Office of Thrift Supereisiregulations, all shares of common
stock held by The Lake Shore Charitable Foundatiast be voted in the same ratio as all other shafrdb® common stock on all proposals
considered by our stockholders.

The Lake Shore Charitable Foundation’s place oinass will be located at our administrative officEee Board of Directors of The
Lake Shore Charitable Foundation will appoint saffiters and employees as may be necessary to ratsagperations. To the extent
applicable, we will comply with the affiliates restions set forth in Sections 23A and 23B of tlezl€ral Reserve Act and the Office of Thrift
Supervision regulations governing transactions betwus and the charitable foundation.

The Lake Shore Charitable Foundation will receiweking capital from:
e any dividends that may be paid on our common sitotke future;
» within the limits of applicable federal and sta@s$, loans collateralized by the common stock; or

» the proceeds of the sale of any of the common stotlke open market from time to time.

As a private foundation under Section 501(c)(3thef Internal Revenue Code, The Lake Shore Chagitablindation will be required to
distribute annually in grants or donations a minimof 5% of the average fair market value of itsineestment assets. One of the conditions
imposed on the gift of common stock

143



Table of Contents

by us is that the amount of common stock that neagdid by The Lake Shore Charitable Foundatiominane year shall not exceed 5% of
the average market value of the assets held by @ke Shore Charitable Foundation, except wher®tsrd of Directors of the charitable
foundation determines that the failure to sell amoant of common stock greater than such amountdvadult in a longerm reduction of th
value of its assets and/or would otherwise jeogards capacity to carry out its charitable purgose

Tax Considerations

Our independent tax advisor has advised us thatganization created for the above purposes stouatify as a Section 501(c)(3)
exempt organization under the Internal Revenue @odeshould be classified as a private foundaiitwe. Lake Shore Charitable Foundation
will submit a timely request to the Internal Rever&ervice to be recognized as an exempt organiza®long as The Lake Shore Charite
Foundation files its application for tax-exemptgsawithin 15 months from the date of its orgari@atand provided the Internal Revenue
Service approves the application, its effectiveedet a Section 501(c)(3) organization will be tatedf its organization. Our independent tax
advisor, however, has not rendered any advice athen The Lake Shore Charitable Foundation’s taxgt status will be affected by the
regulatory requirement that all shares of our comistock held by The Lake Shore Charitable Foundatiast be voted in the same ratio as
all other outstanding shares of common stock opralbosals considered by our stockholders.

We are authorized under federal law to make cHaeteontributions. We believe that the offeringgmets a unique opportunity to
establish and fund a charitable foundation givenstiibstantial amount of additional capital beiriga@ In making such a determination, we
considered the dilutive impact of the contribut@frcommon stock to The Lake Shore Charitable Fotio@n the amount of common stock
to be sold in the offering. S&€apitalization,” “Regulatory Capital Compliance,’and“Comparison of Valuation and Pro Forma
Information With and Without Charitable Foundati” The amount of the contribution will not adversetypiact our financial condition. We
therefore believe that the amount of the charitablgribution is reasonable given our pro formaitedposition and does not raise safety and
soundness concerns.

We have received an opinion from our independenativisor that our contribution of our stock to Tteke Shore Charitable
Foundation should not constitute an act of selfidgand that we should be entitled to a deducitiothe amount of the fair market value of
the stock at the time of the contribution lessritbminal amount that The Lake Shore Charitable Fatiod is required to pay us for such
stock. We are permitted to deduct only an amouunskip 10% of our annual taxable income in any year. We are permitted under the
Internal Revenue Code to carry the excess conipibatver the five-year period following the contrilon to The Lake Shore Charitable
Foundation. We estimate that substantially alhef¢ontribution should be deductible over the sasyperiod. However, we do not have any
assurance that the Internal Revenue Service valitgax-exempt status to the charitable foundafamthermore, even if the contribution is
deductible, we may not have sufficient earningse@ble to use the deduction in full. We do noteexpo make any further contributions to
The Lake Shore Charitable Foundation within thet fiive years following the initial contributionpless such contributions would be
deductible under the Internal Revenue Code. An slecisions would be based on an assessment ofigaotioer factors, our financial
condition at that time, the interests of our stadklbrs and depositors, and the financial condiéiod operations of the charitable foundation.
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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 thanteenlal Revenue Service will recognize The Laker8i@haritable Foundation as a
Section 501(c)(3) exempt organization or that théuttion will be permitted. In such event, our ciimttion to The Lake Shore Charitable
Foundation would be expensed without tax benefgulting in a reduction in earnings in the yeawhich the Internal Revenue Service me
such a determination.

As a private foundation, earnings and gains, if, &rym the sale of common stock or other assetexeept from federal and state
income taxation. However, investment income, sichgerest, dividends and capital gains, is gehetaked at a rate of 2.0%. Within four
and onehalf months after the close of its fiscal year, Tlake Shore Charitable Foundation will be requiechake its annual return availa
for public inspection. The annual return for a ptesfoundation includes, among other things, anited list of all grants made or approved,
showing the amount of each grant, the recipient,ratationship between a grant recipient and theitdble foundation’s managers and a
concise statement of the purpose of each grant.

Regulatory Conditions Imposed on the Charitable Fondation

Office of Thrift Supervision regulations will impeghe following conditions on the establishmenTbé Lake Shore Charitable
Foundation:

» the Office of Thrift Supervision can examine theugtable foundation;
» the charitable foundation must comply with all smiory directives imposed by the Office of Thifftipervision;

» the charitable foundation must provide annuallthes Office of Thrift Supervision a copy of the aahteport that the charitable
foundation submits to the IR

» the charitable foundation must operate accordingritien policies adopted by its Board of Directareluding a conflict of interest
policy;

» the charitable foundation may not engage in sedfidg and must comply with all laws necessary tdntadn its tax-exempt status
under the Internal Revenue Code; i

» the charitable foundation must vote its sharebénsame ratio as all of the other shares votedion proposal considered by our
stockholders

In addition, within six months of completing therganization, The Lake Shore Charitable Foundatiost submit to the Office of
Thrift Supervision a three-year operating plan.

Additionally, the establishment and funding of Thake Shore Charitable Foundation must be separapgyoved by at least a majority
of the total number of votes eligible to be castlepositors of Lake Shore Savings at the speciatingeof members.

Consummation of the reorganization and relatedrioffeof common stock is not conditioned upon defoosi approval of the charitable
foundation. Failure to approve the charitable fatmh may, however, materially increase our pron@market value. SeeComparison of
Valuation and Pro Forma Information With and With&haritable Foundation'”
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RESTRICTIONS ON ACQUISITION OF LAKE SHORE BANCORP
AND LAKE SHORE SAVINGS

General

Lake Shore Savings’ plan of reorganization provithes Lake Shore Savings will be reorganized froNeav York state-chartered
mutual savings bank into a federal mutual holdiompany structure and includes the adoption of arlddstock charter and bylaws for Lake
Shore Bancorp. Certain provisions in our chartef laylaws may have anti-takeover effects. In addjtfirovisions in Lake Shore Savings’
charter and bylaws may also have anti-takeovecetf&inally, regulatory restrictions may make @mmdifficult for 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 outstandignenon stock of Lake Shore Bancorp. As a result,agament of Lake Shore, MHC is able
to exert voting control over Lake Shore Bancorp bakle Shore Savings and will restrict the abilifyoar minority stockholders to effect a
change of control of management. Lake Shore, MKdgiag as it remains in the mutual form of orgatid@g will control a majority of our
voting stock.

Charter and Bylaws of Lake Shore Bancorp

Although our Board of Directors is not aware of afifprt that might be made to obtain control ofafter the offering, the Board of
Directors believed it appropriate to adopt cerf@iovisions permitted by federal regulations thayrave the effect of deterring a future
takeover attempt that is not approved by our Badfdirectors. The following description of thes@pisions is only a summary and does not
provide all of the information contained in our diea and bylaws. SeeAdditional Information’ as 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 persanept
Lake Shore, MHC or a tax-qualified employee stoekddit plan of ours, may directly or indirectly agg the beneficial ownership of more
than 10% of any class of an equity security of olirshares are acquired in excess of 10%, thoaresiwill be considered “excess shar@s
will not be counted as shares entitled to vote.

Board of Directors.

Classified BoardOur Board of Directors is divided into three classsach of which contains approximately one-thfrthe number of
directors. The stockholders elect one class ottiire each year for a term of three years. Thesified Board makes it more difficult and tii
consuming for a stockholder group to fully usevitéing power to gain control of the Board of Direct without the consent of the incumbent
Board of Directors.

Filling of Vacancies; RemovalThe bylaws provide that any vacancy occurrinthenBoard of Directors, including a vacancy credtg
an increase in the number of directors, may bedibly a vote of a majority of the directors thewffice. A person elected to fill a vacancy on
the Board of Directors will serve until the nex¢eion of directors. Our bylaws provide that a dioe may be removed from the Board of
Directors before the expiration of his or her temnty for cause and only upon the vote of a majarftthe outstanding shares of voting stock.
These provisions make it more difficult for stockders to remove directors and replace them withr then nominees.
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Qualification. The bylaws provide that no person will be eligibd serve on the Board of Directors who has irptms 10 years been
subject to a supervisory action by a financial fatguy agency that involved dishonesty or breactrust or other bad actions, has been
convicted of a crime involving dishonesty or breaélrust that is punishable by a year or moreriagm, or is currently charged with such a
crime, or has been found by a regulatory agentomuat to have breached a fiduciary duty involvpegsonal profit or committed a willful
violation of any law governing banking securitigsrsurance. These provisions may prevent stocldnslftom nominating themselves or
persons of their choosing for election to the BazrBirectors.

Stockholder Action by Written Consent; Special Meetings of Stockholders . Our stockholders must act only through an annuapecia
meeting or by unanimous written consent. Our chamevides that special meetings of stockholdeegtirey to a change in control of us or
amendments to our charter may be called only ufrectibn of the Board of Directors. Subject to tréstriction, the bylaws provide that
holders of not less than 10% of our outstandingeshenay request the calling of a special meeting gpecial meeting, stockholders may
consider only the business specified in the naifameeting given by us. The provisions of our chiaaind bylaws limiting stockholder action
by written consent and calling of special meetiofjstockholders may have the effect of delayingstderation of a stockholder proposal u
the next annual meeting, unless a special meetinglied at the request of a majority of the BazrBirectors or holders of not less than 10%
of our outstanding shares. These provisions aladdyarevent the holders of a majority of commorckttsom unilaterally using the written
consent procedure to take stockholder action.

Advance Notice Provisions for Stockholder Nominations and Proposals. Our bylaws establish an advance notice procedure fo
stockholders to nominate directors or bring othesitess before an annual meeting of stockholdeperéon may not be nominated for
election as a director unless that person is namhiay or at the direction of our Board of Direstor by a stockholder who has given
appropriate notice to us before the meeting. Shtgila stockholder may not bring business beforammmual meeting unless the stockholder
has given us appropriate notice of the stockhaddetention to bring that business before the mgetdur Secretary must receive notice of
the nomination or proposal not less than 30 dafaréd¢he annual meeting. A stockholder who degesise new business must provide us
with certain information concerning the naturels hew business, the stockholder and the stocktislidéerest in the business matter.
Similarly, a stockholder wishing to nominate anygoa for election as a director must provide uhwértain information concerning the
nominee and the proposing stockholder.

