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PRELIMINARY PROSPECTUS

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

Lake Shore Bancorp, Inc. is offering common stamksfale in connection with the reorganization oké&hore Savings and Loan Association
into the mutual holding company form of organizatidhe shares we are offering for sale represet dbthe to-be outstanding common stock of
Lake Shore Bancorp. In connection with the reorz@tion, Lake Shore Savings and Loan Associatiohasitvert its New York State mutual savings
and loan charter to a federal stock savings baakehand change its name to Lake Shore Savingk. Baaddition, Lake Shore Savings Bank will
form Lake Shore Bancorp, which will own 100% of kea8hore Savings Bank upon completion of the redzgéon. Lake Shore, MHC, the federally-
chartered mutual holding company to be formed bkel8hore Savings Bank, will own 53% of the outsiag@ommon stock of Lake Shore Bancorp.
In connection with the reorganization, we will afsom The Lake Shore Charitable Foundation. Wenidt® contribute to the charitable foundation an
amount of authorized but unissued shares thaegilkl 2% of the Lake Shore Bancorp common stocktanding after the reorganization. We have
applied to have our common stock quoted on the &tadtational Market under the symbol “LSBK.”

We are offering up to 2,587,500 shares of commocksfor sale on a best efforts basis, subject ttateconditions. We must sell a minimum of
1,912,500 shares to complete the offering. We nedlyup to 2,975,625 shares without resolicitingsaribers due to of regulatory considerations,
demand for our shares or changes in market conditibhe offering is expected to terminate at 1&00., Eastern Time, on [Date 1, 2006]. We may
extend this expiration date without notice to yatilDate 2, 2006], unless the Office of Thrift Brvision 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 not papm@mission to purchase shares of common stock inffeeing. All shares are offered for sale at &g
of $10.00 per share.

If you are or were a depositor of Lake Shore Sa/ymy may have a priority right to purchase shafe®mmon stock. The minimum purchas
25 shares. Once submitted, orders are irrevocaiidssithe offering is terminated or extended bey@ade 2, 2006]. If the offering is extended bey
[Date 2, 2006], subscribers will be resolicited aien the right to modify or rescind their purchasders. Funds received before completion of the
offering will be held in a segregated account dtd_8hore Savings, or at our discretion at anotigrred depository institution, and will earn inttra!
our passbook savings rate. If we terminate theioffe or if we extend the offering beyond [Date2@06] and you rescind or modify your order, we
will promptly return applicable funds with interesttour passbook savings rate.

We expect our directors and executive officersetbgr with their associates, to subscribe for 89 &tares, which equals 3.8% of the shares that
will be sold in the offering at the midpoint of tbéering range plus shares issued to our chadtéhindation.

OFFERING SUMMARY
Price Per Share: $10.00

Maximum, As

Minimum Maximum Adjusted
Number of share 1,912,501 2,587,50! 2,975,62!
Gross offering proceec $19,125,00 $25,875,00 $29,756,25
Estimated offering expens $ 1,392,000 $ 1,453,000 $ 1,489,001
Estimated net procee $17,733,000 $24,422,00 $28,267,25
Estimated net proceeds per sh $ 9.27 $ 9.44 % 9.5C

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

These securities are not deposits or savings adsamd 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 determined if this prospeédaccurate or complete. Any representation éodbntrary 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 Saviags 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, tholy “ Risk Factors' beginning on page 24.

The sections entitietBummary” and “The Reorganization and Offerifidpeginning on page 5 and page 109, respectivetwige detailed
information about the offering and placing stocHers.

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 reorgaioizaAs part of the reorganization, Lake
Shore Savings will convert from a New Yockartered mutual savings and loan associatiorféderal stock savings bank. Currently, Lake S
Savings is a New York-chartered mutual (meaningtookholders) savings and loan association. Aswatref the charter conversion and
reorganization, Lake Shore Savings and Loan Asgoniavill change its name to Lake Shore SavingskBamd become a federally-chartered
stock savings bank in a mutual holding companycstine with two holding companies. Lake Shore Sawiwgl form a new federally-chartered
stock holding company, Lake Shore Bancorp. It séll 45% of its common stock to the public and veidlue 53% of its common stock to Lake
Shore, MHC, a federal mutual holding company. Inr&ztion with the reorganization, we will also fofthe Lake Shore Charitable Foundation.
We intend to contribute to the charitable foundatm amount of authorized but unissued sharesviiaqual 2% of the Lake Shore Bancorp
common stock outstanding after the reorganizatimhdadfering. After the reorganization and offerihgke Shore Bancorp will own 100% of
Lake Shore Savings Ba's outstanding common stoc

Will the reorganization affect my deposit account®r loans?

No. The reorganization is an internal change tocouporate structure. It will not affect the balarar terms of deposit or loan accounts,
deposits will continue to be federally insured bg Federal Deposit Insurance Corporation up tortheimum legal limits. Deposit accounts are
not being converted to stoc

How many shares of common stock are being offeredif sale 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 stock. If, asw@ltref regulatory considerations, demand for dwares or changes in market conditions, the
independent appraiser determines our market valaséntreased, we may sell up to 2,975,625 shatésutigiving you further notice or the
opportunity to modify or cancel your stock ord

Who may purchase shares of common stock in the offeg?

Rights to subscribe for common stock in a subsorpoffering have been granted under our plan ofganization to the following persons in
following descending order of priorit

1. Lake Shore Savin’ depositors with deposit balances aggregating $30ave as of June 30, 20C“eligible account holde”);
2. Our ta-qualified employee benefit plar

3. Lake Shore Savings’ depositors with depositrixada aggregating $50 or more as of December 35, €80pplemental eligible account
holder¢’); and
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4. Lake Shore Savin’ depositors as of Janue__, 2006.

In the event that the above do not subscribe fafahe shares of common stock being offered &be swe may offer shares in a community

offering to the general public, giving a purchasef@rence to natural persons who reside in ChautgUgrie and Cattaraugus Counties, New
York.

What factors should | consider when deciding whethreto purchase shares of common stock in this offemng?

There are many important factors for you to consii@gore making an investment decision. You shoedd this entire prospectus, including
“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 feptiochase shares in the offeril

How many shares of common stock may | buy

The minimum order is 25 shares. The individuaighase limitation is $200,000 of common stock @hrequals 20,000 shares) in the offering.
Furthermore, no person, together with associatdparsons acting in concert with such person, naghase more than $400,000 of common
stock (which equals 40,000 shares) in all categafehe offering combinet

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

No. Unlike insured deposit accounts at Lake Shangrfgs, our common stock, like all common stockl| mat be insured or guaranteed by
Federal Deposit Insurance Corporation or any agogernment agenc'

When is the deadline for subscribing for common sitk?

We must receive at our Stock Information Cemtgroperly signed and completed stock order forth thie required payment no later than
11:00 a.m., Eastern Time, on [Date 1, 2006]. Dejiva# a stock order form may be made

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

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

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

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

» you can authorize a withdrawal from certain typekake Shore Savings deposit accounts as explaingte stock order form. There will
no penalty for early withdrawal from certificatecacnts.

The amount(s) designated by you for withdrawal ningstwvailable within your account(s) at the timereeeive the stock order form. Funds will
not be withdrawn prior to completion of the offegiperiod, but a hold will be placed on the dollaroaints designated, so the amounts will nc
available to you during the offering period.

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

A:  No. Federal law prohibits Lake Shore Savings fraravkingly loaning funds to purchase shares of comstook in the offering. You may n
submit a check drawn on a Lake Shore Savings fieealit as payment for share

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

A:  You might be able to use individual retiremeotaunt funds, however you may not authorize divéttidrawal from a Lake Shore Savings
individual retirement account. Furthermore, usimgdividual retirement account funds for this typepafchase requires special arrangements and
additional processing time. Federal law requires #uch funds first be transferred to a self-dedeetirement account with a trustee other than
Lake Shore Savings. If you are interested in usidgidual retirement account funds held at Lake@i®@hSavings or elsewhere, please promptly
call the Stock Information Center for assistancefgrably at least two weeks before the , 2006 offering expiration date. We cannot
guarantee that you will be able to use retirement$ held at Lake Shore Savings or elsewhere i®ptirchase. Your ability to use these funds
may depend on timing constraints and, possiblyifditions imposed by the individual retirement aguoustee

Q: Does Lake Shore Bancorp intend to pay dividends atne 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. Wekalldcate shares in the order of priority
established in our plan of reorganization. Ordec®ived in the subscription offering will have pitip. If we are unable to fill your order, or can
only fill your order in part, you will receive appropriate refund, with interest. If you paid byeck or money order, we will issue you a
refund/interest check. If you paid by authorizingi¢hdrawal from your Lake Shore Savings deposibant(s), we will only withdraw the funds
necessary to pay for the shares you receive. Urfuseld, along with accrued interest, will remairyour account(s,

3
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Q:
A:

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

Upon completion of the reorganization and offgriwhen our shares have begun trading, you matacba firm offering investment services in
order to buy or sell our shares. We have applidtht@ our common stock quoted on the Nasdaq Nat\daiket under the trading symbol
“LSBK.” We cannot assure you that you will be able toysmir shares at or above the $10.00 per share rfferice.

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

We encourage you to read this entire prospectus.nyay direct questions to our Stock Information €eat (800) 80-8430. You may also vis
our Stock Information Center, which is located at administrative office (not our main banking o#iin Dunkirk). This is the only location that
will accept stock order forms and have suppliesftdgring materials. The Stock Information Centeloisated at 31 East Fourth Street, Dunkirk,
New York. The Stock Information Center is open Mandhrough Friday, except for bank holidays, frodn0D a.m. to 4:00 p.m., Eastern Tir

4
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SUMMARY

This summary highlights selected information fréis tocument and may not contain all the informatizat is important to you. To fully
understand the offering, you should read this eniocument carefully. In certain instances whengrapriate, the terms “we,” “us” and “our” refer
collectively to Lake Shore, MHC, Lake Shore Ban@orp Lake Shore Savings, or any one of theseemtdepending on the context. For assistance,
please contact our Stock Information Center at j88I¥-8430.

THE COMPANIES

Lake Shore, MHC

Lake Shore, MHC will be formed upon completion loé reorganization. Upon completion of the reorgation, Lake Shore, MHC will become
our federally-chartered mutual holding company paead will own 53% of Lake Shore Bancorp’s outdiag common stock. So long as Lake Shore,
MHC exists, it will own a majority of the votingatk of Lake Shore Bancorp. Lake Shore, MHC is motently an operating company. Lake Shore,
MHC will have no stockholders and current and faetdepositors of Lake Shore Savings will becomearikenbers of Lake Shore, MHC. We do not
expect that Lake Shore, MHC will engage in any bess activity other than owning a majority of tlenenon stock of Lake Shore Bancorp.

The corporate headquarters of Lake Shore, MHC beilthe same as Lake Shore Savings, which areetbeatl25 East Fourth Street, Dunkirk,
New York 14048. The telephone number at this addseé716) 36-4070.

Lake Shore Bancorp, Inc.

This offering is made by Lake Shore Bancorp, Ireké. Shore Bancorp is not currently an operatingpsom. Lake Shore Bancorp will be
formed upon completion of the reorganization asdefally-chartered mid-tier stock holding compahfger the reorganization, Lake Shore Bancorp
will own all of Lake Shore Savings’ outstanding aoon stock and will direct, plan and coordinate L&k®re Savings’ business activities. In the
future, Lake Shore Bancorp might also acquire ganize other operating subsidiaries, including offmancial institutions, although it currently has
no specific plans to do so.

The corporate headquarters of Lake Shore Bancdpevihe same as Lake Shore Savings, which asddat 125 East Fourth Street, Dunkirk,
New York 14048. The telephone number at this addeé/16) 36-4070.

Lake Shore Savings and Loan Association

Lake Shore Savings and Loan Association, or Lal@eé&Bavings, is a savings and loan associatiomtezrkd in New York in 1891. As a
community-oriented financial institution, Lake Sa@avings is dedicated to serving the financialisemeeds of consumers and businesses within its
market area. We engage primarily in the businesgtcdcting deposits from the general public aridgusuch funds to originate loans. We emphasize
the origination of loans secured by first mortgage®wner-occupied, residential real estate. Tesadr extent, we originate other types of reatesta
loans, commercial loans and consumer loans. Aepfegnber 30, 2005, we had total assets of $334libmideposits of $251.6 million and total
equity of $27.7 million.

Our corporate headquarters are located at 125A6asth Street, Dunkirk, New York 14048. The telepbmumber at this address is (716) 366-
4070. Our website is www.lakeshoresavings.com.
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The Lake Shore Charitable Foundation

In 1993, Lake Shore Savings created a grant progwagive back to the communities where our brarfbes were located. Our Community Re-
investment Fund provides funds to local non-prfiganizations, such as sports organizations, groaps, hospitals, schools, and charitable
organizations. Since 1993, we have awarded in exafe$650,000 in grants from this fund. Large daret which have been awarded include $15C
to Brooks Memorial Hospital, $75,000 to the DunMiikrary, and $125,000 to the State University tédonia Alumni Foundation. All funds granted
were derived from earnings in the year the grarg awsarded.