Advance notice of nominations or proposed busibgsstockholders gives our Board of Directors time&ansider the qualifications of
the proposed nominees, the merits of the propasalsto the extent deemed necessary or desiraldaroard of Directors, to inform
stockholders and make recommendations about thagens

Authorized but Unissued Shares of Capital Stock . Following the reorganization, we will have authedzbut unissued shares of
common and preferred stock. Our charter authottee8oard of Directors to establish one or moreesesf preferred stock and, for any se
of preferred stock, to determine the terms andsighthe series, including voting rights, convensiates, and liquidation preferences.
Although such shares of common and preferred stoakd be issued by the Board of Directors to remdere difficult or to discourage an
attempt to obtain control of us by means of a meitgader offer, proxy contest or otherwise, iamticipated that such uses will be unlikely
given that Lake Shore, MHC must always own a mjai our common stock.
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Restrictions in Lake Shore Savings’ Charter and Bydws

Although the Board of Directors of Lake Shore Sggiis not aware of any effort that might be madetti@in control of Lake Shore
Savings after the offering, the Board of Directoesieved it appropriate to adopt provisions pemuithy federal law to protect the interests of
the institution and its stockholders from any Hedtikeover. These provisions may, indirectly, lnithé change 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 clives. Furthermore, Lake Shore
Savings’ bylaws provide for the election of thréesses of directors to staggered terms. In additiake Shore Savingsharter provides tha
for a period of five years from the date of thergamization, no person except Lake Shore Bancodd-ake Shore, MHC or a tax-qualified
employee stock benefit plan of Lake Shore Bancoipaie Shore Savings, may directly or indirectlygaice the beneficial ownership of mc
than 10% of any class of Lake Shore Savings’ egeturities. Additionally, special meetings of &toaiders related to changes in control of
Lake Shore Savings or amendments to its charteranigybe called upon direction of the Board of Biars. Lake Shore Savingsharter anc
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 Direcs, eligibility requirements for directors, andaddishes advance notice procedures for
stockholders to nominate directors or bring othesitiess before the stockholders.

In addition, the charter provides for the issuanfcghares of preferred stock on terms, includingvession and voting rights, as may be
determined by Lake Shore Savings’ Board of Directeithout stockholder approval. Although Lake Sh®aeings has no arrangements,
understandings or plans at the present time foisgwance or use of the shares of undesignateerprdfstock authorized, the Board of
Directors believes that the availability of suclass will provide Lake Shore Savings with increafbexbility in structuring possible future
financings and acquisitions and in meeting othepaxate needs that may arise. If a proposed megeder offer or other attempt to gain
control of Lake Shore Savings occurs of which managnt does not approve, the Board of Directorsataimorize the issuance of one or n
series of preferred stock with rights and prefeesnghich could impede the completion of such as@ation. An effect of the possible
issuance of such preferred stock, therefore, mag bleter a future takeover attempt. The Boardiodddors does not intend to issue any
preferred stock except on terms which the Boarditdctors deems to be in the best interest of LStkere Savings and its then existing
stockholders.

Regulatory Restrictions

Office of Thrift Supervision Regulations. Office of Thrift Supervision regulations provideattfor a period of three years following the
date of the completion of the reorganization, nspe, acting singly or together with associates group of persons acting in concert, will
directly or indirectly offer to acquire or acquitee beneficial ownership of more than 10% of oasslof our equity securities without the
prior written approval of the Office of Thrift Supgsion. Where any person, directly or indireclgquires beneficial ownership of more than
10% of our class of any equity securities withdw prior written approval of the Office of ThrifuBervision, the securities beneficially
owned by such person in excess of 10% will notdied by any person or counted as voting sharesrinection with any matter submitted
the stockholders for a vote, and will not be codrae outstanding for purposes of determining tfinadtive vote necessary to approve any
matter submitted to the stockholders for a vote.

Remutualization Transactions . Current Office of Thrift Supervision regulationsrpit a mutual holding company to be acquired by a
mutual institution in a remutualization transactiblowever, the Office of Thrift Supervision hasuied a policy statement indicating that it
views remutualization transactions as raising $icgmt issues concerning disparate treatment obntinstockholders and
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mutual members of the target entity and as raisisiges concerning the effect on the mutual memifare acquiring entity. Under certain
circumstances, the Office of Thrift Supervisioreimdis to give these issues special scrutiny andtrapplications for the remutualization of a
mutual holding company unless the applicant caarlylalemonstrate that the Office of Thrift Supeimiss concerns are not warranted in the
particular case.

Change in Bank Control Act. The acquisition of 10% or more of our outstandinghmon stock may trigger the provisions of the
Change in Bank Control Act. The Office of Thrift[@rvision has also adopted a regulation under tren@e in Bank Control Act which
generally requires persons who at any time interattjuire control of a federally chartered saviagsociation or its holding company, to
provide 60 days prior written notice and certairaficial and other information to the Office of Th8upervision.

The 60-day notice period does not commence urdilrtformation is deemed to be substantially conepl€ontrol for these purposes
exists in situations in which the acquiring parastvoting control of at least 25% of any classwfwoting stock or the power to direct our
management or policies. However, under Office aiffBupervision regulations, control is presumeetxist where the acquiring party has
voting control of at least 10% of any class of wating securities if specified “control factors’egpresent. The statute and underlying
regulations authorize the Office of Thrift Supeiwisto disapprove a proposed acquisition on cegpatified grounds.

DESCRIPTION OF LAKE SHORE BANCORP CAPITAL STOCK

General

We are authorized to issue 25,000,000 shares af@umon stock having a par value of $.01 per shadel,000,000 shares of prefer
stock having a par value of $.01 per share. Eaatestf our common stock will have the same relatigkts as, and will be identical in all
respects with, each other share of common stoc&niayment of the purchase price for the commocksts required by the plan of
reorganization, all stock will be duly authorizédly paid and nonassessable. We will not issuesirares of preferred stock in the
reorganization.

Common Stock

Dividends . We can pay dividends if, as and when declared IbyBoard of Directors. The payment of dividendsnsited by law and
applicable regulation. SeeQur Dividend Policy” The holders of our common stock will be entittedreceive and share equally in dividends
as may be declared by the Board of Directors ofiiradls legally available for dividends. If we isqueeferred stock, the holders of the
preferred stock may have a priority over the had#rthe common stock with respect to dividends.

Voting Rights . After the reorganization, the holders of our comrstitk 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 discussetRisstrictions on Acquisition of Lake Shore Bancaru Lake Shore Savings and Loaagch
holder of common stock will be entitled to one vpe share and will not have any right to cumulettiees in the election of directors. If we
issue preferred stock, holders of our preferredksinay also possess voting rights.
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Liquidation . If there is any liquidation, dissolution or winding of Lake Shore Savings, as the holder of Laka&Bavings’ capital
stock, we would be entitled to receive all of L&deore Savings’ assets available for distributidargiayment or provision for payment of all
debts and liabilities of Lake Shore Savings, ingigdall deposit accounts and accrued interest. Wpodiquidation, dissolution or winding
up, the holders of our common stock would be etitb receive all of our assets available for itigtion after payment or provision for
payment of all its debts and liabilities. If weusspreferred stock, the preferred stockholders Inaasg a priority over the holders of the
common stock upon liquidation or dissolution.

Preemptive Rights; Redemption . Holders of our common stock will not be entitledote@emptive rights with respect to any shares that
may be issued. The common stock cannot be redeemed.

Preferred Stock

We will not issue any preferred stock in the reaigation 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, withgtotkholder approval, issue preferred stock witting, dividend, liquidation and
conversion rights that could dilute the voting sg#h of the holders of the common stock and maigtasmnagement in impeding an
unfriendly takeover or attempted change in control.

TRANSFER AGENT AND REGISTRAR
The transfer agent and registrar for our commockstdall be Registrar and Transfer Company.
REGISTRATION REQUIREMENTS

We have registered our common stock with the Stesiand Exchange Commission under Section 12(th)eoSecurities Exchange /£
of 1934, as amended, and will not deregister oorroon stock for a period of at least three yeals\idhg the offering. As a result of
registration, the proxy and tender offer rulesidaestrading reporting and restrictions, annual padodic reporting and other requirements of
that statute will apply.

LEGAL AND TAX MATTERS

The legality of our common stock has been passed tgr us by Thacher Proffitt & Wood LLP, Washingt®.C. Thacher Proffitt &
Wood LLP, has consented to the references to tipéiion in this prospectus. Certain legal matteitshve passed upon for Ryan Beck & Co.,
Inc. by Luse Gorman Pomerenk & Schick, P.C., Wagtoim, D.C.

EXPERTS

The financial statements as of December 31, 2084arthe year then ended included in this RedistnaStatement on Form S-1, Form
MHC-1 and Form MHC-2 have been so included in nel@on the report of Beard Miller Company LLP, adependent registered public
accounting firm, given on the authority of saidrfias experts in auditing and accounting.

The financial statements as of December 31, 2083@mreach of the two years in the period endedelder 31, 2003 included in this
Registration Statement on FornmilSrave been so included in reliance on the regdetioewaterhouseCoopers LLP, an independent exgid
public accounting firm, given on the authority aeidfirm as experts in auditing and accounting.
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RP Financial has consented to the summary in thispectus 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 appearitigsrprospectus.

CHANGE IN ACCOUNTANTS

On January 28, 2004, the Board of Directors of L8kere Savings and Loan Association dismissed WaieghouseCoopers LLP
(“PwC") as its independent registered public actimgnfirm. There were no disagreements with PwGrduthe year ended December 31,
2003 and through July 21, 2004 on any matter odaating principles or practices, financial statetraiaclosure, or auditing scope or
procedure, which disagreements, if not resolve@vi€’s satisfaction, would have caused PwC to mafer@nce thereto in their report on the
Lake Shore Savings and Loan Association finant¢é&kments for such years. During the year ende@mber 31, 2003 and through July 21,
2004, there were no reportable events, as defimédrmn 304(a)(1)(v) of Regulation S-K. The repat$wC on the financial statements of
Lake Shore Savings and Loan Association as of anthé year ended December 31, 2003 did not coataédverse opinion or a disclaimer
opinion, or any qualification or modification asuncertainty, audit scope or accounting principle.

PwC has furnished a letter addressed to the Sesugihd Exchange Commission and filed as Exhibit idour registration statement
on Form S-1 agreeing with the statements maderherei

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 eleuitto register with the Public Company Accougt®versight Board. Therefore in
order to file a registration statement for an affgrof our common stock pursuant to the Securhietsof 1933, as amended, and to registe
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 publiepany accounting firm on
August 24, 2005.

Effective August 24, 2005, our Board of Directorsndissed the Fagliarone Group CPAs, PC as our entégnt auditors. There were no
disagreements with the former independent auditorgg the year ended December 31, 2004 or duhegtbsequent interim period
preceding their dismissal on any matter of accagnpirinciples or practices, financial statementidsure, or auditing scope or procedures,
which disagreements, if not resolved to the foramountans satisfaction, would have caused them to makeaede to the subject matter
the disagreement in connection with their repodr 8id Fagliarone Group CPAs, PC’s audit reporbanfinancial statements for 2004
contain an adverse opinion or a disclaimer of aniop, or any qualification or modifications asunocertainty, audit scope, or accounting
principles.

Fagliarone Group CPAs, PC has furnished a lettéresded to the Securities and Exchange Commissibfilad as Exhibit 16.2 to our
registration statement on Form S-1 agreeing wighstatements made herein.
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WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement with theuées and Exchange Commission under the Secsidte of 1933 with respect to the
common stock offered through this prospectus. Amjiged by the rules and regulations of the Seimsiand Exchange Commission, this
prospectus does not contain all the informatiorfath in the registration statement. You may exserthis information without charge at the
public reference facilities of the Securities anatltange Commission located at 100 F Street, N.Bshivigton, D.C. 20549. You may obtain
copies of the material from the Securities and Brge Commission at prescribed rates. Please eaBeburities and Exchange Commission
at 1-800-SEC-0330 for further information on the@éies and Exchange Commission’s public referenoens. The registration statement
also is available through the Securities and Exgh@ommission’s world wide web site on the inteatdittp://www.sec.gov.

This document contains a description of the mdtés&tures of certain contracts and other docum@atsas exhibits to the registration
statement. The statements as to the contents lofestibits are of necessity brief descriptions arednot necessarily complete. Each such
statement is qualified by reference to the contwactocument.