To continue our long-standing commitment to oualadmmunities, we intend to establish a charitéedation, The Lake Shore Charitable
Foundation, as a non-stock Delaware corporati@oimection with the reorganization. We will fune ttharitable foundation with an amount of stock
equal to 2% of the shares of Lake Shore Bancorpmoamnstock outstanding after the reorganizationeBam the purchase price of $10.00 per share,
we would fund the charitable foundation with 10@@&hares of our common stock at the midpoint offifering range. Our contribution to the
charitable foundation would reduce net earning$@15,000, after tax, in the year in which the dhaate foundation is established, which is expected
to be fiscal 2006. The Lake Shore Charitable Fotiodavill make grants and donations to non-profil@ommunity groups and projects located
within our market area. It is anticipated that tlade Shore Charitable Foundation will distributdegtst 5% of its net investment assets each yéar. T
distributions will be made based on the followingpties:

* potential impact and the number of people who béthefit;
» programs which represent innovative, efficient agghes to serving community needs;
* requests that will assist those citizens whose sx:@aeglnot met by existing programs or services;

» organizations that work cooperatively with otheemagjes in the community to encourage efficientafssommunity resources and elimini
duplicated service:

» projects which promote volunteer participation aitizen involvement; and

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

Except in unusual circumstances, contributions moll exceed $2,500. Contributions will not ususidymade to capital campaigns, to establish
or add to endowment funds, general operating bsdgfetxisting organizations, publications of bookgrograms, conferences, or annual fund-raising
campaigns. Contributions will not normally be madeupplant tax funds for projects or activitieatttvould ordinarily receive public support.
Contributions will be made for one year at a timthwo commitment for ongoing projects. Specialjgects that are sponsored by educational or
religious institutions will be considered only fifely benefit the community as a whole. Careful atersition will be given to the commitment and
composition of the requesting organization’s baasbers, officers, and project leaders. The orgdioizs the charitable foundation contributes to
must be able to demonstrate fiscal responsibititgnagement qualifications, and the ability to catgldeliver, or provide the services or prograon
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 time to time. Tdmount of common stock that we would offer for saléhe offering would be greater if the offering
were
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to be completed without the contribution to The &&hore Charitable Foundation. The establishmettteotharitable foundation requires the
affirmative vote of a majority of the votes eligitio be cast by Lake Shore Savings’ depositorsaRorther discussion of the financial impact o th
charitable foundation, including its effect on thagho purchase shares in the offering, s€erhparison of Valuation and Pro Forma Informatioiittv
and Without Charitable Foundatidron page 45.

Our Market Area

We conduct operations from eight full service biranffices and twelve ATMs in Chautauqua and Erie@@s, which are located on the
western border of New York State. Chautauqua Cocotyains multiple prime industrial and buildingesiand a skilled and productive labor force.
Erie County is a metropolitan center and is homBuffalo, the second largest city in New York. B@&hautaugua and Erie Counties exhibit slower
rates of population growth, have lower per capitbime and slower growth in per capita income thanlnited States and New York State averages.
Notwithstanding these demographic characteristiosprimary market area has historically been stabith a diversified base of employers ¢
employment sectors and is not dependent on onerkgjoyer.

Our Operating Strategy

Our mission is to operate and grow a profitable mamity-oriented financial institution serving primarilytaél customers and small businesse
our market area. After the reorganization and oftgrwe plan to continue our strategy of:

* operating as an independent community-orientecdhizh institution;

» expanding our branch network and upgrading outtiegivranches

e  pursuing opportunities to increase residential @ mercial real estate lending in our market goedjcularly in Erie County, New 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 sgsiand loan association with no stockholders. @poditors currently have the right to vote
on certain matters such as the election of dirscitine mutual holding company reorganization aratteh conversion process that we are now
undertaking involves a series of transactions bickvive will convert from the state-chartered mutieain of organization to the federally-chartered
mutual holding company form of organization. In grecess, we will change our name from Lake Shaxéngs and Loan Association to Lake Shore
Savings Bank. In the mutual holding company stngtlake Shore Savings will be a federally-chadestock savings bank and all of its outstanding
common stock will be owned by newly-formed Lake @hBancorp. In addition, 45% of Lake Shore Bancog@mmon stock will be owned by the
public and our tax-qualified employee benefit ple2 will be owned by our charitable foundation &386 will be owned by our newly-formed
federal mutual holding company, Lake Shore, MHCr @epositors on the closing date of the reorgaitimatill become the members of Lake Shore,
MHC and will have similar voting rights in Lake Slep MHC as our depositors currently have in Laker8tsavings.

The following diagrams show our current organizagiostructure and our organizational structureraftenpletion of the reorganization and
offering.

Our current organizational structure:

Lake Shore Savings and Loan
Association

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

Public Stockholders (45%)

Lake Shore, MHC and Foundation {2%6)

53% of Common Stock

Lake Shore Bancorp, Inc.

l 100 of Common Stock

Lake Shore Savings Bank

Our normal business operations will continue withaterruption during the reorganization and thesafficers and directors who currently
serve us will continue to serve us after completibthe 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 taieing raised and prudently deploy the
proceeds, while enabling us to:

» support future lending and operational growth idatg branch activities and acquisition of othegficial institutions, although we have
such acquisition plans at this tirr

* increase our ability to serve our communities;

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

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

» enhance our ability to attract and retain qualifié@ctors, management and other employees thrstagk-based incentive plan
« form a charitable foundation to benefit the comntiasiin which we maintain our corporate headquarbera branch office; and

e structure our business in a form that will enatdeéaiaccess capital markets.

Although we are interested in finding new posshanch locations, we do not have any specific ptaresrangements for further branch
expansion, other than the branch expansion platsisied iffOur Business”that are already underway, and which are not cgatihon the
reorganization or the offering.

Terms of the Offering

We are offering between 1,912,500 and 2,587,50fesha common stock of Lake Shore Bancorp for aakn offering price of $10.00 per
share. The subscription offering is made to Laker&isavings’ eligible depositors and our tax-qiediemployee plans. Shares not sold to these
persons may be made available to the public imanzonity offering, and shares not purchased in tisacription offering or the community offering
may be offered for sale through a syndicated conityoffering. The maximum number of shares thatse# in the offering may increase by up to
15%, to 2,975,625 shares, as a result of demarttiédaghares in the offering, positive changesnaritial markets in general and with respect to
financial institution stocks in particular or regtdry considerations. Unless the number of shdresramon stock to be offered is increased to more
than 2,975,625 or decreased to less than 1,91296@0e offering is extended beyond , subscribers will not have the opportunity to nfipair
cancel their stock orders. In addition, we intem@antribute shares of our authorized but unisswedmon stock to The Lake Shore Charitable
Foundation, a new charitable foundation to be distad, in an amount equal to 2% of the numbehafes we issue in the reorganization.

All investors will pay $10.00 per share; no comriurswill be charged to purchase shares of commaecksRyan Beck & Co., Inc., our selling
agent in the offering, will use its best effortsagsist us in selling shares of our common stoglnMBeck & Co., Inc. is not obligated to purchasg a
shares of common stock in the offering.
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How We Determined the Offering Range and the $10.0Price Per Share

The decision to offer between 1,912,500 sharez&17,500 shares, which is our offering rangeaisel on an independent appraisal of our pro
forma market value prepared by RP Financial, L@irna experienced in appraisals of financial indiitns. RP Financial, LC. is of the opinion that as
of December 22, 2005, the estimated pro forma maee of our common stock on a fully convertedibavas between $42.5 million and $57.5
million, with a midpoint of $50.0 million. This isur established valuation range. The term “fullywerted’means that RP Financial, LC. assumed
100% of our shares of common stock had been sdliktpublic, as opposed to the 45% that will bel solthe offering. The $10.00 per share price
selected primarily because it is the price mostmmomy used in mutual to stock conversions and r&aigations of financial institutions.

In preparing its appraisal, RP Financial, LC. cdeséd the information contained in this prospedhduding Lake Shore Savings’ financial
statements. RP Financial, LC. also considereddtewing factors, among others:

» the present and projected operating results aaadial condition of Lake Shore Bancorp and Laker8I8avings, and the economic ¢
demographic conditions in Lake Shore Sav' existing market area

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

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

» the impact of the offering on Lake Shore Ban’s consolidated net worth and earnings potential;

» the trading market for securities of comparablditinsons and general conditions in the marketdioch securities.

In reviewing the appraisal prepared by RP Finanti@l, the board of directors considered the meathagles and the appropriateness of the
assumptions used by RP Financial, LC. in additiothé factors listed above, and the board of dirsdbelieves that these assumptions were
reasonable.

The board of directors determined that the sharesmmon stock should be sold at $10.00 per shiaa¢ 45% of the to-be outstanding shares of
Lake Shore Bancorp common stock should be offeseddle in the offering, that 53% should be issieeldake Shore, MHC and 2% issued to our
charitable foundation. We chose to sell 45% oftote outstanding shares of common stock in therioff, rather than a smaller portion, because we
believe that we will be able to deploy the capigased in an offering of this size and becauses#ie of a smaller number of shares would makesst le
likely that an active trading market for the shameaild develop. Based on the estimated valuatiogeand the per share purchase price, the num
shares of our common stock that will be outstandipgn completion of the offering will range fron280,000 shares to 5,750,000 shares (subject to
adjustment to 6,612,500 shares), and the numbshrases of our common stock that will be sold indffering will range from 1,912,500 shares to
2,587,500 shares (subject to adjustment to 2,985%6ares), with a midpoint of 2,250,000 shares.iuraber of shares of our common stock that L
Shore, MHC will own after the offering will rangeofn 2,252,500 to 3,047,500 (subject to adjustmeit$04,625 shares). The number of shares of
common stock to be issued to our charitable fouadatill range from 85,000 to 115,000 (subject tustment to 132,250 shares). The estimated
valuation range may be amended with the approvileoDffice of Thrift Supervision.
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The appraisal will be updated before we completeotifiering. If the estimated valuation range of ¢benmon stock at that time is either below
$42.5 million or above $66.125 million, then, aftensulting with the Office of Thrift Supervisiowe may:

» terminate the plan of reorganization and returriwedtls promptly

* hold a new offering;

» return all funds and terminate the plan of reorgation;

» establish a new offering range and commence aicgatibn 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 vei
returned promptly to the subscriber, with intergdtake Shore Savings’ passbook savings rate, epdsit account withdrawal authorizations will be
cancelled. See The Reorganization and Offering — How We DetermihedOffering Range and the $10.00 Purchase Pfite any event, the offerir
must be completed by no later than [final date].

Two measures that some investors use to analyztherhe stock might be a good investment are thie othe offering price to the issuer’'s
“book value” and the ratio of the offering priceth® issues annual net income. RP Financial considered tfeies, among other factors, in prepai
its appraisal. Book value is the same as totaltgguid represents the difference between the issassets and liabilities. RP Financial’s appraédsd
incorporates an analysis of a peer group of pubtieldded mutual holding companies that RP Finaramakidered to be comparable to us. As mutual
holding companies, the peer group is comprisedofpanies that operate under the same form of pablieership as Lake Shore Bancorp will be
operating after the offering. Under the mutual irgdcompany form of ownership, the majority of t@mmon stock outstanding is owned by the
mutual holding company and the remaining shareghwtonstitute a minority of the common stock, enened by the public stockholders.

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

Price To 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 pricingeatfor the peer group of companies, assuming thdycbmpleted a second-step conversion,
and for Lake Shore Bancorp, assuming it had alkp donverted. RP Financial’s calculations of thiyf-converted pricing multiples for the peer gr
companies assume the pro forma impact of selliagribtual holding company shares of each of the geeip companies at their respective trading
prices on December 22, 2005. RP Financial's caliculaf the fully-converted pricing multiples folake Shore Bancorp assumes the pro forma impac
of selling
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100% of the shares of common stock to be issuétetpublic at $10.00 per share. Compared to theageeully-converted pricing ratios of the peer
group, Lake Shore Bancorp’s pro forma fully-conedrpricing ratios at the maximum of the offeringga indicated a discount of 21.0% on a price-to-
earnings basis and a discount of 13.3% on a poid®ok basis. At the minimum and maximum of thetaéibn range, a share of common stock is
priced at 17.29 times and 22.44 times Lake Shore@&®'’s earnings. The peer group companies, asoédber 22, 2005, traded on average at 28.41
times earnings. The median trading price of the geup common stock was at 27.37 times earningghédminimum and maximum of the valuation
range, the common stock is valued at 67.24% ar@B¥brespectively, of Lake Shore Bancarpro forma book value. This represents a disctmtite
average trading price to book value of peer grauppanies, which as of December 22, 2005, averag&®®. As of December 22, 2005, the median
trading price of peer group companies was 86.43%ebook 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 aysis, RP Financial assumed offering expenses eéquad% of the gross proceeds, a pre-tax
reinvestment rate of 4.01% of the net proceedb@bffering, a tax rate of 38.50%, purchases byethployee stock ownership plan equal to 8.0% of
the offered shares, funded with a loan from Laker8tBancorp with a 30-year term, purchases by #eagement recognition plan of an amount of
shares equal to 1.96% of the shares outstandiagta# offering (including shares issued to Thed_8kore Charitable Foundation) with a five-year
vesting schedule and the adoption of a stock oggian equal to 4.90% of the shares outstanding #ifeeoffering (including shares issued to The Lake
Shore Charitable Foundation). Shares of commorkgtorchased by the management recognition plan assemed at $10.00 per share. The stock
options were assumed to be granted with an exepdise of $10.00 per share, vest over a five-yeaiog and have a term of 10 years.

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

The following table provides information regarditihg 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 formarketvalue, RP Financial considered the after
market performance of mutual holding company reoigdions completed in the three months prior taddeber 22, 2005, which was the date of its
appraisal report. RP Financial considered inforamategarding the new issue market for convertimitshas part of its consideration of the market fo
thrift stocks.