Lake Shore Savings and Loan Association has fipgdieations for approval of the plan of reorganizatand minority stock issuance
with the Office of Thrift Supervision. This prospies omits certain information contained in the &gilons. The applications may be
inspected, without charge, at the offices of thédg®fof Thrift Supervision, 1700 G Street, N.W., $#tangton, D.C. 20552 and at the offices of
the Regional Director of the Office of Thrift Supision at the Northeast Regional Office of the Gdfof Thrift Supervision, Harborside
Financial Center, Plaza 5, Suite 1600, Jersey Nligyy Jersey 07311.

A copy of the plan of reorganization and minoritgck issuance and our charter and bylaws are dail@ithout charge from us.
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R EPORT OF NDEPENDENTR EGISTEREDP UBLIC A CCOUNTING F 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 Agd@n as of December 31,
2004, and the related statements of income, ety cash flows for the year then ended. Thesadinhstatements are the responsibility of
the Association’s management. Our responsibilitp isxpress an opinion on these financial statesreadéed on our audit. The financial
statements of Lake Shore Savings and Loan Assogias of and for the years ended December 31, 2002002 were audited by other
auditors whose report, dated July 21, 2004, expteas unqualified opinion on those statements.

We conducted our audit in accordance with the stadwdof the Public Company Accounting Oversightri8q@nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tildasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marnageas well as evaluating the overall
financial statement presentation. We believe thataodit provides a reasonable basis for our opinio

In our opinion, the 2004 financial statements meféito above present fairly, in all material reg¢pgthe financial position of Lake Shore
Savings and Loan Association as of December 314,28d the results of its operations and its clsiasffor the year then ended in
conformity with accounting principles generally apted in the United States of America.

/sl Beard Miller Company LLP

Pittsburgh, Pennsylvania
October 7, 2005
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Report of Independent Registered Public Accountindrirm

To the Board of Directors of
Lake Shore Savings and Loan Association and shiatefso

In our opinion, the accompanying statement of fai@ncondition and the related statements of ingaegeity and cash flows present fairly,
all material respects, the financial position oké&hore Savings and Loan Association (the “Assiocig) at December 31, 2003, and the
results of its operations and its cash flows farheaf the two years in the period ended Decembg@03 in conformity with accounting
principles generally accepted in the United StafeSmerica. These financial statements are thearesipility of the Company’s management.
Our responsibility is to express an opinion on ¢hissancial statements based on our audits. Wewsatad our audits of these statements in
accordance with the standards of the Public Compacpunting Oversight Board (United States). Thetsendards require that we plan and
perform the audit to obtain reasonable assuranoetathether the financial statements are free déria@ misstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statespassessing the accounting principles
used and significant estimates made by managemmshgvaluating the overall financial statement gméstion. We believe that our audits
provide a reasonable basis for our opinion.

/sl PricewaterhouseCoopers LLP
Buffalo, New York
July 21, 2004
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

S TATEMENTS OF F INANCIAL C ONDITION

September 3C

December 31,

2004 2003

(Dollars In Thousands)

$ 7,20 $ 7,98
1,61 71
2,751 8,70(

11,577 16,75
99,17( 83,02%

2,35¢ 371
2,70¢ 2,167
199,52f 187,13t
6,64¢ 6,46¢
1,19¢ 1,04z
5,52( 5,317
1,141 1,22i

$329,84. $303,51:

$232,34¢  $219,50:
11,20¢ 10,99:

243,55  230,49!
11,72¢ 11,80(
42,26( 31,53¢

2,09¢ 1,92¢
3,28¢ 2,81(

302,92t 278,56

26,27 24,09:
643 854

26,91t 24,947

2005
(Unaudited)
A SSETS
Cash and due from ban $ 8,17¢
Interest bearing depos 2,632
Federal funds sol 4,67¢
Cash and Cash Equivalel 15,48:
Securities available for sa 96,42(
Securities held to maturity, fair value 2005 $2,%tR2audited); 2004 $2,503; 2003 $ 2,29¢
Federal Home Loan Bank stock, at ¢ 2,504
Loans receivable, net of allowance for loan o285 $1,267 (unaudited); 2004 $1,288; 2003 $1 202,41°
Premises and equipment, | 6,67¢
Accrued interest receivab 1,20(
Bank owned life insuranc 5,67
Other asset 1,39¢
Total Assets $ 334,07:
L 1ABILITIES AND E QuITY
L 1ABILITIES
Deposits;
Interest bearini $ 234,68!
Nor-interest bearin 16,89:
Total Deposits 251,57¢
Shor-term borrowings 9,42¢
Long-term debi 40,66(
Advances from borrowers for taxes and insure 1,24(
Other liabilities 3,441
Total Liabilities 306,34:
C oMMITMENTS AND C ONTINGENCIES
E Quity
Retained earninc 27,84¢
Accumulated other comprehensive income (li (114
Total Equity 27,73
Total Liabilities and Equity $ 334,07:

$329,84: $303,51:

See notes to financial statements.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

S TATEMENTS OF | 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 $ 8,237 $11,10: $10,07: $10,48¢
Investment securities, taxak 2,981 2,557 3,541 2,58¢ 2,51:
Other 12C 86 101 122 182
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¢ 1,012 1,39¢ 67¢ 39¢€
Other 53 49 65 60 39
Total Interest Expense 4,651 3,90 5,332 4,694 4,94¢
Net Interest Income 7,198 6,972 9,41: 8,08¢ 8,23¢
P rRovisiON FOR L OAN L OSSES 20 207 267 34t 36C
Net Interest Income after Provision for Loan Losses 7,17¢ 6,76% 9,14¢ 7,741 7,87¢

N oN -I NTEREST | NCOME

Service charges and fe 1,10¢ 1,07¢ 1,47( 1,122 1,142
Net gains (losses) on sales of securities availablsale — 33 84 9) 17¢€
Net gains on sales of loa 2 2 2 12¢ 2
Earnings on bank owned life insurar 154 152 208 228 258
Other 13¢ 11z 167 262 73
Total Non-Interest Income 1,401 1,37¢ 1,87¢ 1,72¢ 1,64¢

N ON -I NTEREST E XPENSES
Salaries and employee bene 3,29( 3,20¢ 4,46¢ 3,85¢ 3,247
Occupancy and equipme 1,02( 967 1,31(C 1,107 87¢
Data processin 30¢ 27¢ 374 43€ 464
Advertising 221 13¢€ 19¢ 33€ 147
Postage and suppli 20C 22¢ 274 351 27¢
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: 2,447 2,27¢ 3,081 2,251 3,321
| NcOME T AXES 8732 68< 90z 744 1,08t
Net Income $ 157« $ 1591 $2,17¢ $ 1,507 $ 2,23¢

See notes to financial statements.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

S TATEMENTS OF E QuITY
Nine Months Ended September 30, 2005 (Unaudited) dn
Years Ended December 31, 2004, 2003 and 2002

B ALANCE - J ANUARY 1, 2002
Comprehensive incom
Net income
Change in unrealized net gains on securities dvaifar sale, net of tax and
reclassification adjustme
Total Comprehensive Income
B ALANCE - D ECEMBER 31, 2002
Comprehensive incom
Net income
Change in unrealized net gains on securities dMaifar sale, net of tax and
reclassification adjustme
Total Comprehensive Income
B ALANCE - D ECEMBER 31, 2003
Comprehensive incom
Net income
Change in unrealized net gains on securities dvaifar sale, net of tax and
reclassification adjustme
Total Comprehensive Income
B ALANCE - D ECEMBER 31, 2004
Comprehensive incom
Net income
Change in unrealized net gains (losses) on seesiatiailable for sale, net of tax and
reclassification adjustme

Total Comprehensive Income

B ALANCE - SEPTEMBER 30, 2005

See notes to financial statements.
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Accumulated

Other
Retained Comprehensive
Earnings Income (Loss) Total
(In Thousands)

$20,35( $ 1,358  $21,70¢
2,23¢ — 2,23¢
— 1 1
2,231
22,58¢ 1,35¢€ 23,94
1,507 — 1,507
— (502) (502)
1,00¢
24,09: 854 24,94
2,17¢ — 2,17¢
— (212) (212)
1,96¢
26,27: 642 26,91
1,574 — 1,574
— (757) (757)
817
$27,84¢ $ (114  $27,73:
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

STATEMENTS OF C ASH F Lows

C AsH F Lows FROM O PERATING A CTIVITIES
Net income
Adjustments to reconcile net income to net caskigsea 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 FederaidHooan Bank

stock
Proceeds from sales of loa
Loan origination and principal collections, 1
Additions to premises and equipmi

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 borrdieetaxes and

insurance
Net increase (decrease) in si-term borrowings
Proceeds from issuance of l-term debi
Repayment of lor-term debt

Net Cash Provided by Financing Activities
Net Increase (Decrease) in Cash and Cash
Equivalents
C AsH AND C ASH E QUIVALENTS - B EGINNING

C AsH AND C ASH E QUIVALENTS - E NDING

S UPPLEMENTARY C ASH F LowS | NFORMATION
Interest paic

Income taxes pai

Nine Months Ended September 30,

Years Ended December 31,

2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)

$ 1572 $ 1591 $ 2,17¢ $ 1507 $ 2,23¢
— (33) (33) 9 (17€)
) 2 ) (129 @)
52 62 81 (14E) (284)
20 207 267 34t 36C
454 45¢€ 607 44t 36E
(51) (14¢) (57) 81 (110
(154) (152) (209) (227) (253)
(20) (130) (159) (107) 147
(160 314 517 (522 272
702 67¢ 622 891 (50)
2,41° 2,844 3,82¢ 2,152 2,50¢
— 1,03: 1,03: 2,024 3,17¢
18,32 18,40: 24,40¢ 25,21¢ 26,27
(16,819 (35,919 (41,979 (58,408 (39,28))
58 60 80 39¢€ 35€

— (2,079 (2,079 — —
20& (587) (542) (747) (25€)
39¢ 51C 592 4,64¢ 403
(3,400) (14,370 (13,61 (35,200 (12,90))
(531) (422) (783 (3,119 (430)
(1,779 (33,36) (32,889 (65,180 (22,66
8,02 16,92: 13,05¢ 35,39¢ 13,02¢
(85€) (900) 174 287 (18)
(2,300) (379) (75) 9,67( 2,89(
— 12,60( 12,60( 20,00( 10,00¢(
(1,600 (675 (1,879  (1,87Y (4,009
3,26¢ 27,57 23,88: 63,47¢ 21,89:
3,90¢ (2,945 (5,176 444 1,73t
11,577 16,75:¢ 16,75 16,30¢ 14,57«
$ 15,48: % 13,80¢ $11,577 $16,75! $ 16,30¢
$ 460¢ $ 3,821 $ 529¢ $ 4,711 $ 4,95¢
$ 61C $ 566C $ 96C $ 71C $ 1,46¢




See notes to financial statements.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N OoTE 1 - ORGANIZATION AND N ATURE OF O PERATIONS

Lake Shore Savings and Loan Association (the “Aission”) is a mutually owned thrift, which is engadyprimarily in the business of retalil
banking in Erie and Chautaugua Counties of New Y3tdte (see Note 15). Its primary deposit prodatssavings and term certificate
accounts and its primary lending products are eggidl mortgages. The accounting and reportingcigsiof the Association, a state chartered
FDIC insured association, conform to generally pte@ accounting principles and to general practiciésin the thrift industry.

The interim financial statements included hereinfaSeptember 30, 2005 and for the nine monthsee&a@ptember 30, 2005 and 2004 have
been prepared by the Association, without auditspant to the rules and regulations of the Seesrdind Exchange Commission. The
financial statements reflect all adjustments thaf & the opinion of management, necessary fairasfatement of such information. These
interim financial statements should be read in @ociion with the financial statements and notesetioeincluded in the audited financial
statements herein as of and for the year endednlmre31, 2004. The results of operations for tine mionths ended September 30, 2005 are
not necessarily indicative of the results for angsequent period or the entire year ending DeceBthe2005.