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

Price Performance from Initial Trading Date

Through
1 Day 1 Week 1 Month December 2z

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, Ini WAUW 10/05/0F 12.5% 7.3% 9.5% 16.€%
Ottawa Savings Bancorp, Ir OTTW  07/14/0F 4.C% 5.C% 7.C% 3.C%
United Financial Bancorp, In UBNK 07/13/0F 17.5% 16.(% 17.(% 18.(%
Heritage Financial Grou HBOS 06/30/0* 7.5% 7.5% 9.3% 13.2%
Colonial Bancshares, In COBK  06/30/0¢  6.C% 9.9% 7.5% 5.6%
North Penn Bancorp, In NPEN  06/02/0¢* 10.(% 2.5% 1.5% 3.C%
Rockville Financial, Inc RCKB  05/23/0f 4.8%  10.5E% 20.(% 35.5%
FedFirst Financial Cory FFCC 04/07/0t -6.€% -9.3% -14.5% -11.5%
Brooklyn Federal Bancorp, In BFSE  04/06/0¢ -0.E% -1.C% -5.C% 11.1%
Prudential Bancorp of PA In PBIF  03/30/0f -1.E% -6.5% -12.5% 13.8%
Kentucky First Federal Banco KFFB  03/03/0* 7.€% 12.(% 12.2% 0.5%
Kearny Financial Corg KRNY  02/24/0¢ 13.% 15.(% 11.2% 25.5%
Home Federal Bancorp of L HFBL  01/21/0f -1.C% 0.5% -0.8% -2.5%
BV Financial, Inc. BVFL  01/14/0tf -6.E% -5.0% -0.7% -14.(%
Georgetown Bancorp, In GTWN  01/06/0f 2.C% -0.5% 0.5% -14.5%
SFSB, Inc SFBI  12/31/0:  7.E% -0.9% -1.5% -4.5%
Ocean Shore Holding C OSHC  12/22/0: 21.5%  22.(% 6.3% 13.5%
Lincoln-Park Bancorp, Inc LPBC  12/20/0¢ 10.%  12.2% 0.C% -11.(%
Abington Community Bancorp, In ABBC  12/17/0¢ 33.5%  33.(% 29.(% 31.2%
Home Federal Bancorp, In HOME 12/07/0¢ 24.% 26.8% 23.%% 26.2%
PSB Holdings, Inc PSBF  10/05/0:  5.C% 6.0% 5.0% 6.C%
Atlantic Coast Federal Cor ACFC  10/05/0¢ 17.52%  23.1% 30.(% 43.%%
Naugatuck Valley Financial Cor NVSL  10/01/0:  8.C% 8.1% 8.C% 4.2%
Sl Financial Group Inc SIFI  10/01/0¢ 12.(%  10.€% 10.2% 8.1%
First Federal Financial Services, I FFFS  06/29/0: 15.(% 22.52% 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: 29.2%  25.(% 12.5% 1.5%
K-Fed Bancory KFED 03/31/0: 34.%%  29.2% 15.%% 20.6%
Citizens Community Bancot CZWI  03/30/0¢ 23.%  27.2% 18.(% 30.(%
Clifton Savings Bancorp, In CSBK  03/04/0: 22.5%  37.&% 32.5% 2.2%
Cheviot Financial Cor CHEV 01/06/0¢ 33.2%  33.5% 34.2% 12.2%

Average 11.6% 11.%% 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, this table 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 fagtorcluding, but not limited to general
market and economic conditions; the interest ratérenment; the amount of proceeds a company raisis offering; and numerous factors relatin
the specific company, including the experience ability of management, historical and anticipatperating results, the nature and quality of the
company’s assets, and the company’s market areacdmpanies listed in the table above may notrbéasito Lake Shore Bancorp, the pricing
rations for their offerings may be different frohetpricing ratios for Lake Shore Bancorp commoglstnd the market conditions in which these
offerings were completed may be different from entrmarket conditions. Any or all of these differea may cause our stock to perform differently
from these other offerings. Before you make anstwent decision, we urge you to carefully read éniire prospectus, including, but not limited to,
the section entitled Risk Factors’ beginning on page 24.

You should be aware that, in certain market cood#j common stock prices of initial public offerinigave decreased. For example, as the table
above illustrates, the common stock of 10 compaméeked at or below their initial offering price\atrious times through December 22, 2005. We can
give you no assurance that our common stock wiltrzale below the $10.00 purchase price or thastagk will perform similarly to other recent
mutual holding company initial 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. Warga complete the reorganization and
related offering unless:

* The charter conversion of Lake Shore Savings fratate-chartered mutual savings and loan assatittia federally-chartered mutual
savings bank is approved by the affirmative voteitfer:

° 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’ ouiditag deposits represented at the special meetidgpmsitors.

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

* 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, pi&ith will award shares of our common stock igible employees primarily based on
their compensation. It is expected that our em@asteck ownership plan will purchase a number afefequal to 8% of the shares sold in the
offering plus shares issued to the charitable fatind. It is expected that the employee stock oshmprplan will purchase such shares with the funds
from a 30-year loan from Lake Shore Bancorp.
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Additionally, we may implement a stock option pkmd a management recognition plan that will provadegrants of stock options and of
restricted stock. If such stodlased incentive plans are implemented and apprfoystbckholders within one year of the completibtthe offering, th
number of options granted or shares awarded uhdestock-based incentive plans may not exceed 480%4.96%, respectively, of the shares
outstanding after the offering (including sharesiexd to the Lake Shore Charitable Foundation).

The employee stock ownership plan and the stockebacentive plans will increase our future compdiogs costs, thereby reducing our
earnings. The Financial Accounting Standards Baartithe Securities and Exchange Commission recénélyzed rules that require public
companies to expense the grant-date fair valuwokoptions granted to officers, directors and lyges by their first fiscal year beginning after
June 15, 2005, which, for us, is the fiscal yeajit@ng January 1, 2006. Since all stock optionslva granted after January 1, 2006, we will exgens
the grant-date fair value of such stock optionsdgeizing an expense equal to the grdettie fair value of stock options will increase oampensatio
costs over the vesting period of the options. Addilly, stockholders will experience a reductiartheir ownership interest if we issue new shafes o
our common stock from our authorized but unissuedtess of common stock to fund stock option grantsstock awards. SeeRisk Factors—Risks
Related to the Offeri—Our Stock-Based Incentive and Benefit Plans Willdase Our Costs, Which Will Reduce Our Incred “ Management—
Benefit Plans.”

We may obtain the shares needed for the stock-basedtive plans by issuing additional shares ofitmn stock or through stock repurchases.
However, because Lake Shore, MHC must own a mgjofibur outstanding shares of common stock as &g is in existence, we will fund the pl:
with treasury shares acquired from stock repurchidgke issuance of authorized but unissued sharder the plans would otherwise result in Lake
Shore, MHC not owning a majority of our outstandéigres of common stock

The stock-based incentive plans will comply withagdplicable regulations of the Office of Thrift jgrvision. The stock-based incentive plans
cannot be established earlier than six months #feereorganization and offering and would reqthieeapproval of our stockholders by a majority of
the votes of our outstanding shares of common sbglble to be cast (excluding votes eligible todast by Lake Shore, MHC), unless we obtain a
waiver from the Office of Thrift Supervision thabwid allow the approval of the stock-based incenpilans by our stockholders by a majority of
voting shares (excluding shares voted by Lake SIMHC). Unless a waiver is obtained from the Offafel hrift Supervision, the following additional
Office of Thrift Supervision restrictions would dppo our stock-based incentive plans:

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

* any one no-employee director may not receive more than 5%efoptions and restricted stock awards authoripel@iuthe plans
» any officer or employee may not receive more tha% 2f the options and restricted stock awards aizad under the plans;

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

» accelerated vesting is not permitted except fottdatsability or upon a change in control of L&eore Savings or Lake Shore Bancorp.
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In the event the Office of Thrift Supervision chasdts regulations or policies regarding stock-daseentive plans, including any regulations or
policies restricting the size of awards and vestihigenefits as described above, the restricti@seiibed above may not be applicable.

The following table summarizes the stock benefitg bur officers, directors and employees may weckillowing the offering at the maximum
of the offering range and assuming that we initiathplement a stock option plan granting optionptiochase 4.90% of the shares outstanding afte
offering (including shares issued to The Lake Sl@iaritable Foundation) and a management recognifian awarding shares of common stock e
to 1.96% of the shares outstanding after the offefincluding shares issued to The Lake Shore Giidei Foundation). In the table below, it is
assumed that, at the maximum of the offering raagetal of 2,702,500 shares will be sold to thblisuand issued to the charitable foundation, and a
total of 5,750,000 shares will be outstanding atteroffering, including shares issued to Lake 8hBtHC 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)

216,200 Employee stock ownership pli Officers and employee $ 2,162
112,700 Stock award: Directors, officers and employe 1,127
281,750 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 dategtants are made. For purposes of this table, fai
value is assumed to be the offering price of $1@&0share. The fair value of stock options has lestimated at $3.76 per option using the
Black-Scholes option pricing model with the followgi assumptions: a grant-date share price and optercise price of $10.00; dividend yield
of zero; expected option life of 10 years; riskefipterest rate of 4.34% (based on the 10 yearstirgdNote rate); and a volatility rate of 12.87%
based on an index of publicly-traded mutual holdinghpany institutions. The actual expense of theksbptions will be determined by the
grant-date fair value of the options, which wilpged on a number of factors, including the valuatissumptions used in the option pricing
model ultimately adoptet

The value of the restricted shares of common sidiltlbe based on the price of Lake Shore Bancocpi®mon stock at the time those shares are
awarded, which, subject to stockholder approvaipoaoccur until at least six months after the clatign of the reorganization and offering. The
following table presents the total value of alltriesed shares to be available for grant undemth@agement recognition plan, assuming the shares fo
the plan are purchased or issued in a range ofanprices from $8.00 per share to $14.00 per share.

129,605

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

(In thousands, except for per share price informatn)

$ 8.0C $ 66€ $ 784 $ 90z $ 1,031
$10.0( $ 83: $ 98C $ 1,127 $ 1,29¢
$12.0C $ 1,00(¢ $ 1,17¢ $ 1,352 $ 1,55¢
$14.0C $ 1,16¢ $ 1,372 $ 1,57¢ $ 1,81«

The grant-date fair value of the options grantedeurthe stock option plan will be based in partlenprice of Lake Shore Bancorp’s common
stock at the time the options are granted, whighjext to stockholder approval, cannot occur waitieast six months after the completion of the
reorganization and offering. The value will alsgéed on the various assumptions utilized in theB&choles option pricing model. The following
table presents the total estimated value of thogto be available for grant under the stockarppilan, assuming the market price and exercise pri
for the stock options are equal and the range oketarices for the shares is $8.00 per share 40081per 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¢ $ 97t
$ 10.0C $ 3.7¢ $ 782 $ 921 $ 1,05¢ $ 1,21¢
$ 12.0C $ 451 $ 93¢ $ 1,10¢ $ 1,271 $ 1,461
$ 14.0C $ b5.2¢ $ 1,09t $ 1,28¢ $ 1,48: $ 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 fouodats part of the reorganization and
offering. We will issue shares of our common staekging from 85,000 shares at the minimum of sterated valuation range to 115,000 shares at
the maximum of the estimated valuation range, whklddres will have a value of $850,000 at the miminmf the estimated valuation range and
$1.15 million at the maximum of the estimated véihrarange, based on the $10.00 per share offerilcg. As a result of the issuance of shares based
on the $10.00 per share offering price, we willrelcan after-tax expense of $522,750 at the minimfithe valuation range and of $707,250 at the
maximum of the valuation range, during the quartevhich the offering is completed. The charitafdendation will be dedicated exclusively to
supporting charitable causes and community devedopictivities in the communities in which we opera

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

» resultin an expense, and a reduction in earnthg#ng the quarter in which the contribution is radqual 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 @alble Foundation Will Dilute Your Ownership Intste and Adversely Affect Net
Income in Fiscal Year 20(,” “ Comparison of Valuation and Pro Forma InformatioitMand Without Charitable Foundatidrand “ The Lake Shor
Charitable Foundation’

Tax Consequences of the Offering

The offering will result in no taxable gain or ldssLake Shore, MHC, Lake Shore Bancorp or Laker8Isavings, or to depositors who have a
priority right to subscribe for shares of commoocktin the offering, or to our employees, officedsectors or members, except to the extent that th
nontransferable subscription rights to purchaseeshaf common stock in the offering may be deteedito have value. Thacher Proffitt & Woodp
has opined, as to the United States federal indameonsequences, that it is more likely than hat the fair market value of such subscriptiontsgh
is zero. In that case, there will be no taxable gailoss to depositors who receive nontransfersibscription rights.
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THE OFFERING

Persons Who Can Order Common Stock in the Offering

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

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

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

4.  Lake Shore Savin( depositors as of Januz__, 2006.

In the event that the above persons do not sulesfoitall the shares of common stock being offédcedale, we may offer shares for sale in a
community offering. Natural persons and trustsatinal persons who are residents of Chautauqua,abd Cattaraugus Counties, New York, will
have a purchase preference in any community offehares may also be offered to the general puliie community offering, if any, may begin
concurrently with, during or immediately after thebscription offering. We also may offer sharesamhmon stock not purchased in the subscription
offering or the community offering through a syratie of broker-dealers in what is referred to agraicated community offering. The syndicated

community offering, if any, would be managed by Reck & Co., Inc. We have the right to accepteject, in our sole discretion, any orders
received in the community offering or the syndidatemmunity offering.

If we receive subscriptions for more shares than@be sold in this offering, we may be unabléltor partially fill your order. Shares will be
allocated first to categories in the subscriptiffiering under a formula outlined in the plan of mganization and as described‘Tthe Reorganization
and Offering.”

Minimum and Maximum Purchase Limitations

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

e The minimum purchase is 25 shares of common stouk;

* No individual may purchase more than $200,000 afrmon stock (20,000 shares). If any of the followmpggsons purchase stock, tr
purchases when combined with your purchases caxoetd $400,000 of common stock (40,000 she

. Your spouse, or relatives of you or your spousdndi 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 yrelyding, but not limited to, persons who filejdy a Schedule 13G or Schedule
13D Beneficial Ownership Report with the Securiiesl Exchange Commissiol
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All persons sharing a qualifying joint deposit agabwill be counted as a single depositor for pggsoof determining the maximum amount that
may be subscribed for by an individual, and, unlessietermine otherwise, persons having the samhessiand persons exercising subscription rights
through qualifying accounts registered to the sadudress will be subject to the overall purchaséaiion.

A detailed discussion of the limitations on pur@ssf common stock by an individual and personisgtbgether is set forth under the caption “
The Offering—Limitations on Purchase of Shafes

Subject to Office of Thrift Supervision approvalkemay increase or decrease the purchase limitatighg offering at any time. Our tax-
qualified benefit plans, including our employeec&townership plan, are authorized to purchase U®% of the shares sold in the offering plus issued
to the charitable foundation without regard to dbeve purchase limitations.

How to Purchase Shares of Common Stock

If you want to place an order for shares in thesstiption or community offering, you must complateoriginal stock order form and send it to
us together with full payment. Once we receive yargler, you cannot cancel or change it. You mayfpaghares in the subscription offering or the
community offering in the following ways:

* By personal check, bank check or money order magialjge to Lake Shore Bancorp, Inc. Funds submityeplersonal check must be
available in the account when the stock orderdsixv@d; or

* By authorizing us to withdraw from your deposit @ent(s) maintained at Lake Shore Savings. You nuaathorize direct withdrawal
from Lake Shore Savings checking or NOW accoureade submit a check instead. You may, howevenpaue withdrawal from all type
of money market accounts, savings accounts anificztes of deposit

Checks and money orders received by Lake Shore@awill be cashed immediately and placed in aesgged account at Lake Shore Savings
or, or at our discretion at another insured depoginstitution. We will pay interest on your funggbmitted by check or money order at the rate ay
on our passbook savings accounts, from the dateeeve your funds until the offering is completederminated. All funds authorized for
withdrawal from deposit accounts must be availabkine account when the stock order form is reaki¥@inds will remain in the accounts and
continue to earn interest at the applicable accmatatand will be withdrawn upon completion of tféering. A hold will be placed on those funds
when your stock order is received, making the desied funds otherwise unavailable to you duringaifiering period. If, as a result of a withdrawal
from a certificate account, the balance falls belbezminimum balance requirement, the remainingl$éunill earn interest at our passbook savings
There will be no early withdrawal penalty for witlagvals from certificate accounts used to pay fonemn stock.

Federal law prohibits us from knowingly loaning fisnto purchase shares in the offering. You maysabmit a check drawn on a Lake Shore
Savings line of credit. Additionally, cash, wiramsfers and third party checks may not be remited. may submit your stock order form by mail
using the return envelope provided, by overnightriem to the indicated address on the stock orien for by bringing your stock order form to our
Stock Information Center, located at our admintsteaoffice (not our main banking office in Dunk)rkrhe Stock Information Center is located at 31
East Fourth Street, Dunkirk, New York. Stock orftems may not be delivered to our main bankingoefiin Dunkirk or to any Lake Shore Savings
branches.
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After we receive an order, the order cannot beketgi®r changed, except with our consent. We areeptired to accept copies or facsimiles of
stock order forms.

For a further discussion regarding the stock ordeprocedures, seeThe Reorganization and OfferingRrrocedure for Purchasing Shares in
Subscription and Community Offerings

Using Individual Retirement Account Funds

You may not authorize direct withdrawal from a L&gore Savings individual retirement account. ifi ygsh to use funds in your Lake Shore
Savings individual retirement account to pay faarels of our common stock, please be aware thatdieldev requires that such funds first be
transferred to a self-directed retirement accoditit trustee other than Lake Shore Savings. Tdresfer of such funds to a new trustee takes time. |
you would like to use your individual retirementaant funds held at Lake Shore Savings or elsewhergecommend that you contact our Stock
Information Center promptly, preferably at leasb tweeks before the , 2006 offering expiration date, for assistance.dAfenot guarantee
that you will be able to use retirement funds teliake Shore Savings or elsewhere, for this pwehdour ability to use these retirement funds may
depend on time constraints and, possibly, limitetionposed by the individual retirement accourdtea.

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
not accept any stock orders that we believe invtitegransfer of subscription rights. For a furtliesscussion of subscription rights, se€He
Reorganization and Offerin— Subscription Offering and Subscription Riglits
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, r
bereceivednot 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 leasvd& before , 2006, we may not mail prospectuses any later firardays before
such date, or hand-deliver any prospectuses lderttivo days before that date. Stock order formg omdy 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 offewigbe subject to an

update of the independent appraisal, among otletrrig there may be one or more delays in the oetiopl of the offering. Any orders that you submit
to purchase shares of our common stock in theinffere irrevocable, and you will not have accessubscription funds unless the offering is
terminated, or extended beyond ] or we amend the offering range as described above
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Expiration of the Offering

The subscription offering will expire at 11:00 a.fBastern Time, on . The community offering, if any, is expected ton@ate at th
same time. We may extend this expiration date witlhotice to you, until [extension date], unless @ffice of Thrift Supervision approves a laterec
If the offering extends beyond , we will be required to resolicit subscribers waliog them an opportunity to modify, cancel or maint
their stock orders, before proceeding with theraffg Unless we receive an affirmative responsenfem investor in a designated period of time, all
funds delivered to us to purchase shares of constuak in the offering will be returned promptlyttee subscriber, with interest at Lake Shore
Savings’ passbook savings rate, and deposit acedthdrawal authorizations will be cancelled. Ineent may we extend the offering beyond

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 ,88@res of common stock in the subscription offerimg may take several steps in order to
the minimum number of shares of common stock iroffering range.

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

* make shares available to the public in a commuofigring;

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

» seek regulatory approval to extend the offeringopelythe [extension date] expiration date, provithed any such extension will require us
to resolicit subscriptions received in the offeritfgyou do not respond, we will cancel your stacker and return your subscription funds,
with interest, and cancel any authorization to digtw funds from your deposit accounts for the pasehof shares of common sto

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 stolkisdhe offering will be mailed to the persongitéed to the certificates at the certificate
registration address noted by them on the stockrdadm as soon as practicable following consumomadif the offering and receipt of all regulatory
approvalslt is possible that, until certificates for the conmon stock are delivered to purchasers, purchasersight not be able to sell the shares
of common stock which they ordered, even though theommon stock will have begun trading.

Market for Common Stock

We have applied to have our common stock quoteth@iNasdaq National Market under the trading symib®8BK.” Ryan Beck & Co., Inc.
currently intends to become a market maker in oanraon stock, but is under no obligation to do sm, will assist us in obtaining additional market
makers. After shares of the common stock beginrtgagou may contact a firm offering investmentaegs 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 $ 19,12t $ 25,87t
Less: offering expenst 1,397 1,457
Net offering proceed 17,73 24,42;
Less:
Proceeds contributed to Lake Shore Sav 8,867 12,21:
Proceeds used for loan to the employee stock owipepsan 1,59¢ 2,162
Proceeds to Lake Shore, MF 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 common stoclecuio regulatory restrictions or for other gethe@porate purposes. Lake Shore Savings may use
the portion of the proceeds that it receives tafoew loans, open or acquire new branches, inmestGurities, expand its business activities or for
other general corporate purposes. We may alscheservceeds of the offering to diversify our bussand acquire other companies, although we have
no such specific plans this time.

Due to the difficult economic environment in ournket area, it may take a significant amount of timreus to deploy the offering proceeds to
our best advantage. For example, due to intens@eiition and market rates, our borrower demand bealymited. We plan to initially apply the net
proceeds we receive from the offering to qualifidgestments in accordance with our investment policis expected that the investments will include
asset-backed securities, collateralized mortga@igastons, and mortgage-back securities with tetinas will range from one to four years in average
lives and maturities up to ten years.

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

Our directors and executive officers, together ligir associates, are expected to subscribe {608%hares, which represents 3.8% of the
shares that would be sold in the offering and 1d8%e total shares to be outstanding at the mipafithe offering range, plus shares issued to our
charitable foundation. Directors and executiveagifs will pay $10.00 per share, as will everyorse @ho purchases shares in the offering.

Lake Shore Bancorp’s Dividend Policy

After the reorganization, we intend to adopt a@obf paying regular cash dividends, but have motdecided on the amount or frequency of
payments or when payments, if any, may begin. Baped our estimate of offering expenses and otssuraptions described in “Pro Forma Datag’
expect to have between $17.7 million and $24.4ionilin net proceeds, at the minimum and the maxir@ithe offering, respectively, that, subject to
annual earnings and expenses, we could potentiséiyto pay dividends.
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Possible Conversion of Lake Shore, MHC to Stock Faon

In the future, Lake Shore, MHC may convert from tingtual (meaning no stockholders) to capital sfockn of organization (fully-owned by
stockholders), in a transaction commonly known &seaond-step conversion.” In a second-step corersnembers of Lake Shore, MHC (eligible
depositors of Lake Shore Savings) would have sigigan rights to purchase common stock of Lake 8Hgancorp, or its successor, and our public
stockholders would be entitled to exchange tharesthof common stock for an equal percentage oéstdd the stock holding company resulting from
the conversion. This percentage may be adjusteeflext any assets owned by Lake Shore, MHC. Assalt of the second-step conversion, Lake
Shore, MHC would cease to exist and our publicldtotders would own approximately the same percentddake Shore Bancorp as they owned
immediately prior to the second-step conversionaAssult of a second-step transaction, our stdijdglity would increase and we would have
additional capital that could be used to facilitatisiness growth. In addition, as a fully-conved&atk holding company, we would have greater
flexibility in structuring mergers and acquisitios second-step conversion would also eliminateathietakeover effect inherent in the mutual hold
company structure because Lake Shore, MHC wouldmger have voting control since it would no longeist.

The Board of Directors of Lake Shore, MHC has noent plan to undertake a second-step conversimsaction. Any second-step conversion
transaction would require the approval of holddra majority of the outstanding shares of our commstwck (excluding shares held by Lake Shore,
MHC) and approval of a majority of the votes hejddepositors of Lake Shore Savings.

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

Federal regulations, as well as provisions conthinghe charter and bylaws of Lake Shore Saviresgrict the ability of any person, firm
entity to acquire Lake Shore Bancorp, Lake Shorenga, or their respective capital stock. Thes&ia®ns include the requirement that a potential
acquirer of common stock obtain the prior appr@fahe Office of Thrift Supervision before acquyiin excess of 10% of the outstanding capital
stock of Lake Shore Bancorp or Lake Shore SaviBgsause a majority of our outstanding shares ofncomstock must be owned by Lake Shore,
MHC, any acquisition of Lake Shore Bancorp musapproved by Lake Shore, MHC, and Lake Shore, MH@Il@/aot be required to pursue or
approve a sale of Lake Shore Bancorp even if siggieawere favored by a majority of our public &toaders.

Stock Information Center

If you have any questions regarding the offeringherreorganization, please call the Stock Inforoma€enter at (800) 8(-8430. You may als
visit our Stock Information Center, which is locht&t our administrative office (not our main bamkiffice). The Stock Information Center is located
at 31 East Fourth Street, Dunkirk, New York. Tlsishie only location that will accept stock ordemnfie and have supplies of offering materials. The
Stock Information Center is open Monday throughi&yi except for bank holidays, from 10:00 a.m.:@04.m., Eastern Time.
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RISK FACTORS

You should consider carefully the following rislctars before deciding whether to invest in our camratock. Our business could be harmed by any
of these risks. In assessing these risks you stadsidrefer to the other information containedhiis prospectus, including our financial statememts
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 I ncome Earned By The Branches Until Their
Customer Bases Are Built. We opened two new branches in Orchard Park andAfalserst, New York in 2003 and one more in Hambdew York
in December 2005. We intend to continue to expanaligh de novo branching. The expense associatadwilding and staffing new branches will
significantly increase our noninterest expenseh witmpensation and occupancy costs constitutintatgest amount of increased costs. Losses are
expected from the proposed new branch for somedbrtbe expenses associated with it are largedylfand is typically greater than the income ea
as a branch builds up its customer base. Our mamagehas projected that it will take approximatéyto 48 months for the Hamburg branch to
become profitable. The branch we opened in Eastekatlin 2003 is not yet profitable. We expect ibtoprofitable by the end of 2006. All of our ot
full-service branches are individually profitabléhere can be no assurance that our branch expastsadagy will result in increased earnings, ot tha
will result in increased earnings within a reasdegteriod of time. We expect that the success oboanching strategy will depend largely on the
ability of our staff to market the deposit and Iganducts offered by us. Depending upon locatirggptable sites, we anticipate opening one or two
branches in each of the next several years.

Our Loan Portfolio I ncludes Loans With A Higher Risk Of Loss. We originate commercial mortgage loans, commelogis, consumer loans,
and residential mortgage loans primarily within cuarket area. Commercial mortgage, commercial candumer loans may expose a lender to gr
credit risk than loans secured by residential es¢dte because the collateral securing these toapsiot be sold as easily as residential realediat
addition, commercial real estate and commerciainess loans may also involve relatively large lbafances to individual borrowers or groups of
borrowers. These loans also have greater creHithian residential real estate for the followingsens:

« Commercial Mortgage LoanRepayment is dependent upon income being gendratadounts sufficient to cover operating expensebk a
debt service

» Commercial LoansRepayment is generally dependent upon the suct¢egsftation of the borrower’s business.

» Consumer Loan<Consumer loans (such as personal lines of cre@i) on may not be collateralized with assets thatide an adequa
source of payment of the loan due to depreciatiamage, or los:

Any downturn in the real estate market or localneeny could adversely affect the value of the propsisecuring the loans or revenues from
borrower’s business thereby increasing the riskaof-performing loans. At this time, however, thsrao downturn in the local economy or real estate
market and we are not aware of any adverse effegioperty values or business declines as a restlie 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 customers may t
repay their loans according to their terms andcthiateral securing the payment of these loans beaysufficient to pay any remaining loan balance.
We therefore may experience significant loan losatich could have a material adverse effect onoparating results.

Material additions to our allowance for loan losaks® would materially decrease our net income,thadharge-off of loans may cause us to
increase the allowance. We make various assumpiothgudgments about the collectibility of our |Igaortfolio, including the creditworthiness of our
borrowers and the value of the real estate and egsets serving as collateral for the repaymentasfy of our loans. We rely on our loan quality
reviews, our experience and our evaluation of esoo@onditions, among other factors, in determirtimg amount of the allowance for loan losses. If
our assumptions prove to be incorrect, our allowanc loan losses may not be sufficient to covesés inherent in our loan portfolio, resulting in
additions to our allowance.

The high percentage of traditional real estatedaarour loan portfolio has been one of the mogeificant factors we have taken into account in
evaluating our allowance for loan losses and prowrifor loan losses. If we were to further increds®amount of loans in our portfolio other than
traditional real estate loans, we may decide toeniakreased provisions for loan losses. In additi@mk regulators periodically review our allowance
for loan losses and may require us to increas@mwuision for loan losses or recognize further leharge-offs, which may have a material adverse
effect on our financial condition and results otogtions. We believe that the current amount ofngince for loan losses is sufficient to absorb
inherent losses in our loan portfolio.