N OTE 2 - SUMMARY OF SIGNIFICANT A CCOUNTING P oOLICIES
Use of Estimates

To prepare these financial statements in conformitly generally accepted accounting principles, ag@ment of the Association made
a number of estimates and assumptions relatingetoeporting of assets and liabilities and the répg of revenue and expenses. Actual
results could differ from those estimates. Mateggtimates that are particularly susceptible tai@ant change in the near term relate
to the determination of the allowance for loan ésss

Cash and Cash Equivalents

Cash and cash equivalents include cash on handjrasdue from banks, interest bearing depositdesheral funds which are genera
sold for one to three-day periods.

Investment Securities

Investment securities are classified as eitherlaviai for sale or held to maturity. Securities hieldnaturity are those debt securities that
the Association has the positive intent and abibtyold to maturity. All other securities are didied as available for sale.

Securities available for sale are carried at falug with unrealized gains and losses, net ofdleted deferred income tax effect,
excluded from earnings and reported as a sepavatpanent of accumulated other comprehensive inaotierealized. Realized gains
and losses are determined using the specific fisation method.

Securities held to maturity are recorded at co#t discounts accreted and premiums amortized tanityatising the level-yield method.
If other than temporary impairment of a securitises the carrying value of that security is writdown to fair value with a charge to
earnings.

Declines in the fair value of held to maturity aaghilable for sale securities below their cost Hratdeemed to be other than temporary
are reflected in earnings as realized losses.timasng other-thariemporary impairment losses, management considlgthe length c
time and the extent to which the fair value hasldess than cost, (2) the financial condition aedrrterm prospects of the issuer, and
(3) the intent and ability of the Association teaia its investment in the issuer for a periodiie sufficient to allow for any anticipated
recovery in fair value.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N OTE 2 - SUMMARY OF SIGNIFICANT A CCOUNTING P oLICIES (C ONTINUED )

Loans Receivable

The Bank grants mortgage, commercial and consuma@slto customers. A substantial portion of the leartfolio is represented by
mortgage loans in western New York State. Thetgtoli the Bank’s debtors to honor their contrastdeépendent upon the real estate
and general economic conditions in this area.

Loans receivable that management has the intenalgility to hold until maturity or payoff are stdtat their outstanding unpaid
principal balances, net of an allowance for loassés and any deferred fees and costs. Intereshéisoaccrued on the unpaid principal
balance. Loan origination fees and costs are d=feand recognized as an adjustment of the yietdréat income) of the related loans.
The Association is generally amortizing these anwomrer the contractual life of the loan.

The accrual of interest is generally discontinudatmthe contractual payment of principal or intehes become 90 days past due or
management has serious doubts about further dbilégtof principal or interest, even though thaah is currently performing. A loan
may remain on accrual status if it is in the preagfscollection and is either guaranteed or watused. When a loan is placed on
nonaccrual status, unpaid interest credited tonrec reversed in the current year. Interest receon nonaccrual loans generally is
either applied against principal or reported asrist income, according to management’s judgmeta #e collectibility of principal.
Generally, loans are restored to accrual statusiwhe obligation is brought current, has perforrimedccordance with the contractual
terms for a reasonable period of time, and thenalté collectibility of the total contractual pripeil and interest is no longer in doubt.

Allowance for Loan Losses

The allowance for loan losses is established tHrqargvisions for loan losses charged against inciunans deemed to be uncollectible
are charged against the allowance for loan lossessubsequent recoveries, if any, are creditéletallowance.

The allowance for loan losses is estimated by memagt and maintained at a level to provide fordeshat are inherent within the Ic
portfolio. Management's periodic evaluation of taequacy of the allowance is based on the Banlsslpan loss experience, known
risks in the portfolio, adverse situations that ra#fgct the borrower’s ability to repay, the estiethvalue of any underlying collateral,
composition of the loan portfolio, current economanditions, and other relevant factors. This eatiun is inherently subjective as it
requires material estimates that may be susceptidgnificant 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 thesdciation will be unable to collect
the scheduled payments of principal and interegnadue according to the contractual terms of tha Egreement. Factors considered
by management in determining impairment includenpant status, collateral value, and the probabhilitgollecting scheduled principal
and interest payments when due. Loans that experiesignificant payment delays and payment sHigtfienerally are not classified
impaired. Management determines the significanqegmment delays and payment shortfalls on a casebg basis, taking into
consideration all of the circumstances surroundlirgloan and the borrower, including the lengtthefdelay, the reasons for the delay,
the borrower’s prior payment record, and the amaofittie shortfall in relation to the principal aimerest owed. Impairment is
measured on a loan by loan basis for commerciatandtruction loans by either the present valuexpkcted future cash flows
discounted at the loan’s effective interest rdie,lban’s obtainable market price, or the fair eadéi the collateral if the loan is collateral
dependent.
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L AKE SHORE S AVINGSAND 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 laansadlectively evaluated for impairment. Accordinghe Association does not
separately identify individual consumer and resi@démortgage loans for impairment disclosures.

The allowance consists of specific, general andlareted components. The specific component relatésans that are classified as
either doubtful, substandard or special mentiom.gtch loans that are also classified as impaaedllowance is established when the
discounted cash flows (or collateral value or obskle market price) of the impaired loan is lowert the carrying value for that loan.
The general component covers non-classified loadssabased on historical loss experience adjustegualitative factors. An
unallocated component is maintained to cover uatgits that could affect management’s estimatgabable losses. The unallocated
component of the allowance reflects the margimydriecision inherent in the underlying assumpticsesdun the methodologies for
estimating specific and general losses in the pliotf

Federal Home Loan Bank Stock
Federal law requires a member institution of thédfal Home Loan Bank system to hold restrictedkstddts district Federal Home
Loan Bank according to a predetermined formula. rfBséricted stock is carried at cost.

Premises and Equipment

Land is carried at cost. Buildings, improvementsniture and equipment are carried at cost, nato@imulated depreciation.
Depreciation is computed on the straight-line basir the estimated useful lives of assets (gelyeiaty years for buildings and three
to ten years for furniture and equipment). Leasgtimprovements are amortized on the straight-lie¢hmd over the lesser 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 darsgh Control over transferred assets
is deemed to be surrendered when (1) the assetddeawn isolated from the Association, (2) the fereg obtains the right (free of
conditions that constrain it from taking advantagéhat right) to pledge or exchange the transteasgsets, and (3) the Association does
not maintain effective control over the transferasgets through an agreement to repurchase theme tieéir maturity.

Foreclosed Real Estate

Foreclosed real estate consists of property aadjirireettlement of loans which are carried at tveer of cost or fair value less disposal
costs. Foreclosed real estate was $193,000, $12@)aD$454,000 at September 30, 2005 (unauditetember 31, 2004 and 2003,
respectively, and was included as a componenthar@ssets.
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L AKE SHORE S AVINGSAND 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 insus(f8OLI") as a source of funding for employee binexpenses. BOLI involves the
purchasing of life insurance by the Associatioraarhosen group of employees. The Association iswheer and beneficiary of the
policies. This life insurance investment is carrdédhe cash surrender value of the underlyingcisi Income from the increase in cash
surrender value of the policies is included in faerest income in the statements of income (sde Wb).

Advertising Costs
The Association follows the policy of charging #wsts of advertising to expense as incurred.

Income Taxes

Deferred taxes are provided on the liability metldtbreby deferred tax assets are recognized faratibte temporary differences and
deferred tax liabilities are recognized for taxael@porary differences. Temporary differences heedifferences between the reported
amounts of assets and liabilities and their taxsbh&xeferred tax assets are reduced by a valuatiowance when, in the opinion of
management, it is more likely than not that somgiquo of the deferred tax assets will not be realizDeferred tax assets and liabilities
are adjusted for the effects of changes in tax kamgsrates on the date of enactment.

Off-Balance Sheet Credit Related Financial Instrumats
In the ordinary course of business, the Associgtmsmentered into commitments to extend credithSommitments are recorded in the
statement of financial condition when they are fohd

Comprehensive Income

Accounting principles generally require that redagd revenue, expenses, gains, and losses be éacindhet income. Although certain
changes in assets and liabilities, such as uneghtjains and losses on available for sale seayrére reported as a separate component
of the equity section of the statement of financ@hdition, such items, along with net income, @mponents of comprehensive
income.

The components of other comprehensive income datkdetax effects for the nine months ended Sepge®d®, 2005 and 2004 and the
years ended December 31, 2004, 2003 and 2002 &wborgs:

Nine Months Ended September 30, Years Ended December 31,
2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)

Unrealized holding gains (losses) on securitiesl@vie for sale $ (1,209 % (196€) $(32F) $(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 44~ 85 147 271 (2
Net of Tax Amount $ (757 % (149 $(211) $(5k02) $ 1
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L AKE SHORE S AVINGSAND 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 Pronouncements

In December 2004, the Financial Accounting Stansl&uaiard (FASB) issued Statement No. 123 (revis@dtR0Shared-Based
Payment.” Statement No. 123(R) addresses the atioguor share-based payment transactions in whitbnterprise receives
employee services in exchange for (a) equity imsémnts of the enterprise or (b) liabilities that based on the fair value of the
enterprise’s equity instruments or that may bdesktiy the issuance of such equity instrumentgeStant No. 123(R) requires an entity
to recognize the grant-date fair-value of stockar and other equity-based compensation issuethfdoyees in the income statement.
The revised Statement generally requires that #ityeccount for those transactions using the value-based method, and eliminates
the intrinsic value method of accounting in APB @iph No. 25, “Accounting for Stock Issued to Emmeg,” which was permitted
under Statement No. 123, as originally issued. réhised Statement also requires entities to disdldf®rmation about the nature of the
share-based payment transactions and the effetliesd transactions on the financial statementgrégent, the Association has not
issued any stock options or other equity-based emisgtion.

In March 2004, the SEC released Staff Accountintietin (SAB) No. 105, “Application of Accounting Prciples to Loan
Commitments.” SAB 105 provides guidance about teasarements of loan commitments recognized av&iie under FASB
Statement No. 133, “Accounting for Derivative Instrents and Hedging Activities.” SAB 105 also regaicompanies to disclose their
accounting policy for those loan commitments inalgdnethods and assumptions used to estimatedhie\and associated hedging
strategies. SAB 105 is effective for all loan cormeénts accounted for as derivatives that are ethiate after March 31, 2004. The
adoption of SAB 105 did not have any effect onAlssociation’s financial statements.