Low Demand For Real Estate Loans May Lower Our Profitability. Making loans secured by real estate, including toafeur family and
commercial real estate, is our primary businesspaimiary source of revenue. If customer demanddal estate loans decreases, our profits may
decrease because our alternative investments, filsiraecurities, generally earn less income tha estate loans. Customer demand for loans securec
by real estate could be reduced due to weaker eticramnditions, an increase in unemployment, aeBs® in real estate values or an increase in
interest rates. For example, customer demand &mslesecured by real estate has decreased in oketaaea as a result of interest rate increasésg
2004 and 2005.

We Depend On Our Executive Officers And Key Personnel To Implement Our Business Strategy And Could Be Harmed By The Loss Of Their
Services. We believe that our growth and future successdeiiend in large part upon the skills of our managgrteam. The competition for qualifi
personnel in the financial services industry igimse, and the loss of our key personnel or anlityatn continue to attract, retain and motivate ke
personnel could adversely affect our business. &@at assure you that we will be able to retainexisting key personnel or attract additional
qualified personnel. Although we have an employnagmeement with our President and Chief Executiffie€ that contains a non-compete
provision, the loss of the services of one or nadreur executive officers and key personnel comigair our ability to continue to develop our busit
strategy.

The I mplementation Of Stock-Based Benefits Will I ncrease Our Future Compensation Expense And Reduce Our Earnings, And May Dilute
Your Ownership Interest I n Lake Shore Bancorp. We intend to adopt a stock option plan that witypde for grants to eligible officers, directorsdan
employees of options to purchase common stock o6 ¥p90% of the shares of common stock outstandlitey the offering (including shares issued to
the Lake Shore Charitable Foundation). We alsathte adopt a management recognition plan thatpsaide for awards of common stock to elig
officers, directors and employees of up to 1.96%hefshares of common stock outstanding after ffleeing (including shares issued to The Lake
Shore Charitable Foundation). We will fund thesanplthrough either open market purchases, if prdhior from the issuance of authorized but
unissued
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shares. These plans will increase our future adfstempensating our officers and directors, thenegyicing our earnings. In addition, stockholders
will experience a 1.9% reduction or dilution in aavship interest in the event newly-issued sharesised to fund restricted stock awards and a 4.7%
reduction or dilution in ownership interest in #aeent newly-issued shares are used to fund th& sf@ns.

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 oéthew capital generated from this offering intohhigelding earning assets, and due to the difficult
economic environment in our market area, deployroétite new capital may take a significant amouriroe. For example, due to intense
competition and market rates, our borrower demaay e limited. Our ability to leverage our new ¢approfitably will be significantly affected by
industry competition for loans and deposits. Iflifiave intend to invest the net proceeds in shemn investments and mortgage-backed securities,
which generally have lower yields than loans. Milsreduce our return on average equity to a lgkat 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 inten
to seek to expand our banking franchise, interrealig by acquiring other financial institutions eahches and other financial services providers.
However, we have no specific plans for expansioacguisitions at this time. Our ability to growahgh selective acquisitions of other financial
institutions or branches will depend on succesgidintifying, acquiring and integrating those ingtons or branches. We cannot assure you that we
will be able to generate internal growth or idgntftractive acquisition candidates, make acqoisstion favorable terms or successfully integrage an
acquired 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 hasnev
issued capital stock. We have applied for, and ebdgereceive, approval to have Lake Shore Bansapmmon stock quoted on the Nasdaq National
Market under the symbol “LSBK” subject to the coetfin of the reorganization and offering and coanpdie with the initial listing qualifications. An
active trading market depends on the existencelbfigebuyers and sellers, the presence of whiahmoiswithin our control. The number of active
buyers and sellers of the common stock at anyquéati time may be limited. Under such circumstanges could have difficulty selling your shares
on short notice and, therefore, you should not wiesvcommon stock as a short-term investment. Waataassure you of an active trading market for
the common stock. Nor can we assure you that,ufpurchase shares, you will be able to sell theor 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 raraya $17.7 million to $24.4 million at the minimumdathe maximum of the offering range,
respectively, and management intends to use thiesis for general business purposes, giving managesubstantial discretion over their investment.
You may disagree with investments that managemekem Seé& How We Intend to Use the Proceeds From the Offefing

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 mdfieualt for companies or perso
to acquire control of us without the consent of Board of Directors. It is possible, however, thati would want a takeover attempt to succeed
because, for example, a potential buyer could @fferemium
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over the then prevailing price of our common stdidke factors that may discourage takeover atteomtsake 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 acquiréhar acquisition of more than 10% of any classoqufity security of a converted institution
without the prior approval of the Office of ThrBupervision. In addition, the Office of Thrift Supision has required, as a condition to
approval of the conversion, that Lake Shore Savingmtain a federal thrift charter for a periodiufee years

»  Charter, Bylaws and statutory provisionBrovisions of our Charter and Bylaws and of Faldew may make it more difficult and
expensive to pursue a takeover attempt that maragfespposes. These provisions also make more wliffite removal of our current
directors or management, or the election of newatiars. These provisions incluc

. limitations on voting rights of the beneficial owsef more than 10% of our common sto
. supermajority voting requirements for certain besgicombinations and changes to certain provisiboar Charter and Bylaws;
. the election of directors to staggered terms afdhyears; and

. provisions regarding the timing and content of khmtder 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 our mmm stock issued in the reorganization to The L8lkere Charitable Foundation. This
contribution will be an additional operating expersd will reduce net income during the fiscal yieawhich The Lake Shore Charitable Foundatic
established, which is expected to be the year gridecember 31, 2006. Based on the pro forma assampthe contribution to The Lake Shore
Charitable Foundation would reduce net earning$6#6,000 at the midpoint of the offering, after, texfiscal year 2006. In addition, purchasers of
shares in the offering will have their ownershipl aoting interests diluted by up to 4.3% at theselof the offering when we contribute the shares of
our common stock to The Lake Shore Charitable Fatiowl. For a further discussion regarding the éféé¢he contribution to the charitable
foundation, see Pro Forma Data”and“Comparison of Valuation and Pro Forma Informatidvith and Without Charitable Foundatioh.

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 Charitable Foundati@lued at $1.0 million at the midpoint of théeving, pre-tax, will be deductible for federal
income tax purposes. However, we do not have asiyrasce that the Internal Revenue Service will tgi@aexempt status to the charitable
foundation. If the contribution is not deductibleg would not receive any tax benefit from the cimottion. In addition, even if the contribution esxt
deductible, we may not have sufficient profits toable to use the deduction 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 depositsjolihis our primary source of funds, and originatiogns. Historically, our most direct competitiar
savings deposits has come from credit unions, camitgnbanks, large commercial banks and thrift tasions in our primary market area. Particularly
in times of extremely low or extremely high interestes, we have faced additional significant cotitipe for investors’ funds from brokerage firms
and other firms’ short-term money market securiéied corporate and government securities. Our cttigmefor loans comes principally from
mortgage brokers, commercial banks, other thréftifntions, and insurance companies. Such competitir the origination of loans may limit our
future growth and earnings prospects. Competitiwridan originations and deposits may limit ounufetgrowth and earnings prospects.

Changes | n Interest Rates Could Adversely Affect Our Results Of Operations And Financial Condition. Our results of operations and financial
condition are significantly affected by changemierest rates. Our results of operations depehstantially on our net interest income, which is th
difference between the interest income earned oimgerest-earning assets and the interest exgeEideon our interest-bearing liabilities. Increages
interest rates may decrease loan demand and mdagatdifficult for borrowers to repay adjustabdger loans.

We also are subject to reinvestment risk associsigdchanges in interest rates. Changes in intea¢ss may affect the average life of loans and
mortgage-related securities. Decreases in intesigsst can result in increased prepayments of landsnortgage-related securities, as borrowers
refinance to reduce borrowing costs. Under theseigistances, we are subject to reinvestment rigtket@xtent that we are unable to reinvest the cash
received from such prepayments at rates that anpamble to the rates on existing loans and sézsurit

Our earnings may be adversely impacted by an isergminterest rates because the majority of derést-earning assets are long-term, fixed
rate mortgage-related assets that will not re@&®ng-term interest rates increase while a mgjofiour interest-bearing liabilities are expected
reprice as interest rates increase. Therefora) in@easing interest rate environment, our co$tiofis is expected to increase more rapidly than th
yields earned on our loan portfolio and securitiedfolio. An increasing rate environment is exjgekcto cause a narrowing of our net interest rate
spread and a decrease in our net interest income.
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FORWARD-LOOKING STATEMENTS

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

» statements of our goals, intentions and expectsition

» statements regarding our business, plans, prosggotsth and operating strategies;
» statements regarding the asset quality of our ér@hinvestment portfolios; and

» estimates of our risks and future costs and benefit

These forward-looking statements are subject toifsigint risks, assumptions and uncertainties udiclg, among other things, the following
important factors that could affect the actual oate of future events:

» significantly increased competition among depogitond other financial institutions;

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

» adverse changes in the securities marl

* legislative or regulatory changes that adversdiycabur business;

* our ability to enter new markets successfully el tadvantage of growth opportunities;

» changes in consumer spending, borrowing and savialgis;

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

» changes in our organization, compensation and heiefs.

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

The summary information presented below at Decer@beP004 and 2003 and for the years ended DeceBih@004, 2003 and 2002 is deri
in part from and should be read in conjunction wfith financial statements of Lake Shore Savingstlaaaotes thereto presented elsewhere in this
prospectus. The information at December 31, 200@12nd 2000 and for the years ended Decembei081, @hd 2000 is derived from the audited
financial statements of Lake Shore Savings whiehnat included herewith. The information at Septen8, 2005 and for the nine months ended
September 30, 2005 and 2004 is derived from unadiditancial data but in the opinion of managemesitects all adjustments necessary for a fair
presentation of the results for such periods. Adlrsadjustments are of a normal and recurring eafithie results for the nine-month period ended
September 30, 2005 are not necessarily indicafitieeoresults that may be expected for the entaary

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 202,417 199,52¢ 187,13t 156,74( 144,60( 128,99:
Securities available for sa 96,42( 99,17( 83,027 52,22¢ 41,93« 46,89:
Securities held to maturit 2,29¢ 2,35¢ 371 76E 1,11¢ 1,43:
Federal Home Loan Bank sto 2,50¢ 2,70¢ 2,167 1,42( 1,162 1,03«
Total cash and cash equivale 15,48: 11,57° 16,75: 16,23¢ 14,26¢ 13,41¢
Total deposit: 251,57¢ 243,55 230,49 195,09 182,06t 172,06:
Shor-term borrowings 9,42¢ 11,72¢ 11,80( 4,00¢ 1,11¢ 47E
Long-term deb 40,66( 42,26( 31,53¢ 11,53¢ 5,54( 6,66%
Total equity 27,73 26,91¢ 24,94 23,94 21,70¢ 19,40¢
Allowance for loan losse 1,267 1,28¢ 1,29: 1,217 924 797
Non-performing loan: 1,001 792 1,052 1,40¢ 1,402 88C
Non-performing assel 1,19¢ 934 1,53¢ 1,52¢ 1,51¢( 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 incomt $11,84¢ $10,87F $14,74. $12,78( $13,18: $14,21¢ $13,86:
Interest expens 4,651 3,90: 5,332 4,69 4,94¢ 7,052 6,86(
Net interest incom 7,198 6,972 9,412 8,08¢ 8,23¢ 7,162 7,002
Provision for loan losse 2C 207 267 34E 36C 32E 201
Net interest income after provision for loan los 7,17°¢ 6,76¢ 9,14t 7,741 7,87¢ 6,837 6,801
Total nor-interest incom 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: 87:< 68< 90z 744 1,08t 1,01¢ 89¢
Net income $157¢ $1591 $2,17¢ $ 1507 $223¢ $ 2,065 $ 1,79
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For the
nine months ended For the year ended
September 30, December 31,

2005 2004 2004 2003 2002 2001 2000
Selected financial ratios and other data(1
Performance ratios:
Return on average ass 0.64% 0.67% 0.6&% 0.5¢% 1.0(% 0.9<% 0.92%
Return on average equi 7.62% 8.32% 8.45% 6.24% 9.97% 10.3% 10.92%
Interest rate spread( 2.95% 3.02% 3.02% 3.1&% 3.68% 3.25% 3.58%
Net interest margin(z 3.1(% 3.1%% 3.15% 3.32% 3.95% 3.7(% 3.91%
Efficiency ratio(4) 713(% 70.2% 70.3% 7355 62.7% 62.0&% 65.3%
Non interest expense to average total a: 2.47% 2.47% 2.4% 2.7¢% 2.71% 2.67% 2.8(%

Average intere-earning assets to average inte-bearing liabilities 107.3¢% 106.09% 106.3%% 107.4% 111.2% 112.4(% 108.6%

Capital ratios:

Total risk-based capital to risk weighted ass 16.7% 16.01% 16.3% 16.3"% 184"% 178 155%
Tier 1 risk-based capital to risk weighted ass 157% 148% 1518 15.1% 17.1(% 16.7%% 14.41%
Tangible capital to tangible ass 8.32% 7.7/% 7.9% 7.97% 9.56% 9.5%% 9.12%
Tier 1 leverage (core) capital to adjustable talegisset: 8.32% 7.7%% 7.9% 7.97% 9.5€% 9.52% 9.12%
Equity to total asse! 8.3(% 7.95% 8.1% 8.22% 10.0¢% 10.1%% 9.62%
Asset quality ratios:

Non-performing loans as a percent of loi 0.4%% 0.54% 0.4(% 0.56% 0.9(% 0.97% 0.6&%
Non-performing assets as a percent of total a 0.3€% 0.35% 0.28% 0.5(% 0.64% 0.71% 0.44%
Allowance for loan losses as a percent of totaloets 0.65% 0.71% 0.65% 0.6% 0.7¢% 0.64% 0.62%
Allowance for loan losses as a percent of-performing loan: 126.5% 131.8% 162.6% 122.9% 86.4% 65.91% 90.5%
Other data:

Number of full service office 7 7 7 7 5 5 5

(1) Nine-month ratios have been annualiz

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

(3) The net interest margin represents the net int@resime 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 inténestime and nc-interest income
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RECENT DEVELOPMENTS

The summary information presented below at ortierytear ended December 31, 2004 is derived infimant and should be read in conjunction
with the financial statements of Lake Shore Savenysthe notes thereto presented elsewhere ipribspectus. The information at December 31, -
is derived from preliminary unaudited financial @atnce the 2005 annual financial statements hat/get been completed. But, in the opinion of
management, this information reflects all adjustraercessary for a fair presentation of the re$aoittsuch periods. All such adjustments are of a
normal and recurring 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: 11,57
Total deposit: 250,89( 243,55
Shor-term borrowings 11,20¢ 11,72
Long-term deb 37,48( 42.26(
Total equity 28,00t 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¢ 5,33
Net interest incom 9,53( 9,41¢
Provision for loan losse 2C 267
Net interest income after provision for loan los 9,51( 9,14t
Total nor-interest income 1,847 1,87¢
Total nor-interest expens 8,34: 7,93¢
Income before income tax 3,01¢ 3,081
Income taxe: 95¢ 90z
Net income $ 2,06: $ 2,17¢
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Selected financial ratios and other dat:

Performance ratios:

Return on average ass

Return on average equi

Interest rate spread(

Net interest margin(z

Efficiency ratio(3)

Non interest expense to average total a:

Average intere-earning assets to average inte-bearing 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 total net Ic
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

For the Year Ended
December 31,

2005 2004
(Unaudited)
0.63% 0.6&%
7.47% 8.45%
2.9% 3.0&%
3.0%% 3.15%
73.3% 70.3%
2.5% 2.4&%
107.5% 106.3%%
17.0¢% 16.3%%
16.0(% 15.1%
8.47% 7.9%%
8.47% 7.9%
8.3% 8.1%
0.6€% 0.4(%
0.4%% 0.2&%
0.6(% 0.65%
90.52% 162.6%
8 7

(1) Represents the difference between the weigatedage yield on interest-earning assets and tighteel-average cost of interest-bearing

liabilities for the period

(2) The net interest margin represents the net int@resime as a percent of average inteearning assets for the peric
(8) The efficiency ratio represents r-interest expense divided by the sum of net inténestme and nc-interest income
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Comparison of Financial Condition at December 31, @05 and December 31, 2004

Total assets at December 31, 2005 were $333.70mikin increase of $3.9 million from $329.8 millanDecember 31, 2004. The increase in
total assets is predominantly the result of aneiase in loans receivable and premises and equipoféset by a decrease in investment securities.

Our cash and cash equivalents increased by $4760BIR.1 million at December 31, 2005, from $1rhiBion at December 31, 2004. This is
due to an increase of $3.7 million in cash andfdua banks from $7.2 million at December 31, 2080410.9 million at December 31, 2005, offset by
a decrease in our Federal funds sold of $2.0 mibind a decrease in interest bearing deposits.afrsillion. All of our cash and cash equivalent
balances reflect our liquid funds until they arpldged into lending or investment securities.

Investment securities decreased by $5.2 millic#a®.1 million at December 31, 2005 from $104.2 ignilat December 31, 2004. More
specifically, investment securities available falesdecreased by $5.1 million to $94.1 million &Bmber 31, 2005 as compared to $99.2 million at
December 31, 2004. The decrease is attributalileetproceeds from investment payoffs being usgzhyalown our borrowings at the Federal Home
Loan Bank of New York, instead of being reinvested.

Loans receivable, net increased by $6.6 millioa total of $206.2 million at December 31, 2005 fr$h99.5 million at December 31, 2004.
Residential mortgage loans increased $6.0 milloa total of $148.2 million at December 31, 2008amparison to $142.2 million at December 31,
2004. Commercial real estate loans increased B/illion from December 31, 2004 to December 3)2@hile home equity loans increased by
$182,000. Mortgage loans and commercial real ekiates represented 71.9% and 8.2%, respectivethedban portfolio at December 31, 2005.
Deferred loan fees increased by $275,000 from $®@lat December 31, 2004 to $1.2 million at Decamdlie 2005 due to an increase in our loan
volume. The allowance for loan losses decreasgtthliby $56,000 during the period from DecemberZ104 to December 31, 2005. The remainder
of the portfolio consists of commercial, consumed aonstruction loans.

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

Our borrowings, consisting of advances from thegfagldHome Loan Bank of New York, decreased by $&lBon from $54.0 million at
December 31, 2004 to $48.7 million at December2BD5. We have used these funds as a source ditigéir loans and investment securities. The
use of such funds has been particularly importaoitr management of our interest rate risk as we baen able to lock in longer-term rates with such
borrowings.

Total equity increased by $1.1 million from $26.9lion at December 31, 2004 to $28.0 million at Bewer 31, 2005. The increase in total
equity was primarily due to net income of $2.1 ioiil for the year ended December 31, 2005 offsetianges in the mark-to-market value of our
available for sale investment securities for tharyended 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 Dalper 31, 2005, a decrease of $117,000 or 5.4%, amdwith net income of $2.2
million for the year ended December 31, 2004.

Net I nterest Income. Net interest income increased by $118,000, or 1t8%9.5 million for the year ended December 30)28s compared to
$9.4 million for the year ended December 31, 2QWds increase reflects increased interest incon&ld® million for the year ended December 31,
2005, partially offset by an increase in interegiense of $1.1 million.

Interest Income. Interest income increased $1.2 million, or 8.2%fr$14.7 million for the year ended December 30420 $15.9 million for
the year ended December 31, 2005. Approximatelyl ®8® of this increase was attributable to an m®ean interest on loans, the average balance of
which increased by $7.2 million over the year aad an average yield of 5.88% in 2005 as compared tverage yield of 5.74% in the prior year.
$480,000 of the increase was attributable to arease from interest on investment securities, vieeage balance of which increased by $5.5 million
over the year and had an average yield of 3.96200% as compared to an average yield of 3.69%<iptlor year.

Interest Expense. Interest expense increased by $1.1 million, or @0 fom $5.3 million for the year ended DecemberZ104 to $6.4 million
for the year ended December 31, 2005. The intpagdton deposits increased by $842,000 from $3llfomfor the year ended December 31, 2004 to
$4.5 million for the year ended December 31, 200#s was due to an increase in the average yiettigrainterest-bearing deposits over the year of
0.58% and an increase in the average balanceeasésttbearing deposits of $5.2 million over thery&he interest expense related to advances from
the Federal Home Loan Bank of New York increase281,000 from $1.6 million for the year ended Deber 31, 2004 to $1.8 million for the year
ended December 31, 2005 due to increased borrowirthe beginning of 2005.

Provision for Loan Losses. For the year ended December 31, 2005, the proviemloan losses was $20,000, a decrease as codnjuettee
provision for loan losses for the prior year whieas $267,000. Despite increasing our loan portfelie were able to decrease the provision for loan
losses based on the quality of our loan portfotid the adequacy of reserves already in place.

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 probable incurrelit tveses in the loan portfolio. The amount of #ilewance is based on estimates and the ultimate
losses may vary from such estimates as more infimmbecomes available or later events occur. Mamamnt assesses the allowance for loan losses
on a quarterly basis and makes provisions for loases in order to maintain the adequacy of trenalhce.

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 securities and Ipassvell as other income, not including interest dividends, totaled $1.8 million, which was a
decrease of $28,000 in comparison to the corresponmbriod in the prior year.

Non-interest Expense. Non-interest expense increased $403,000 from $ili@mrfor the year ended December 31, 2004 to $8ilBon for the
year ended December 31, 2005. Non-interest exproseles the expense of salaries and employee ibgr@fcupancy and equipment costs, data
processing and other items not related to expemsegposits or borrowings. The increase in imbarest expense was attributable in large paatltss
expense recorded as a result of a check kitingemiat¢olving one of our customers. The total lessorded was $188,000. This situation is an isolated
incident. Our advertising expenditures increasdal’§100, or 55.4%, and our professional service eaiperes increased $95,000, or 23.2%.
Advertising expense increased due to continuingresffto obtain name recognition in the Erie CouMgw York market area, where we have opened
three branches in the last two years. Professgeraice expenditures increased as a result of oudisy our baclksffice check processing operation:

a third-party processor during 2005. These incieasre offset by a decrease in salaries and emplogeefits expense of $96,000, or 2.2%. The
decrease in salaries and employee benefits watbduaew health care plan that was introduced temployees during 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@0be year
ended December 31, 2005. The increase is largelguaed to a decrease in our deferred taxes of 048
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HOW WE INTEND TO USE THE PROCEEDS FROM THE OFFERING

The net proceeds will depend on the total numbeshafes of common stock sold in the offering, whidhin turn depend on RP Financial’s
appraisal, regulatory and market considerationd the expenses incurred in connection with thegamaization and offering. Although we will not be
able to determine the actual net proceeds fronsdleof the common stock until we complete theroffg we estimate the net proceeds to be between
$17.7 million and $24.4 million, or $28.3 milliohthe offering is increased by 15%.

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

2,975,625 Shares ¢

1,912,500 Shares ¢ 2,250,000 Shares ¢ 2,587,500 Shares ¢ $10.00 per Share
$10.00 per Share $10.00 per Share $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 exp 217 247 27¢ 314
Other estimated offering expens 1,17¢ 1,17¢ 1,17¢ 1,17¢
Total estimated offering expens 1,397 1,42z 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 8,861 50.% 10,53¢ 50.% 12,21: 50.(% 14,13« 50.(%
Proceeds used for loan to employee stock ownership
plan 1,59¢ 9.C% 1,88( 8.9% 2,16z 8.9% 2,48¢ 8.8%
Proceeds used to capitalize Lake Shore, M 10C 0.6% 10C 0.5% 10C 0.4% 10C 0.4%
Proceeds retained by Lake Shore Bant $ 7,16¢ 40.4% $ 8,55¢ 40.6% $ 9,94¢ 40.7% $11,547 40.£%

The net proceeds may vary because total experigéisgeo the reorganization and offering may beenar less than our estimates. For exan
our expenses would increase if a syndicated comgnoffering is used to sell shares not purchasatersubscription offering and community
offering. The net proceeds will also vary if thewher of shares to be sold in the offering are adfuto reflect a change in the estimated pro forma
market value of Lake Shore Bancorp. Payments fareshmade through withdrawals from existing depaibunts will not result in the receipt of new
funds for investment but will result in a reductioinLake Shore Savings’ deposits and interest esp@s funds are transferred from interest bearing
certificates of deposit 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:

invest in permissible investment securities;

finance acquisitions of other financial institutsoand branches or other businesses related tacfalaervices, although no mergers or
acquisitions are planned at the present ti

pay dividends to our stockholders;

repurchase shares of our common stock;

fund management and employee stock benefit plans; a
have capital for general corporate purposes.

Under current Office of Thrift Supervision regutats, we may not repurchase shares of our commah dtoing the first year following the
offering, except when extraordinary circumstanogsteand with prior regulatory approval.

The net proceeds raised in the offering will alloake Shore Savings to better serve the needs af@mumunity by:

funding increased residential and commercial legdarticularly in Erie County, New York;
potentially expanding the products and servicesiitently offers;

expanding its retail banking franchise by estalighnew branches or by acquiring other financiatitotions or financial service
companies, although no acquisitions are specifidaing considered at this time; a

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

Due to the difficult economic environment in ourrket area, it may take a significant amount of timeleploy the net offering proceeds to our
best advantage. For example, due to intense caiopetind market rates, our borrower demand mayniiged. Initially, both Lake Shore Bancorp and
Lake Shore Savings intend to invest the net pracé&edh the offering in short-term investments anstigage-backed and asset-backed securities until
these proceeds can be deployed for other purpisassded above.

OUR POLICY REGARDING DIVIDENDS

After the reorganization, we intend to pay dividemigpending upon our capital structure, earningsiaancial condition, need for capital in
connection with possible future acquisitions, atiteofactors, including economic conditions, reguia restrictions, and tax considerations. No
assurances can be given that any dividends witldie or that, if paid, will not be reduced or elirated in the future.

If we pay dividends, we also will be required ty mpividends to Lake Shore, MHC. Pursuant to Ofi€d hrift Supervision regulations, Lake
Shore, MHC may elect to waive the receipt of dinide
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We anticipate that Lake Shore, MHC will waive rexteif any dividends that we may pay. Any decisiomvaive dividends will be subject to regulat
approval. Under Office of Thrift Supervision regigas, public shareholders would not be diluted iisecond-step conversion” transaction by Lake
Shore, MHC as a result of any dividends waived blgd Shore, MHC.

The only funds available for the payment of dividemmn our common stock will be cash and cash etgritaheld by us, earnings from the
investment of proceeds from the sale of commorkstetined by us, dividends paid by Lake Shore@gvto us, and borrowings. Lake Shore Sav
will be prohibited from paying cash dividends totaghe extent that any such payment would redwatelShore Savings’ capital below required
capital levels. See The Reorganization and Offering—Effects of Conwersin Depositors, Borrowers and Members—Effectignidation Rights”

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

Lake Shore Savings’ ability to pay dividends wiel governed by the Home Owners’ Loan Act and theletipns of the Office of Thrift
Supervision. Under such statute and regulatiohgj\atlends by a federal savings bank must be paidf current or retained net profits. In addition
the prior approval of the Office of Thrift Superais is required for the payment of a dividend & tiotal of all dividends declared by a federal sgsi
bank in any calendar year would exceed the totatafet profits for the year combined with its pedfits for the two preceding years, less any ireqgl
transfers to surplus or a fund for the retiremdrary preferred stock.

MARKET FOR THE COMMON STOCK

We have not previously issued any capital stockthatke is no established market for it. We havdiagpo have our common stock quoted on
the Nasdaq National Market under the symbol “LSBKbject to completion of the offering, and in coiapte with certain conditions, including the
presence of at least three registered market maRges Beck & Co., Inc. intends to become a mankater in our common stock following the
offering, but is under no obligation to do so. Rg®stk & Co., Inc. also plans on assisting us tawbbther market makers for our common stock. We
cannot assure you that other market makers widatp make a market in our common stock, or theatyf market develops it can or will be sustained.