Restrictions on Cash and Due from Banks
The Association is required to maintain reservedfuim cash or on deposit with the Federal Resear&BThe required reserve at
September 30, 2005 (unaudited), December 31, 20802@03 was $1,093,000, $1,348,000 and $1,035r86pectively.
Reclassifications
Certain amounts in the 2004, 2003, and 2002 firustatements have been reclassified to conforim thé 2005 presentation format.
These reclassifications had no effect on net income
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L AKE SHORE S AVINGSAND 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 (Unaudited)

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
Mortgagebacked securitie:
Collateralized mortgage obligatio 49,93: 36 (855) 49,11
Federal National Mortgage Associati 7,467 4 (94) 7,371
Federal Home Loan Mortgage Corporat 16,67( 3 (429 16,24¢
Asse-backed securitie 18,39( 5 (209) 18,18¢
Equity securitie: 22 1,241 — 1,262
$96,60: $ 1,41€¢ $ (1,597) $96,42(
SECURITIES H ELD TO M ATURITY :
U.S. Treasury bonc $ 205 $ 206 $ — $ 2,264
Mortgage¢backed securitie:
Government National Mortgage Associat 73 6 — 79
Federal National Mortgage Associati 112 1 — 114
Federal Home Loan Mortgage Corporat 54 2 Q) 55

$220 $ 214 $ (1) $ 251

Approximately 95% of the collateralized mortgagéigations at September 30, 2005 are backed by &dgencies, Freddie Mac, Fannie
Mae, and Ginnie Mae. The remaining 5% are issuegrivate owners.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

N oTE 3 - | NVESTMENT S ECURITIES (C ONTINUED )

SECURITIES A VAILABLE FOR SALE :

U.S. Treasury bonc

Mortgagebacked securitie:
Collateralized mortgage obligatio
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat

Asse-backed securitie

Equity securitie:

SECURITIES H ELD TO M ATURITY :
U.S. Treasury bonc
Mortgage¢backed securitie:
Government National Mortgage Associat
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat

December 31, 2004

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)

$ 211t $ 4 $ — $ 2,162
47,30¢ 70 (44%) 46,93
9,15¢ 53 (36) 9,17t
19,15! 12 (240 18,92:
20,39t 48 (115) 20,32¢
22 1,627 — 1,64¢
$98,15( $ 1,85¢ $ (834 $99,17(
$ 2067 $ 12¢ $ — $ 2,19¢
80 8 — 88
13€ 3 — 13¢
76 4 — 80
$23¢ $ 144 $ — $ 2,50¢

Approximately 93% of the collateralized mortgagéigdtions at December 31, 2004 are backed by fédgencies, Freddie Mac, Fannie

Mae, and Ginnie Mae. The remaining 7% are issuegrivate owners.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

N oTE 3 - | NVESTMENT S ECURITIES (C ONTINUED )

SECURITIES A VAILABLE FOR SALE :

U.S. Government agenci

U.S. Treasury bonc

Mortgagebacked securitie:
Collateralized mortgage obligatio
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat

Asse-backed securitie

Equity securitie:

SECURITIES H ELD TO M ATURITY :
Mortgagebacked securitie:
Government National Mortgage Associat
Federal National Mortgage Associati
Federal Home Loan Mortgage Corporat

December 31, 2003

Gross Gross

Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value

(In Thousands)

$ 1,00 3% 63 $ — $ 1,06z
2,12z — (39 2,087
34,16( 59 (340)  33,87¢
6,32: 79 3) 6,39¢
14,19: 77 (69) 14,20:
23,82¢ 29:¢ (29 24,09
22 1,28: — 1,30¢
$81,64¢ $ 1,852 $ (475  $83,02:
$ 86 $ 9 $ — $ 95
17¢ 6 — 182
10¢ 3 — 112
$ 371 % 18 $ — $ 38¢

Approximately 93% of the collateralized mortgagéigdtions at December 31, 2003 are backed by fédgencies, Freddie Mac, Fannie
Mae, and Ginnie Mae. The remaining 7% are issuegrivate owners.

The following table sets forth the Association’sestment in securities with gross unrealized los$ésss than twelve months and gross

unrealized losses of twelve months or more:

September 30, 2005 (Unaudited’
Municipal bonds
Mortgagebacked securitie
Asse-backed securitie

F-15

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)
$141¢ $ (15 $ — $ — $141¢ $ (19
31,13¢ (365)  37,05¢ (1,009 68,19t (1,379
6,36¢ (82)  8,86¢ (127) 15,237 (209)
$38,927 $ (462) $4592: $ (1,136 $84,851 $ (1,599
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L AKE SHORE S AVINGSAND 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:
Mortgage-backed securitie $51,48: $ (527 $7,54¢ $ (19€) $59,03: $ (719
Asse-backed securitie 14,20( (209) 744 (6) 14,94« (11%)

$65,68: $ (632 $8,29: $ (202) $73,97¢ $ (839

The unrealized losses reflect changes in inteagss subsequent to the acquisition of specificritezsi At September 30, 2005 (unaudited),
there were 36 securities in the less than twelvethsocategory and 40 securities in the twelve n®atimore category. At December 31,
2004, there were 52 securities in the less thailveanaonths category and 8 securities in the twateaths or more category. These unreal
losses relate principally to mortgage-backed s@earof FNMA and FHLMC. In analyzing an issuer'asdncial condition, management
considers whether the securities are issued bietteral government or its agencies and whether doades by bond rating agencies have
occurred. As the unrealized losses are interestreddited and management has the intent and abilitpld debt securities until maturity or
market price recovery, no declines are deemed tither than temporary.

Scheduled contractual maturities of investment igees 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 yea $ — $ — $ — % —
After one year through five yea — — — —
After five years through ten yee 1,60¢ 1,58¢ — —
After ten year: 2,517 2,64 2,05¢ 2,26/
Mortgage-backed securitie 74,06¢  72,73¢ 24C 24¢
Asse-backed securitie 18,39(  18,18¢ — —
Equity securitie: 22 1,262 — —

$96,60: $96,42( $ 2,29¢ $2,517
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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 yea $ — $ — $ — $ —
After one year through five yea — — — _
After five years through ten yee — — — —

After ten years 2,11¢ 2,16 2,060 2,19¢
Mortgage-backed securitie 75,61t 75,03 292 307
Asse-backed securitie 20,39  20,32¢ — —
Equity securitie: 22 1,64¢ — —

$98,15( $99,17C $ 2,35¢ $2,50:%

During the nine months ended September 30, 2002604 (unaudited), the Association sold secur#ieslable for sale for total proceeds of
$-0- and $1,033,000, respectively, resulting irsgrealized gains of $-0- and $33,000, respectiialying 2004, the Association sold
securities available for sale for total proceed$033,000 resulting in gross realized gains & 830. During 2003, the Association sold
securities available for sale for total proceed$2024,000 resulting in gross realized losse9dd@. During 2002, the Association sold
securities available for sale for total proceed$.76,000, resulting in gross realized gains1afa000.

At September 30, 2005, December 31, 2004 and 22i8ty 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 agreewitnthe Federal Reserve for liquidity borrowirfgvo mortgage-backed securities with
a cost of $3,399,000 and fair value of $3,305,0@@ewpledged under a collateral agreement with thedf Dunkirk Housing Authority. At
December 31, 2004, two asset-backed securitiesmgovernment security with a total cost of $2,808 and fair value of $2,317,000 were
pledged under a collateral agreement with the RddRaserve for liquidity borrowing. A mortgage-badksecurity with a cost of $32,000 and
fair value of $33,000 was pledged under a colldggeeement with the City of Dunkirk Housing Authgr
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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

An analysis of changes in the allowance for loasés is as follows:

Balance, beginnin
Provision for loan losse
Charge-offs
Recoveries

Balance, endin

F-18

September 3C

2005

December 31,

2004 2003

(Unaudited)

$ 145,65!
29,22
14,91¢

2,00z

(In Thousands)

$142,22; $135,29:
28,44. 25,87¢
15,31( 14,62¢

191,79
8,081
2,73¢

2,46: 2,531
188,43 178,32t
8,61¢ 5,957
2,87( 3,31(

202,60’

(1,267

1,071

199,92 187,59
(1,289 (1,299
891 83€

$ 20241

$199,52!  $187,13¢

Nine Months Ended
September 30,

Years Ended
December 31,

2005 2004

2004 2003 2002

(Unaudited)

(In Thousands)

$1,28¢ $1,29: $1,29¢ $1,217 $ 924

20 207
(55) (96)
14 26

267 34¢ 36C

(B304 (279 (79
2

3 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:

December 31,

September 3C
2005 2004 2003 2002
(Unaudited)
(In Thousands)
Impaired loans with no valuation allowar $ — $— $ — $ —
Impaired loans with a valuation allowar — — 32C 83
Total Impaired Loans $ — $— $ 32C $ 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 accruiteyest 617 65C 46¢ 50¢
Total Nonperforming Loans $ 1,000 $79z $1,05z $1,40¢

The accrual of interest on impaired loans is difiooled when, in management’s opinion, the borromvay be unable to meet payments as
they become due. When interest accrual is discoatinall unpaid accrued interest is reversed. ésténcome is subsequently recognized

to the extent cash payments are received. If ulémallection of principal is in doubt, all casltegts on impaired loans are applied to reduce
the principal balance.

Residential real estate loans serviced for othethid Association totaled $15,876,000, $18,763,828,017,000, $20,901,000, and
$24,542,000 at September 30, 2005 and 2004 (uealldibecember 31, 2004, 2003 and 2002, respectively

At September 30, 2005 (unaudited), December 314 20@ 2003, loans to directors and executive aBieed their affiliated entities totaled
$2,830,000, $2,871,000, and $3,030,000, respegtiizelring the nine months ended September 30, Ad@&udited) and the year ended
December 31, 2004, total principal additions wet87000 and $100,000 and total principal paymeetew148,000 and $181,000,
respectively. Furthermore, director retirement2004 resulted in the decline of total principatb@B,000.

At September 30, 2005, there were approximately38#)000 of one to four family residential reala¢stioans pledged as collateral for
advances from the Federal Home Loan Bank.

Substantially all of the Association’s loans areviestern New York State and, accordingly, the wtiencollectibility of a substantial portion
of the loans are susceptible to changes in maddditions in this primary market area.
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N OTE 5 - PREMISES AND E QUIPMENT
Premises and equipment consist of the following:

December 31,

September 3C
2005 2004 2003
(Unaudited)
(In Thousands)
Land $ 65€ $ 65¢ $ 65¢
Buildings and improvemen 6,17t 6,01¢ 5,44
Furniture and equipme 3,42¢ 3,38¢ 3,39¢
10,26: 10,06: 9,49:
Accumulated depreciatic (3,587 (3,417 (3,029

$ 6,67¢ $ 6,64 $ 6,46¢

Depreciation and amortization of premises and egait amounted to $454,000 and $456,000 for themioeths ended September 30, 2005
and 2004 (unaudited), respectively. Depreciatiath @mortization of premises and equipment amoumté&b®7,000, $445,000 and $365,000
in 2004, 2003 and 2002, respectively, and is irnetlith occupancy and equipment expense in the acoyimg statements of income.

N OoTE 6 - O THER A SSETS

Included within other assets is an investmentliméed liability company. Effective November 1, @, the Association and Young Title
Agency established Lake Shore Title & Abstract, L. laONew York Limited Liability Company with the mose of engaging in the business
of all core title services in connection with reatate transactions. The Association made an imesstof $1,000 in 2002 for its 50%
ownership interest. The Association recorded incofre0-, $22,000, $22,000, $62,000 and $-0- inrtile months ended September 30,
2005 and 2004 (unaudited) and in the years endedrleer 31, 2004, 2003 and 2002, respectively. Mestment and related income are
accounted for under the equity method.
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N oTeE 7 - DEPOSITS
Deposits consist of the following (dollars in thanss):

Demand deposit:
Nonr-interest bearin

Interest bearini

Money market accoun
Savings accoun
Time deposit:

Scheduled maturities of time deposits are as falow

2005
2006
2007
2008
2009
Thereaftel

December 31,

September 30,
2005 2004 2003
Weighted Weighted Weighted
Average Average Average
Amount Rate Amount Rate Amount Rate
(Unaudited)
$ 16,89: — % $ 11,20¢ — % $ 10,99: — %
37,957 0.44 39,48¢ 0.3t 37,07¢ 0.2t
27,09¢ 0.8¢ 30,76¢ 0.9 26,21¢ 0.84
29,94 0.52 30,00 0.5C 31,48: 0.5C
139,68 3.1¢ 132,08t 2.57 124,72 2.6(
$251,57¢ 2.12% $243,55: 1.71% $230,49! 1.62%
September 3C December 31
2005 2004
(Unaudited)
(In Thousands)
$ 2457 $ 76,56¢
76,60¢ 35,717
27,17¢ 16,80¢
9,772 2,622
1,071 15¢&
484 217
$ 139,68 $ 132,08t

Time deposits in amounts of $100,000 or more anealitd $31,640,000, $29,312,000 and $22,241,00e@esber 30, 2005 (unaudited),
December 31, 2004 and 2003, respectively. Deposdumt balances in excess of $100,000 are notdégémsured.
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N oTE 7 - DEPOSITS (C ONTINUED )

Interest expense on deposits was as follows:

Nine Months Ended Years Ended
September 30, December 31,
2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)
Interest bearing checking accou $ 106 $ 79 $ 11C $ 17€¢ $ 297
Money market accoun 20:¢ 202 27¢ 27¢ 364
Savings accoun 11E 12C 15¢ 287 417
Time deposit: 2,82: 2,30¢ 3,13C 3,14¢ 3,42¢

$ 3,247 $2,707 $3,67/ $3,887 $4,50¢

N oTE 8 - B ORROWINGS

At September 30, 2005 (unaudited), December 314,22@03 and 2002, the Association had short-terrroladngs from the Federal Home
Loan Bank of New York of $9,425,000, $11,725,0001 800,000 and $3,000,000, respectively. The geom-borrowings at September 30,
2005 (unaudited) had fixed rates of interest ragp@iom 3.46% and 3.94% and mature within one yEae weighted average interest rate
3.74%, 2.30%, 1.35% and 1.50% as of September(8% @Qinaudited), December 31, 2004, 2003 and 2@8pgctively.

At September 30, 2005 (unaudited) and Decembe2@®14, the Association had an unsecured line ofitonath the Federal Home Loan Bank
of $23,449,000 and $15,699,000, respectively, whidrs interest at an adjustable rate and pro@desondary funding source for real es
lending, liquidity, and asset/liquidity managemeélttis renewable facility expires on July 31, 2006e Association also has a $23,449,000
unsecured stand-by line of credit with the Fedel@he Loan Bank. The Association had no outstandorgowings on either line at
September 30, 2005 (unaudited), December 31, 2002@03.
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N OTE 8 - B ORROWINGS (C ONTINUED )

Long-term debt from the Federal Home Loan Bank e ork consisted of the following:

Maturity

November 8, 200
August 8, 200t
October 31, 200
November 8, 200
November 21, 200
January 23, 200
April 12, 2006
April 17, 2006
April 19, 2006
August 7, 200¢
August 8, 200¢
October 30, 200
November 8, 200
November 20, 200
January 23, 200
August 6, 2007
August 8, 2007
October 29, 200
November 8, 200
November 19, 200
January 23, 200
August 5, 200¢
August 8, 200¢
September 17, 20(
October 29, 200
November 10, 200
November 19, 200
January 23, 200
September 17, 20(
October 29, 200
November 9, 200
November 19, 200
November 8, 201
November 19, 201
November 8, 201
November 21, 201
Strip borrowings

Matures on a quarterly basis through May 14, 2012

Matures on a quarterly basis through August 1, 2011

Interest
Rate

September 3C
2005

December 31,

2004

2003

2.2%
2.06%
2.2%
2.74%
2.2%%
2.01%
2.3(%
2.4&%
2.41%
3.15%
2.64%
2.8%
3.15%
2.88%
2.5%
3.62%
3.22%
3.34%
3.4&%
3.3%
3.0&%
4.01%
3.65%
3.6%
3.71%
3.85%
3.74%
3.45%%
3.92%
4.1%
4.18%
4.0&%
4.42%
4.3%
4.6(%
4.57%

Rates vary from 6.26

through 6.32%
Rates vary from 5.47

to 6.55%
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(Unaudited)
(Dollars In Thousands)
$ — — $ 1,00(
— 1,00 1,00
1,00(C 1,00( 1,00
1,00C 1,00(C 1,00(
1,00(¢ 1,00( 1,00(
1,00C 1,00( —
60C 60C —
50C 50C —
50C 50C —
1,00( 1,00(¢ —
1,00¢ 1,00(¢ 1,00(
1,00C 1,00(C 1,00(
1,00¢ 1,00(¢ 1,00(
1,00C 1,00 1,00C
1,00( 1,00(¢ —
1,00( 1,00(¢ —
2,00( 2,00(¢ 2,00(
1,00C 1,00(C 1,00(
1,00(C 1,00(¢ 1,00(
1,00C 1,00(C 1,00(
2,00¢ 2,00(¢ —
1,00( 1,00(¢ —
2,00¢ 2,00(¢ 2,00C
1,00( 1,00(¢ —
2,00( 2,00( 2,00(¢
1,00C 1,00(C 1,00(
1,00C 1,00(¢ 1,00(
1,00( 1,00(¢ —
2,00¢ 2,00(¢ —
2,00¢ 2,00 2,00C
1,00(¢ 1,00 1,00
1,00C 1,00(C 1,00(
50C 50C 50C
1,00C 1,00(C 1,00(
50C 50C 50C
1,00C 1,00 1,00
1,70C 2,00( 2,40(C
1,36( 1,66( 2,13¢
$ 40,66( $42,26( $31,53¢
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N OTE 8 - B ORROWINGS (C ONTINUED )

Contractual maturities of long-term debt at Septend®, 2005 (unaudited) and December 31, 2004safellaws:

September 3C December 31
2005 2004
(Unaudited)
(In Thousands)
2005 $ 3,18( $ 4,78C
2006 8,23( 8,23(
2007 7,51(C 7,51(
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 longiteperating leases which provide for minimum Iga@ggments. Certain leases contain
options for renewal. Total rental expense undesdtaperating leases amounted to $61,000 and $5&0€% nine months ended
September 30, 2005 and 2004 (unaudited) and $780@D04 and 2003 and $79,000 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, 2002803, respectively, (included in other liab##) having a remaining term of 13 years
at December 31, 2004. Assets related to the cdpéak are included in premises and equipmentamsist of the fair value of $400,000 less
accumulated amortization of approximately $73,0888,000 and $27,000 at September 30, 2005 (unajdidecember 31, 2004 and 2003,
respectively. The Association has signed an agraetneommit to a second long-term capital leaffecéve 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 - INCOME T AXES
The provision for income taxes consists of theofwlhg:

Current:
Federal
State

Deferred:
Federal
State
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September 30, 2005

December 31, 2004

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
September 30,

Years Ended
December 31,

2005 2004 2004 2003 2002

(Unaudited)

(In Thousands)

$ 84 $ 781 $95¢ $66: $1,17¢
75 50 — 19
924 831 95¢ 663 1,19t
(55) (13¢) (57 24 (171)
4 (12) 57 61
(51) (14§ (57 81 (110
$ 87 $ 68% $90z $744 $1,08t
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N oTe 10 - I NcoME T AXES (C ONTINUED )

A reconciliation of the statutory federal incoms & a rate of 34% to the income tax expense imdud 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
September 30,

Years Ended

December 31,

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
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2004 2004 2003 2002
(Unaudited)
34.% 34.(% 34.(% 34.(%
11 0.C 1.7 1.€
(23 (22 (34 (26
(2.4 (2.5 0.8 (0.3)
30.4% 29.2% 33.1% 32.7%
September 3C December 31,
2005 2004 2003
(Unaudited)
(In Thousands)
$ 99¢ $ 89z $ 714
27¢ 275 27¢
56 56 56
— 7 61
67 — —
1,39¢ 1,22¢ 1,10€
— (37€) (525)
(410) (412) (382)
(39¢) (329) (309)
(24 (55) (40
(16) — —
(84¢€) (1,179 (1,256)
$ 55C $ 54 $ (150
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N oTe 10 - I NcoME T AXES (C ONTINUED )

In assessing the realizability of deferred tax sspanagement considers whether it is more litey not that some portion or all of the
deferred tax assets will not be realized. The @tenealization of deferred tax assets is depengmn the generation of future taxable
income during the periods in which those tempodiiferences become deductible. Based on estimétibe acheduled reversal of deferred
tax liabilities and projections for future taxalimeome, management expects to fully realize thesfisnof those deductible differences.

For the tax years prior to 1996, under the InteR®lenue Code, a special bad debt deduction fatiaaklto 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 takeuwdgihns for bad debts for federal tax purposesrdeteed based upon the experience met
This legislation also required that the Associatiecapture into taxable income the portion of éxgstax bad debt reserves created in the

years beginning after December 31, 1987 over-year period which ended in 2003.

Under prior federal law, tax bad debt reservesteckprior to January 1, 1998 were subject to rereghto taxable income should the
Association fail to meet certain qualifying assed aefinition tests. The 1996 federal legislatiimmated these thrift related recapture rules.
However, under current law, pre-1988 reserves nesatject to recapture should the Association neagki&in non-dividend distributions or
cease to maintain a thrift or bank charter. Managsgrhas no intention of taking any such actionsSéptember 30, 2005 (unaudited) and
December 31, 2004, the Association’s total p8&8 tax bad debt reserve was $2,240,000. Thisveseflects the cumulative effect of fede
tax deductions by the Association for which no falsncome tax provision has been made.

Provided the Association continues to satisfy @erafinitional tests and other conditions for N¥ark State income tax purposes, the
Association is permitted to continue to take sdeeiserve method bad debt deductions. The dededaiitnhual addition to the state reserve
may be computed using a specific formula basedhemssociation’s loss history (“Experience Methodi)a statutory percentage equal to
32% of the Association’s New York State taxableoime. The Association used the percentage meth2ads, 2004, 2003 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 monthsrefce and attained age 21.
Participants may make contributions to the Platihénform of salary deferrals of up to 75% of thetal compensation subject to certain IRS
limitations. The Association contributes a matchiogtribution equal to 40% of the participant spldeferral up to 6% of compensation. The
Association may also make a discretionary proférstyg contribution which is allocated among algdlie employees. The Association’s
expense for the 401(k) plan for the nine monthsedrseptember 30, 2005 and 2004 (unaudited) angktrs ended December 31, 2004, -
and 2002 was $229,000, $215,000, $297,000, $25%00220,000, respectively.
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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 BenefiinPAnd a non-qualified Directors
Supplemental Benefit Plan. Both plans are unfuradetiprovide a predefined annual benefit to be fmakecutives and directors for fifteen
years upon their retirement. Although the plansuafeinded, the Association has set aside bank ovifesidsurance for the purpose
funding the liability. The cash surrender valudahk owned life insurance amounted to $5,674,08(29,000 and $5,317,000 at
September 30, 2005 (unaudited), December 31, 2002003, respectively. Annual benefits increase @tedetermined amount until the
executive or director reaches a predetermineceraint age. Predefined benefits are 100% vestdbtimes and in the event of death, are
guaranteed to continue at the full amount to tHegsignated beneficiaries. The Association hadmditiaunder such plans of $1,350,000,
$1,211,000 and $962,000 at September 30, 2005 ditedy December 31, 2004 and 2003, respectively [Tdbility was calculated using an
assumed discount rate of 7% in 2005, 2004 and 2003.

Effective October 1, 2001, the Association inittheen additional non-qualified Executive SupplemEeB&nefit Plan and a non-qualified
Director’s Supplemental Benefit Plan. Both plans enfunded and provide a predefined annual betoefiie paid to executives and directors
for fifteen years upon their retirement. Under Bian Agreement, the Association can set asidesasséind the liability which will be subje
to claims of the Association’s creditors upon lgation of the Association. At September 30, 206&a(dited) and December 31, 2004, the
Association has set aside U.S. Treasury bondsamitamortized cost of $2,059,000 and $2,067,000;twaie included in held to maturity
investment securities in the accompanying statesnafrfinancial condition. Annual benefits increase predetermined amount until the
executive or director reaches a predeterminederaint age. Vesting requirements are based on lefigdrvice and upon reaching the
vesting requirements, the predefined benefits aegapteed to continue at the full amounts to trsigiated beneficiaries in the event of
death. The Association had a liability under sukeimg of $637,000, $533,000 and $371,000 at Septedih005 (unaudited), December 31,
2004 and 2003, respectively. This liability wascodted using an assumed discount rate of 5.75200%, 2004 and 2003.