The development and maintenance of an active wauisrket depends on the existence of willing bugeis sellers, the presence of which is not
within our control or that of any market maker. Thember of active buyers and sellers of the comstock at any particular time may be limited.
Under such circumstances, you could have difficaéilling your shares on short notice and, therefaya should not view the common stock as a
shortterm investment. We cannot assure you that aneatrinding market for the common stock will devedwghat, if it develops, it will continue. N
can we assure you that, if you purchase sharesyitbloe able to sell them at or above $10.00 frs. You should have a lotgrm investment inte
if you purchase shares of our common stock andshould recognize that there may be a limited trgudiarket in our common stock.
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REGULATORY CAPITAL COMPLIANCE

At September 30, 2005, Lake Shore Savings exceatissbulatory capital requirements. Set forth leis a summary of our capital computed
under accounting principles generally acceptetiénUnited States of America (“GAAP”) and our comaplie with regulatory capital standards at
September 30, 2005, on a historical and pro forasasbunder Office of Thrift Supervision regulatiodge have assumed that the indicated number of
shares were sold as of September 30, 2005 antdakatShore Savings received 50% of the net prockeedsthe offering. For purposes of the table
below, the amount expected to be loaned to the@raplstock ownership plan and the cost of shanesoted to be acquired by the management
recognition plan and used to fund a stock opti@m i deducted from pro forma regulatory capitat. & discussion of the capital requirements
applicable to Lake Shore Savings, sd@egulation—Regulation of Lake Shore Savings —Clapéguirements’

Pro Forma at September 30, 200

Maximum

Minimum Midpoint Maximum as adjusted

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

shares at shares at shares at shares at

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

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

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

Total GAAP Equity $27,73. 8.2¢% $34,167 9.97% $35,41. 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: 9.12% $32,98¢ 9.4%
Tier 1 (Leverage)(4 $27,84¢ 8.32% $34,28: 10.00% $35,527 10.32% $36,77( 10.62% $38,19¢ 10.9%
Requiremen 13,39: 4.00% 13,71 4.0(% 13,77¢ 4.0(% 13,83 4.0(% 13,90 4.0(%
Excess $14,45¢ 4.32% $20,56¢ 6.00% $21,75: 6.32% $22,93:! 6.62% $24,29: 6.9%%
Tier 1 Risk Based (£ $27,84¢ 15.71% $34,28: 18.92% $35,52° 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: 14.92% $28,247 1552% $29,45¢ 16.12% $30,85: 16.8(%
Total Risl-Based $29,667 16.7% $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(% 14,56: 8.0(% 14,62: 8.0(% 14,69 8.0(%
Excess $15,48¢ 8.74% $21,60f 11.92% $22,787 12.52% $23,96¢ 13.11% $25,32¢ 13.7%

(1) As adjusted to give effect to an increase in thalmer of shares, which could occur due to an inerégathe estimated price range of up to 15¢
a result of changes in market conditions or gerferahcial and economic conditions following theramencement of the offerin

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

(3) Proforma capital levels assume receipt by L8lkere Savings of 50% of the net proceeds fronshiaees of common stock sold at the minimum,
midpoint, maximum and 15% above maximum of theraifgrange

(4) The current core capital requirement for sasibgnks is 3% of total adjusted assets for sa\iag&s that receive the highest supervisory ratings
for safety and soundness and that are not exp@rgnc anticipating significant growth. The curreoire capital ratio applicable to all other
savings banks is 49

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

The following table presents the historical capittion of Lake Shore Savings at September 30, 280& the pro forma capitalization of Lake

Shore Bancorp after giving effect to the reorgativraand offering, based upon the sale of the nurabshares shown below and the other
assumptions set forth under “Pro Forma Data.” Angeain the number of shares to be sold in theioffemay materially affect our capitalization.

Pro Forma as of September 30, 20C

Maximum
Minimum Midpoint Maximum as adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
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 9,42t 9,42t 9,42t 9,42t 9,42t
Long-term debt 40,66( 40,66( 40,66( 40,66( 40,66(
Total deposits and borrowed funi $ 301,66: $301,66: $301,66: $301,66: $301,66:
Stockholder' equity:
Common stock, $0.01 par value, 25,000,000 shatbekazed;
shares to be issued as reflectet 0 43 5C 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 (1149 (1149 (114 (114) (1149
Less:
Common stock acquired by the employee stock owigersh
plan (7) — (1,599 (1,880 (2,162) (2,486
Common stock acquired by the management recogrptemm
(8) — (833 (980) (1,127%) (1,296
Total stockholder equity $ 27,73: $ 43,26 $ 46,23t $ 49,20¢ $ 52,62¢
(1) As adjusted to give effect to an increase etmber of shares, which could occur due to aréase in the offering of up to 15% as a result of
regulatory considerations or changes in markeeoegl financial and economic conditions followthg start of the offering
(2) Does not reflect withdrawals from deposit accodiatghe purchase of common stock in the offeringctSwithdrawals would reduce pro forr
deposits by the amount of such withdraw
(3) Reflects the total shares to be outstanding dfeereéorganization and offering: 4,250,000 shardiseaminimum of the estimated valuation rar
5,000,000 shares at the midpoint, 5,750,000 slzrke maximum, and 6,612,500 at 15% above thermani
(4) The sum of the par value and additional paidapital equals the net offering proceeds plus/étee of shares contributed to the charitable
foundation less the proceeds contributed to capétdlake Shore, MHC. No effect has been given éoisbuance of additional shares of common
stock pursuant to our proposed stock option pléenitied to be adopted by our Board of Directorspardented for approval of stockholders at a
meeting of the stockholders to be held at leastrgirths following completion of the offerin
(5) The retained earnings of Lake Shore Savings wiligstantially restricted after the offerit
(6) Represents the unrealized gain (loss) on secudidssified as availak-for-sale, net of related taxe

(footnotes continue on next pay
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®)

Assumes that the employee stock ownership pleichases 8.0% of our shares of common stock sdtiki offering plus issued to the charitable
foundation with funds borrowed from us. The loat & repaid principally from Lake Shore Savingshtributions to the employee stock
ownership plan. Since we will finance the emplogexk ownership plan debt, this debt will be eliatéd through consolidation and no liability
will be reflected on our consolidated financialtstaents. Accordingly, the amount of shares acquisethe employee stock ownership plan is
shown in this table as a reduction of total stod#té’ equity.

Assumes that, subsequent to the offering, an amemurdl to 1.96% of the shares outstanding afteoffeging (including shares issued to 1

Lake Shore Charitable Foundation), is purchased imanagement recognition plan through open markehpses with funds provided by us.
The new management recognition plan is intenddxktadopted by our Board of Directors and preseiotedpproval of stockholders at a
meeting to be held at least six months followingptetion of the offering. The common stock purclablsg the management recognition plan is
reflected as a reduction of stockhol¢ equity.
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PRO FORMA DATA

We cannot determine the actual net proceeds fremsake of the common stock until the offering impteted. However, we estimate that net
proceeds will be between $17.7 million and $24.Hioni, or $28.3 million if the offering range isdreased by 15%, based upon the following
assumptions:

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

» our to-be-formed employee stock ownership plan pulichase 8% of the aggregate of shares of comtook both sold in the offering and
contributed to the charitable foundation, with arldrom Lake Shore Bancorp. The loan will be repaisubstantially equal principal and
interest payments over a period of 30 ye

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

* Ryan Beck & Co., Inc. will receive a reorganizatamd proxy vote and advisory services fee of $5DA8d 1.0% of the aggregate dollar
amount of our common stock sold in the offering;leding shares purchased by the employee stockrsvipeplan, our officers and
directors and their immediate family membe

We calculated the pro forma consolidated net incamistockholders’ equity of Lake Shore Bancorgliernine months ended September 30,
2005 and the year ended December 31, 2004, as datmmon stock had been sold at the beginningaf sach period and the net proceeds had been
invested at 4.01% for the nine months ended SepeBt) 2005 and 2.75% for the year ended Decenthet0®4. These yields represent the yield on
one-year U.S. Treasury securities at Septembe2@Ih and December 31, 2004, respectively (whicltovsider to more accurately reflect the pro
forma investment rate than an arithmetic averagiadein light of current market interest rates)isTtate is used because we believe it reflects the
yield that we will receive on the net proceedshef offering. We assumed a combined federal and stéctive tax rate of 38.5% for both periods.s
results in annualized after-tax yields of 2.47%tfar nine months ended September 30, 2005 and f@9%e year ended December 31, 2004.

We calculated historical and pro forma per sharewnts by dividing historical and pro forma amousitsonsolidated net income and
stockholders’ equity by the indicated number ofrekaf common stock. We adjusted these figuresveffect to the shares of common stock
purchased by the employee stock ownership plancdiguted per share amounts for each period as ifdimmon stock was outstanding at the
beginning of the periods, but we did not adjustglere historical stockholders’ equity to refléw arnings on the estimated net proceeds. Thedoan
the employee stock ownership plan is assumed tegzd in substantially equal principal and intepssyments over a period of thirty years.

An increase in the number of shares of common statétanding as a result of an increase in thenagd pro forma market value of the
common stock would decrease both the percentagetstfanding shares owned by a subscriber and thiopna net income and stockholders’ equity
on a per share basis while increasing pro formaneceme and stockholders’ equity on an aggregatesbA decrease in the number of shares of
common stock outstanding would increase both acsilles’s ownership interest and the pro forma nebime and stockholders’ equity on a per share
basis while decreasing pro forma net income anckbtders’ equity on an aggregate basis.
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The following pro forma tables do not give effent t
» withdrawals from deposit accounts to purchase comstock in the offering;
» our results of operations after the reorganizasiod offering; or

» changes in the market price of the common stoek #ie 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 an indicator afréutesults of operations. Pro forma stockholdegsiity represents the difference between the stated
amount of assets and liabilities of Lake Shore Bgmcomputed in accordance with generally acceptedunting principles generally accepted in the
United States. We did not increase or decreas&tsttiters’ equity to reflect the difference betwekea carrying value of loans and other assets and
their market value. Stockholders’ equity does ediect the effect of bad debt reserves in the ewéhiguidation. Pro forma stockholders’ equitynist

intended to represent the fair market value ofctiamon stock and may be different than amountswbatd be available for distribution to
stockholders if we liquidated.
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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 the employee stwwokrship plan (2
Less: common stock purchased by the managememgnitiom plan (3)
Less: capitalization of Lake Shore, Mt

Estimated net proceeds, as adju:

For the nine months ended September 30, 2
Consolidated net incon
Historical
Pro forma income on net procee
Pro forma employee stock ownership plan adjustrt@r
Pro forma management recognition plan adjustmer
Pro forma options adjustment (

Pro forma net incom

Per share net income (reflects SOI-6):
Historical
Pro forma income on net proceeds, as adjt

Pro forma employee stock ownership plan adjustr(@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 inaper shar
Number of shares outstanding for pro forma netimeger share calculatio
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At or for the nine months ended September 30, 20(

Maximum,
Minimum Midpoint Maximum as Adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
(Dollars in thousands, except per share amount:
$ 19,12 $ 22,500 $ 2587 $ 29,75¢
85C 1,00(¢ 1,15C 1,32:
$ 1997 $ 23,500 $ 27,02 $ 31,07¢
19,12¢ 22,50( 25,87t 29,75¢
(1,397 (1,422 (1,459 (1,489
$ 17,73 $ 21,07¢ $ 24,42 $ 28,267
(1,599 (1,880 (2,162) (2,486
(833) (980) (1,127) (1,29¢)
(100) (100) (100) (100)
$ 15,20: $ 18,11¢ $ 21,03 $ 24,38t
$ 1,57¢ $ 1,574 $ 1,574 $ 1,57¢
281 33t 38¢ 451
(29 (29) (33) (38)
(77 (91) (104) (120)
(104) (122) (140) (162)
$ 1,64¢ $ 1,667 $ 1,68¢ $ 1,70¢
$ 0.3¢ $ 0.3¢ $ 0.2¢ $ 0.2t
0.07 0.07 0.07 0.07
(0.01) (0.01) (0.01) (0.01)
(0.02) (0.02) (0.02) (0.02)
(0.09) (0.09) (0.09) (0.03)
$ 0.3¢ $ 0.34 $ 0.2¢ $ 0.2€
19.2: 22.0¢ 25.8¢ 28.8¢
4,092,19 4,814,35I 5,536,50: 6,366,97!
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At or for the nine months ended September 30, 20(

Maximum,
Minimum Midpoint Maximum as Adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
(Dollars in thousands, except per share amount:
At September 30, 20C:
Stockholder’ equity:
Historical $ 27,73 $ 27,73 $ 27,73 $ 27,73
Estimated net procee: 17,73 21,07¢ 24,42; 28,267
Less: capitalization of Lake Shore, Mt (200) (200) (200) (200)
Plus: shares issued to foundat 85(C 1,00( 1,15( 1,32:
Less: shares issued to foundat (850) (1,000 (1,150 (1,329
Plus: tax benefit of the contribution to the fouticia 327 38t 442 50¢
Less: common stock acquired by employee stock astigplan (2] (1,59¢) (1,880 (2,167) (2,48¢€)
Less: common stock acquired by management recogrptan (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:% $ 5.6t $ 4.82 $ 4.1¢
Estimated net procee: 417 4.22 4.2¢ 4.27
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 fouticia 0.0¢ 0.0¢ 0.0¢ 0.0¢
Less: common stock acquired by employee stock astigplan (2] (0.3¢) (0.3¢) (0.3¢) (0.3¢)
Less: common stock acquired by management recogrptan (3) (0.20) (0.20) (0.20) (0.20)
Pro forma stockholde’ equity per shar $ 10.1¢ $ 9.2t $ 8.5t $ 7.94
Offering price as a percentage of pro forma stotddre’ equity per shar 98.23% 108.1% 116.9¢% 125.9%%
Number of shares outstanding for pro forma bookealer shar
calculations 4,250,00! 5,000,001 5,750,001 6,612,501

(1) As adjusted to give effect to a 15% increastaénnumber of shares outstanding which could odaerto an increase in the maximum of the
independent valuation as a result of regulatonsim@rations, demand for the shares or changesiiketneonditions or general financial and
economic conditions following the commencementef offering.