The Association’s expense for the non-qualifieddxize Supplemental Benefit Plans and mpdified Directors Supplemental Benefit Pl
for the nine months ended September 30, 2005 addl @haudited) and the years ended December 34, 2003 and 2002 was $289,000,
$325,000, $427,000, $433,000, and $401,000, rasphct

The Association also provides a deferred compemsalan for its directors that allows the directtwrelect to defer all or a portion of their
compensation and allocate such awards to achieate of return based on several investment opt@adicipants also elect the timing of
distributions from the plan. Such distributions pagable in cash. The Association had a liabilitder this plan of $665,000 and $597,000 at
December 31, 2004 and 2003, respectively. The Aasoic has chosen to separately invest in the tnvest options specified by the

Directors. The Association had $707,000, $665,000%597,000 invested in such investment optionsracorded as other assets at
September 30, 2005 (unaudited), December 31, 2002@03, respectively. The Associatismiet expense for the deferred compensation

for the nine months ended September 30, 2005 addl @audited) and the years ended December 3%, 2003 and 2002 was $57,000,
$31,000, $77,000, $148,000 and $(41,000), respeygtifhe expense includes the amount of unreatizéa or loss recognized on the market
value of the investment options for the period éatgled. If an unrealized loss was recognized dutiegeriod, the expense may be reduced by
the amount of the loss. During the year ended Deeerd1, 2002, the unrealized losses exceeded theded expense.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

N OTE 12 - FAIR V ALUE OF F INANCIAL | NSTRUMENTS
The carrying amount and estimated fair value ofAksociation’s financial instruments are as follows

December 31,

September 30, 2005 2004 2003

Carrying Estimated Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value Amount Fair Value

(Unaudited)
(In Thousands)
Financial assett

Cash and cash equivale! $ 15,48: $ 1548: $ 11,577 $ 11,577 $ 16,75¢ $ 16,75:
Securities available for sa 96,42( 96,42( 99,17( 99,17( 83,027 83,027
Securities held to maturi 2,29¢ 2,512 2,35¢ 2,50z 371 38¢
Federal Home Loan Bank sto 2,50¢ 2,50¢ 2,70¢ 2,70¢ 2,167 2,167
Loans receivabl 202,41° 202,99t 199,52 202,71: 187,13¢ 192,41¢
Accrued interest receivab 1,20( 1,20( 1,19¢ 1,19¢ 1,042 1,042
Financial liabilities:
Deposits 251,57¢ 250,35! 24355: 243,18. 230,49 231,95!
Shor-term borrowings 9,42¢ 9,42¢ 11,72¢ 11,72¢ 11,80¢( 11,80¢(
Long-term debi 40,66( 39,89 42,26( 42,10 31,53¢ 31,817
Accrued interest payab 20z 20z 16C 16C 127 127

Off-balancr-sheet financial instrumen — — — — — _

Fair value estimates are based on existing findimstruments without attempting to estimate thiugaf anticipated future business and the

value of assets and liabilities that are not cargid financial instruments. In addition, the incaape ramifications related to the realization of
the unrealized gains and losses can have a siginifeffect on fair value estimates and have not lseasidered 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 amarmation about the financial instrument,
including judgments regarding future expected bgserience, current economic conditions, risk attaréstics of various financial
instruments, and other factors. These estimatesudjective in nature and involve uncertainties anadters of significant judgment and
therefore cannot be determined with precision. @kann assumptions could significantly affect teémeates.

Cash and Cash Equivalents

The carrying amount approximates the fair valueahse the instruments mature in 90 days or less.

Securities
The fair values are based on quoted market priggglied by the Association’s custody agent and stwent broker.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N oTE 12 - FAIR V ALUE OF F INANCIAL | NSTRUMENTS (C ONTINUED )

Federal Home Loan Bank Stock
The carrying amount of Federal Home Loan Bank stqiroximates fair value.

Accrued Interest Receivable and Payable
The carrying amount of accrued interest receivahli payable approximates fair value.

Loans Receivable

The fair value of performing variable rate loanattleprice frequently approximates carrying valtlee fair value of fixed-rate
performing loans is calculated by discounting scihedi cash flows through the estimated maturity gigie Association’s current
origination rates. The estimate of maturity is lobse the Association’s contractual cash flows aeigor prepayment estimates based
on current economic and lending conditions. Faiuedor significant nonperforming loans is baseccarrying value which does not
exceed recent external appraisals of any underlyatigteral.

Deposits

The fair value of deposits with no stated matustych as savings, money market and checking, iartfwaint payable on demand at the
reporting date. The fair value of certificates epdsit is based on the discounted value of contahcash flows at current rates of
interest for similar borrowings using rates curkgoffered for deposits of similar remaining matias.

Borrowings

The fair value of advances from the Federal HomanLBank was calculated by discounting scheduleld taws at current rates of
interest for similar borrowings through maturitysafch instruments.

Off-Balance Sheet Financial Instruments

Fair values for the Association’s off-balance sHeetncial instruments (lending commitments) areduhon fees currently charged to
enter into similar agreements, taking into accotiv@,remaining terms of the agreements and thetemarties’ credit standing.

N oTE 13 - REGULATORY C APITAL R EQUIREMENTS

The Association is subject to various regulatorgites requirements administered by the Federal imgnkgencies. Failure to meet minimum
capital requirements can initiate certain mandatony possible additional discretionary actionsdyufators that, if undertaken, could have a
direct material effect on the Association’s finaatatements. Under capital adequacy guidelindslaregulatory framework for prompt
corrective action, the Association must meet spec#pital guidelines that involve quantitative reei@s of the Association’s assets,
liabilities, and certain off-balance-sheet itemgalsulated under regulatory accounting practités. Association’s capital amounts and
classifications are also subject to qualitativegiménts by the regulators about components, riskfwigigs and other factors.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N oTE 13 - REGULATORY C APITAL R EQUIREMENTS (C ONTINUED )

Quantitative measures established by regulati@msure capital adequacy require the Associationaimtain minimum amounts and ratios
(set forth in the table below) of total and Tiecdpital to risk weighted assets, tangible equittatayible assets and Tier 1 capital to adjusted
total assets. Management believes, as of Septe30b@005 (unaudited) and December 31, 2004, tleaf\fisociation meets all capital
adequacy requirements to which it is subject.

The most recent notification from the Federal baglkigencies categorized the Association as weltaleed under the regulatory framework
for prompt corrective action. To be categorizeava$l capitalized, the Association must maintain iminm ratios as set forth in the following
table. There are no conditions or events sincentbidfication that management believes have chatigedssociation’s category.

The Association’s actual capital amounts and ratiespresented in the following table.

To be Well Capitalized
under Prompt

For Capital Corrective Action
Actual Adequacy Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio

(Dollars in Thousands)

As of September 30, 2005 (Unaudited

Total capital (to risk-weighted assets) $29,667 16.79% $214,17¢ 28.(% $ 217,72 210.(%
Tier 1 capital (to adjusted total assets) 27,84¢ 8.32 >13,39: =24.C 216,74. =25.C
Tangible equity (to tangible assets) 27,84¢ 8.3Z >502: 21kt N/A N/A
Tier 1 capital (to risk-weighted assets) 27,84¢ 15.71 N/A  N/A >10,63: =26.C
As of December 31, 2004:
Total capital (to risk-weighted assets) $28,28¢ 16.3%0 $=13,847 =28.C% $ =217,30¢ =10.(%
Tier 1 capital (to adjusted total assets) 26,27 7.9¢ >13,15¢ =4.C >16,44* =5.C
Tangible equity (to tangible assets) 26,27: 7.9¢ >4,93: >1°F N/A N/A
Tier 1 capital (to risk-weighted assets) 26,27: 15.1¢ N/A  N/A >10,38¢" =6.C
As of December 31, 2002
Total capital (to risk-weighted assets) $25,95¢ 16.3% $=12,68¢ =8.(% $ =15,85¢ =10.(%
Tier 1 capital (to adjusted total assets) 24,09 7.97 >12,08¢ =4.C >15,11( =5.C
Tangible equity (to tangible assets) 24,09  7.97 =453 =1k N/A N/A
Tier 1 capital (to risk-weighted assets) 24,09: 15.1¢ N/A  N/A >9,51t =>6.C
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N oTE 13 - REGULATORY C APITAL R EQUIREMENTS (C ONTINUED )

Following is a reconciliation of the AssociatiofB\AP capital to regulatory Tier 1 capital at Sepi@m30, 2005 (unaudited) and
December 31, 2004 and 2003:

September 3C December 31,
2005 2004 2003
(Unaudited)
(In Thousands)
GAAP (Equity) Capital $ 27,73. $26,91f  $24,94;
Plus: Unrealized (gains) losses on securities avklfor sale, net of te 114 (643) (8549)
Tier 1 Capital 27,84¢ 26,27: 24,09:
Plus: Allowance for loan lossi 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 $ 29,661 $28,28¢  $25,95¢

N oTE 14 - COMMITMENTS TO E XTEND C REDIT

The Association has commitments to extend credh wif-balance sheet risk in the normal courseusihess to meet the financing needs of
its customers. Such commitments involve, to varylagrees, elements of credit and interest ratanmiskcess of the amount recognized in
statements of financial condition.

The Association’s exposure to credit loss is regmé=d by the contractual amount of these commitsndiite Association follows the same
credit policies in making commitments as it doasdie-balance sheet instruments.

The following commitments to extend credit werestanding:

Contract Amount

September 3C December 31,

2005 2004 2003
(Unaudited)
(In Thousands)
Commitments to grant loal $ 7,86: $ 3,96¢ $ 3,65¢
Unfunded commitments under lines of cre 20,56¢ 19,22¢ 17,70¢
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L AKE SHORE S AVINGSAND 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 totteadcustomer as long as there is no violatioanyf condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses. The commitments fogdiof credit may expire without bei
drawn upon. Therefore, the total commitment amodotaot necessarily represent future cash requinean&he amount of collateral
obtained, if it is deemed necessary by the Associais based on management’s credit evaluaticghetustomer. At September 30, 2005
(unaudited) and December 31, 2004, the Associatifixed rate loan commitments totaled $3,378,0a0%h 166,000, respectively. The ra
of interest rates on these fixed rate commitmeris 525% to 6.375% at September 30, 2005 and 5.1@5%25% at December 31, 2004.

N oTE 15 - PLAN OF C ONVERSION AND R EORGANIZATION

On August 9, 2005, the Board of Directors of Lake® Savings Bank approved a plan of conversionrettyel ake Shore Bancorp, Inc. is
offering common stock for sale in connection whik 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 Shoagiggs and Loan Association will convert its Newrl &tate mutual savings and loan
charter to a Federal stock savings bank chartechadge its name to Lake Shore Savings Bank. litiaddLake Shore Savings Bank will
form Lake Shore Bancorp to own 100% of Lake Shaeriys as part of the reorganization. Lake ShoddC\ithe federally-chartered mutual
holding company to be formed by Lake Shore Savimgspwn 53% of the outstanding common stock oké&hore Bancorp. The remain
2% of the shares will be contributed to a chargdblLindation that Lake Shore Savings intends tm for

Conversion costs will be deferred and reduce tbegeds from the shares sold in the conversioheltbnversion is not completed, all costs
will be expensed. As of September 30, 2005, tha tamists incurred, $109,000, have been deferred.

As part of the Conversion, the Bank intends to einte change of control agreements with certaiecexive officers. In addition, as part of
the Conversion, the Bank intends to implement @sace plan, employee stock ownership plan, stptikroplan and other benefit and
salary continuation plans for directors, officensl@&mployees.

Effective as of the re-organization date, Lake 8Hgeincorp and Lake Shore Savings Bank will eachrénto parallel employment
agreements with Mr. David C. Mancuso to secursséigices as President and Chief Executive Offitke employment agreements have a
fixed term of three years and may be renewed ahnafiér a review of the executive’s performancke3e agreements provide for a
minimum annual salary of $213,550, discretionarshdaonuses, and participation on generally apdicgims and conditions in other
compensation and fringe benefit plans. The agretsaso guarantee customary corporate indemnificad error and omissions insurance
coverage throughout the employment term and foysats after termination.
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N OTES TO F INANCIAL S TATEMENTS

N OTE 16 - SUBSEQUENT E VENTS (U NAUDITED )

On October 11, 2005, based on the recommendatitredoards Compensation Committee, the Board of Directop@ped the terminatio
of the Bank’s deferred compensation plan (refédate 11 - Employee and Director Benefit Plans foreninformation about this plan). This
will result in all accrued benefits under this ptarbe distributed to the participants. As a resfiterminating this plan, the participants will
lose the tax benefit of deferring compensation. fila@ was terminated on November 16, 2005. Thé aot@unt accrued by the plan as of
September 30, 2005 was $707,000 and was recordeHen liabilities section of the financial statarte As indicated in Note 11, the Bank
had chosen to separately invest the deferred casagien in the investment options specified by thgigipants. These investments were fi
liquidated on November 16, 2005, as part of tha p@mination. As of September 30, 2005, the Baadk fecorded $707,000 in its
investments for this plan within other assets effthancial statements. The Association realizgdia of approximately $43,000 as a resul
terminating the plan.

On or about October 27, 2005, the Association wadaraware of a check kiting matter involving oné&®tustomers. As of December 19,
2005, the potential loss to the Association isnested to be approximately $190,000.
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You should rely only on the information contained m 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 offentsell, or the solicitation of an
offer to buy, any of the securities offered herebyo any person in any jurisdiction in which such ofér or solicitation would be unlawful.
Our affairs and the affairs of Lake Shore Savingsl.ake Shore, MHC or Lake Shore Bancorp may change &r the date of this
prospectus. Delivery of this document and the saled shares made 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 & Co.
,_ 2006

Until the later of or 25 days after commencement of the stock offeringll dealers effecting transactions in these sedties,
whether or not participating in this stock offering, may be required to deliver a prospectus. This i& addition to the dealers’
obligation to deliver a prospectus when acting asnderwriters and with respect to their unsold allotrents or subscriptions.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS

ltem 13. Other Expenses of Issuance and Distribution.

OTS Application for Conversion anc-(e)1 fee $ 14,40(
SEC registration fee(: 3,70C
Nasdaq National Market Listing and Annual Fet 129,00(
NASD Filing Fee(1 3,60(C
Printing, postage and mailir 95,00(
Legal fees (including Blue Sky) and expen 600,00(
Accounting fees and expens 100,00(
Appraise’s fees and expens 60,00(
Business plan fe 25,00(
Marketing fees, selling commissions, and undernr’'s expenses (including counsel fees 378,70(
Conversion agent fees and exper 27,50(
Certificate printing 5,00(
Miscellaneou:s 12,00(
TOTAL $1,453,90

* Fees are estimated, except where indic:
(1) Based on 3,107,875 shares of common stock at $p@0share
(2) Includes legal fees of $100,000 for Luse Gorman &enk & Schick, P.C

Item 14. Indemnification of Directors and Officers.

In accordance with federal law, Lake Shore Bancasm Subsidiary Holding Company, shall indemnifpfiicers, directors and
employees of the Subsidiary Holding Company, aedt theirs, executors and administrators, to thiestiextent permitted under federal law
against all expenses and liabilities reasonablyried by them in connection with or arising outafy action, suit or proceeding in which tt
may be involved by reason of their having beerractior or officer at the time of incurring such erges or liabilities, such expenses and
liabilities to include, but not be limited to, juagnt, court costs and attorneys’ fees and theafastasonable settlements.

Item 15. Recent Sales of Unregistered Securitie
Not Applicable.

Item 16. Exhibits and Financial Statement Schedules
The exhibits and financial statement scheduled fie a part of this Registration Statement arelisafs:
(a) List of Exhibits. (Filed herewith unless otherwise noti

1.1 Engagement Letter dated June 2, 2005, betwalks Ehore Savings and Loan Association and
Ryan Beck & Co., Inc.

1.2 Form of Agency Agreement between Lake Shore&am Inc., Lake Shore Savings and Loan and

Ryan Beck & Co., Inc.

Amended and Restated Plan of Reorganization andrifjrStock Issuance

2.1
3.1 Charter Lake Shore Bancorp, In
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3.2 Bylaws of Lake Shore Bancorp, Inc

4.1 Form of Stock Certificate of Lake Shore Bancor, 1

5.1 Opinion of Thacher Proffitt & Wood LLP regardinggldity of securities to be registere

8.1 Opinion of Thacher Proffitt & Wood LLP regardingdieral tax matters

8.2 Opinion regarding state and local tax matte

10.1 Form of Executive Employment Agreement by and betwavid C. Mancuso and Lake Shore Bancorp, |
10.2 Form of Executive Employment Agreement by and betwBavid C. Mancuso and Lake Shore Savings Bi
10.3 Form of Change in Control Agreemet

10.4 Severance Pay Plan of Lake Shore Savings B

10.5 1999 Executives Supplemental Benefit Pl

10.6 2001 Executives Supplemental Benefit Pl

10.7 1999 Directors Supplemental Benefit Ple

10.8 2001 Directors Supplemental Benefit Ple

10.9 Form of Employee Stock Ownership Plan of Lake Stgaecorp, Inc.”

16.1 Letter from PricewaterhouseCoopers LLP to the Sgesiiand Exchange Commissio

16.2 Letter from Fagliarone Group CPAs, PC to the S¢iesrand Exchange Commissia

23.1 Consent of Thacher Proffitt & Wood LLP (includedExhibits 5.1 and 8.1 to this Registration Stateth
23.2 Consent of Beard Miller Company LLP (also includedExhibit 8.2 to this Registration Stateme

23.3 Consent of PricewaterhouseCoopers |

23.4 Consent of RP Financial, LC

24.1 Powers of Attorney (included in Signature Pagehefinitial Registration Statemer

99.1 Appraisal Report of RP Financial LC (portions filedpaper format only)

99.2 Form of marketing materials to be used in conneatigh the offering*

* Previously filed
**  To be filed by amendmer
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(b) Financial Statement Schedules.
All schedules have been omitted as not applicablebrequired under the rules of Regulation S-X.

ltem 17. Undertakings.
The undersigned Registrant hereby undertakes:

To file, during any period in which offers alss are being made, a post-effective amendmehist®&egistration
Statement

(1)

()

(3)

(i)
(ii)

(iii)

To include any Prospectus required by Section {BY@f the Securities Act of 193

To reflect in the Prospectus any facts or ésemising after the effective date of the RegtsiraStatement (or the
most recent postffective amendment thereof) which, individuallyioithe aggregate, represent a fundamental ct
in the information set forth in the Registratiomt®ment. Notwithstanding the foregoing, any inceeasdecrease in
volume of securities offered (if the total dollalwe of securities offered would not exceed thattviwas registered)
and any deviation from the low or high end of tkdreated maximum offering range may be reflectethinform of
prospectus filed with the Commission pursuant tteR24(b) if, in the aggregate, the changes inmaland price
represent no more than a 20% change in the maxiaggregate offering price set forth in the “Calcigiatof
Registration Fe” table in the effective Registration Statem:

To include any material information with respecttie plan of distribution not previously disclosadhe Registratio
Statement or any material change to such informatiadghe Registration Stateme

That, for the purpose of determining any lispiinder the Securities Act of 1933, each such-ptfective amendment sh
be deemed to be a new Registration Statementngletithe securities offered therein, and the oféeof such securities at
that time shall be deemed to be the initial boda 6ffering thereof

To remove from registration by means of a mdetive amendment any of the securities beingsteged which remain
unsold at the termination of the Offerir

Insofar as indemnification by the Registrant fabilities arising under the Securities Act of 1988, amended, may be permitted to
directors, officers and controlling persons of Registran
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pursuant to the foregoing provisions, or otherwike,Registrant has been advised that in the apinfiche Securities and Exchange
Commission such indemnification is against pubbiqy as expressed in the Securities Act and exgiore, unenforceable. In the event th
claim for indemnification against such liabilitiésther than the payment by the Registrant of exgeiecurred or paid by a director, officer or
controlling person of the Registrant in the sucttgéstefense of any action, suit or proceeding)sisested by such director, officer or
controlling person in connection with the secusitieing registered, the Registrant will, unlesthaopinion of its counsel the matter has t
settled by controlling precedent, submit to a cofidppropriate jurisdiction the question whethgersindemnification by it is against public
policy as expressed in the Securities Act andlvédlgoverned by the final adjudication of such issue

The undersigned Registrant hereby undertakes that:

1) For purposes of determining any liability untlee Securities Act of 1933, the information ondtfeom the form of
prospectus filed as part of this Registration $ta&tet in reliance upon Rule 430A and containedfora of prospectus
filed by the Registrant pursuant to Rule 424(b¥(1§4) or 497(h) under the Securities Act shaltbemed to be part of this
Registration Statement as of the time it was dedlaffective

(2 For the purpose of determining any liabilityden the Securities Act of 1933, each post-effectiveendment that contains a
form of prospectus shall be deemed to be a newstragion statement relating to the securities effaherein, and the
offering of such securities at that time shall bemed to be the initial bona fide offering ther:
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SIGNATURES

Pursuant to the requirements of Securities Act9®3] the Registrant has duly caused this Registr&tatement to be signed on its
behalf by the undersigned, thereunto duly authdrizethe City of Dunkirk, State of New York, onlfteary 9, 2006.

Lake Shore Bancorp, In

/s/ Davib C. M ANCUSO

By: David C. Mancusi
President and Chief Executive Offic
(Duly Authorized Representativ

Pursuant to the requirements of the SecuritiesoA&B33, as amended, and any rules and regulgtiammsulgated thereunder, this
Registration Statement, has been signed by thewolh persons in the capacities and on the dathksated.

Name Title Date
/s/ DaviD C. M ANCUSO President, Chief Executive Officer February 9, 2006
and Director
David C. Mancust (Principal Executive Officer
/s/ ROBERTL. SMITH Chief Financial Officer February 9, 2006
(Principal Financial and
Robert L. Smitt Accounting Officer)
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Name

Sharon E. Brautigar

Michael E. Brunec:

James P. Foley DD

Thomas E. Ree

Daniel P. Reining:

Gary W. Winge!

Nancy L. Yocurr

Title

Director

Director

Director

Director

Director

Director

Director

* By David C. Mancuso, attorn-in-fact. See Powers of attorney filed as Exhibit 2

-6

Date

February 9, 2006

February 9, 2006

February 9, 2006

February 9, 2006

February 9, 2006

February 9, 2006

February 9, 2006



Exhibit 23.2
Consent of Independent Registered Public Accourking

We hereby consent to the use in the Prospectuala Bhore Savings & Loan Association, constitusingart of this Amendment No. 3 to the

Registration Statement (Form S-1) and Forms MH@d.MHC-2, of our report dated October 7, 2005,tmetpto the financial statements of
Lake Shore Savings & Loan Association which isuideld in that Prospectus.

We also consent to the reference to us under fht@oa'Experts” in the Prospectus.

/sl Beard Miller Company LLP

Pittsburgh, Pennsylvania
February 9, 2006



Exhibit 23.3
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the use in this AmendmenBNo.Registration Statement on Form S-1 of our negated July 21, 2004 relating to the
financial statements of Lake Shore Savings and lAsswociation as of December 31, 2003 and for tleey@ars then ended, which appears in

such Amendment No. 3 to Registration Statementaldt@ consent to the reference to us under the mgédiperts” in such Amendment No.
3 to Registration Statement.

/sl PricewaterhouseCoopers LLP
Buffalo, New York
February 9, 200