(footnotes continue on next pag
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@)

®)

(4)

We have assumed that 8% of the aggregate sbiacesnmon stock sold in the offering (includingasts issued to the charitable foundation) will
be purchased by the employee stock ownership Blampurposes of this table, the funds used to aeguich shares are assumed to have been
borrowed by the employee stock ownership plan fasmThe amount to be borrowed is reflected as actexh of stockholders’ equity. The
employee stock ownership plan expense is based ggrwerally accepted accounting principles as desdrin accounting Statement of Position
93-6 (“SOP 93-6")Generally accepted accounting principles requia¢ & and when shares pledged as security for plogee stock ownersh
plan loan are committed to be released from the (De., as the loan is repaid), employee stockerahip plan expense is recorded based upon
the fair value of the shares at the time. Lake 8I8avings intends to make annual contributioneéetnployee stock ownership plan in an
amount at least equal to the principal and interegtiirement of the debt. Lake Shore Savings’ @taual payment of the employee stock
ownership plan debt is based upon 30 equal annstliments of principal and interest. The pro famet income assumes that (i) that Lake
Shore Savings’ contribution to the employee stoskership plan is equivalent to the debt serviceliregqent for the nine months ended
September 30, 2005, and was made at the end petia; (ii) 3,995 shares at the minimum of theedffg range, 4,700 shares at the midpoit
the offering range, 5,405 shares at the maximuthebffering range and 6,216 shares at the 15%eattm/maximum of the offering range
(based upon a 30-year loan term), were committdx teeleased during the nine months ended Septe3b2005 at an average fair value of
$10.00 per share in accordance with SOP 93-6;i@nthé employee stock ownership plan shares catechito be released were considered
outstanding for the entire period for purposedefriet income per share calculatic

We have assumed that 1.96% of the shares odistpafter the offering (including shares issuedlhie Lake Shore Charitable Foundation) will
be awarded by a management recognition plan diiheangh open market purchases or from authorizédhigsued shares of common stock of
Lake Shore Bancorp, if any. Before the managemesdgnition plan is implemented, it must be apprdwvedur stockholders. The dollar amo

of the common stock to be purchased by the managteeognition plan is based on $10.00 per shadegpresents unearned compensatior

is reflected as a reduction of capital, which cduolttease or decrease our capital. Such amountradiesflect possible increases or decreases in
the price per share after the offering. Funds tsetthe management recognition plan to purchasshhees will initially be contributed by Lake
Shore Bancorp. As we accrue compensation expensefidct the vesting of such shares over five ygarsuant to the management recognition
plan, the charge against capital will be reducembatingly. In the event the shares issued undemidi@agement recognition plan consist of our
authorized but unissued shares of common stodiegtrice per share in the offering, the per shaential condition and result of operations of
Lake Shore Bancorp would be proportionally reduged to the extent the interest of existing pubfid aharitable foundation stockholders
would be diluted by approximately 1.9'

We have assumed that 4.9% of the shares outstaatterghe offering (including shares issued to Thike Shore Charitable Foundation) will
awarded pursuant to the stock option plan. In datmg the pro forma effect of the stock option empe, it is assumed that the exercise price of
the stock options and trading price of the stodkatdate of grant were $10.00 per share, the atgargrant-date fair value pursuant to the
application of the Black-Scholes option pricing rabdias $3.76 for each option, the aggregate grat@-fir value of the stock options was
amortized to expense on a straight-line basis a\fie year vesting period of the options and 8@0% of the amortization expense (or the
assumed portion relating to options granted toctlins) resulted in a tax benefit using an assuraddrfl and state combined tax rate of 38.5%.
Under the above assumption, the adoption of theksiption plan will result in no additional sharesler the treasury stock method for purposes
of calculating earnings per share. There can bessarance that the actual exercise price of tho siptions will be equal to the $10.00 per st
price. If a portion of the shares to satisfy thereise of options under the stock option plan &taioed from the issuance of authorized but
unissued shares, our net income per share anchsideks’ equity per share may decrease. This Vgtl have a dilutive effect of up to 4.7% on
the ownership interests of existing public and ithble foundation stockholder
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At or for the year ended December 31, 200

Maximum,
Minimum Midpoint Maximum as adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
(Dollars in thousands, except per share amount:
Gross proceeds of offerir $ 19,12t $ 22,50( $ 25,87 $ 29,75¢
Plus: shares issued to the founda 85(C 1,00(¢ 1,15( 1,32¢
Pro forma market capitalizatic $ 19,97 $ 23,50( $ 27,02¢ $ 31,07¢
Gross proceeds of offerir 19,12¢ 22,50( 25,87¢ 29,75¢
Less: expense 1,39: 1,422 (1,457 (1,489
Estimated net procee $ 17,73: $ 21,07¢ $ 24,42 $ 28,267
Less: common stock purchased by employee stock msiipeplan (2! (1,59¢) (1,880 (2,162) (2,48¢)
Less: common stock purchased by management re@myplan (3) (83%) (980) (1,129 (1,29¢)
Less: capitalization of Lake Shore, M}t (100) (100) (100) (100)
Estimated net proceeds, as adjut $ 15,20: $ 18,11¢ $ 21,03¢ $ 24,38t
For the year ended December 31, 2:
Consolidated net incon
Historical income $  2,17¢ $  2,17¢ $  2,17¢ $  2,17¢
Pro forma income on net proceeds, as adjt 257 30€ 35€ 412
Pro forma employee stock ownership plan adjustr(@r (33) (39 (449 (51)
Pro forma management recognition plan adjustmer (102) (123) (139 (159
Pro forma stock option adjustment (139) (163) (187) (216)
Pro forma net incom $ 2,16 $ 216z $ 216¢ $ 2,16¢
Per share net income (reflects SOI-6)
Historical Income $ 0.52 $ 0.4£ $ 0.3¢ $ 0.34
Pro forma income on net procee 0.0€ 0.0€ 0.0€ 0.0€
Pro forma employee stock ownership plan adjustrt@r (0.01) (0.01) (0.01) (0.09)
Pro forma management recognition plan adjustmer (0.02) (0.02) (0.02) (0.09)
Pro forma stock option adjustment (0.09) (0.09) (0.09) (0.09)
Pro forma net income per sh: $ 0.52 $ 0.4£ $ 0.3¢ $ 0.34
Offering price as a multiple of pro forma net ina@per shar 18.8i 22.2: 25.6¢ 29.41
Number of shares outstanding for pro forma netime@er share calculatio 4,092,86: 4,815,13: 5,537,40. 6,368,01-
At December 31, 20Q:
Stockholder’ equity:
Historical $ 26,91 $ 26,91t $ 26,91t $ 26,91t
Estimated net procee: 17,73 21,07¢ 24,42; 28,267
Less: capitalization of Lake Shore, Mt (100) (100) (100) (100)
Plus: shares issued to foundat 85(C 1,00(¢ 1,15( 1,32¢
Less: shares issued to foundat (850) (1,000 (1,250 (1,329
Plus: tax benefit of the contribution to the fouticia 327 38t 443 50¢
Less: common stock acquired by employee stock astigplan (2] (1,599 (1,880 (2,162) (2,48¢)
Less: common stock acquired by management recogrptan (3) (839 (980C) (1,127 (1,29¢)
Pro forma stockholde’ equity $ 42,44 $ 45,41¢ $ 48,39 $ 51,80¢
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At or for the year ended December 31, 20C

Maximum,
Minimum Midpoint Maximum as adjusted
1,912,500 2,250,000 2,587,500 2,975,625
shares at shares at shares at shares at
$10.00 $10.00 $10.00 $10.00
per share per share per share per share(1)
Stockholder’ equity per share (does not reflect SOI-6):
Historical $ 6.3: $ 5.3¢ $ 4.6¢ $ 4.07
Estimated net procee: 4.17 4.22 4.2k 4.27
Less: capitalization of Lake Shore, Mt (0.09) (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 contribution to the foundat 0.0¢ 0.0¢ 0.0¢ 0.0¢
Less: common stock acquired by employee stock cstiyer
plan (2) (0.3¢) (0.39) (0.3¢) (0.3¢)
Less: common stock acquired by management recogniti
plan (3) (0.20 (0.20 (0.20) (0.20)
Pro forma stockholde’ equity per shar $ 9.9¢ $ 9.0¢ $ 8.41 $ 7.82
Offering price as a percentage of pro forma stolddrs’ equity per
share 100.2(% 110.19% 118.9% 127.8%
Number of shares outstanding for pro forma equétyghare
calculations 4,250,00! 5,000,001 5,750,001 6,612,50!

(1) As adjusted to give effect to a 15% increasta@number of shares outstanding which could odaerto an increase in the maximum of the
independent valuation as a result of regulatonsim@rations, demand for the shares or changesiiketneonditions or general financial and
economic conditions following the commencementef offering.

(2) We have assumed that 8% of the aggregate sbiacesnmon stock sold in the offering (includingasts issued to the charitable foundation) will
be purchased by the employee stock ownership Blampurposes of this table, the funds used to aecuich shares are assumed to have been
borrowed by the employee stock ownership plan fusmThe amount to be borrowed is reflected as actexh of stockholders’ equity. The
employee stock ownership plan expense is based ggrogrally accepted accounting principles as desdrin accounting Statement of Position
93-6 (“SOP 93-6"). Generally accepted accountiriggples require that as and when shares pledgedasity for an ESOP loan are committed
to be released from the loan (i.e., as the loaepaid), employee stock ownership plan expensecisrded based upon the fair value of the st
at the time. Lake Shore Savings intends to makearoontributions to the employee stock ownerslem n an amount at least equal to the
principal and interest requirement of the debt.d_8kore Savings’ total annual payment of the ES€l® id based upon 30 equal annual
installments of principal and interest. The prarfarnet income assumes that (i) that Lake Shoren§sivtontribution to the employee stock
ownership plan is equivalent to the debt serviggiirement for the year ended December 31, 2004wasdmade at the end of the period;

(ii) 5,327 shares at the minimum of the offeringge, 6,267 shares at the midpoint of the offeramge, 7,207 shares at the maximum of the
offering range and 8,288 shares at the 15% ab@/m#ximum of the offering range (based upon a 20-lgan term), were committed to be
released during the year ended December 31, 2084 aterage fair value of $10.00 per share in aecme with SOP 93-6; and (iii) the
employee stock ownership plan shares committe@ teleased were considered outstanding for theeguetriod for purposes of the net income
per share calculation

(3) We have assumed that 1.96% of the shares odistpafter the offering (including shares issuzdlie Lake Shore Charitable Foundation) will
be awarded by a management recognition plan ettheagh open market purchases or from authorizédhissued shares of common stock of
Lake Shore Bancorp, if any. Before the managemezdgnition plan is implemented, it must be apprdwedur stockholders. The dollar amo
of the common stock to be purchased by the managteeognition plan is based on $10.00 per shadegpresents unearned compensatior
is reflected as a reduction of capital, which caolttease or decrease our capital. Such amountrdiesflect possible increases or decreases in
the price per share after the offering. Funds isetthe management recognition plan to purchasshhees will initially be contributed by Lake
Shore Bancorp. As we accrue compensation expensefidct the vesting of such shares over five ygarsuant to the management recognition
plan, the charge against capital will be reducembatingly. In the event the shares issued undemidw@agement recognition plan consist of our
authorized but unissued shares of common stodiegtrice per share in the offering, the per shiaential condition and result of operations of
Lake Shore Bancorp would be proportionally reduzed to the extent the interest of existing pubfid aharitable foundation stockholders
would be diluted by approximately 1.9'

(footnotes continued on next pay
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(4)

We have assumed that 4.9% of the shares outstaaftarghe offering (including shares issued to Thke Shore Charitable Foundation) will
awarded pursuant to the stock option plan. In datmg the pro forma effect of the stock option empe, it is assumed that the exercise price of
the stock options and trading price of the stodkatdate of grant were $10.00 per share, the atargrant-date fair value pursuant to the
application of the Black-Scholes option pricing rabdias $3.76 for each option, the aggregate grat&-fair value of the stock options was
amortized to expense on a straight-line basis a\fafe year vesting period of the options and 8&0% of the amortization expense (or the
assumed portion relating to options granted toctlirs) resulted in a tax benefit using an assuraddrfl and state combined tax rate of 38.5%.
Under the above assumption, the adoption of theksiption plan will result in no additional sharesler the treasury stock method for purposes
of calculating earnings per share. There can bassarance that the actual exercise price of th stotions will be equal to the $10.00 per st
price. If a portion of the shares to satisfy thereise of options under the stock option plan &taioed from the issuance of authorized but
unissued shares, our net income per share anchsideks’ equity per share may decrease. This Vgitl have a dilutive effect of up to 4.7% on
the ownership interests of existing public and ithble foundation stockholder
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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 notake a contribution to The Lake Shore Charitablenélation as part of the offering, RP
Financial estimates that our pro forma valuatiomnlde greater, which would increase the amourbaimon stock offered for sale. Without the
charitable foundation, the amount of common stdtéred for sale at the midpoint of the offering i@be $24.0 million. If The Lake Shore Charita
Foundation were not established, there is no asearthat the updated appraisal that RP Financlapreipare at the closing of the reorganization
would conclude that our pro forma market value wideg the same as the estimate set forth in the bedbw. The updated appraisal will be based on
the facts and circumstances existing at closing timcluding, among other things, market and ecao@onditions. The offering amounts referred t
the table below relate to the value of the shaskbte the 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 amount:

Estimated offering amou $ 19,128 $ 20,37¢ $ 22,50( $ 23,97C( $ 25,878 $ 27566 $29,75¢ $ 31,70(
Pro forma market capitalizatic $ 19,97t  $ 20,37 $ 23,50( $2397C $ 27,028 $ 27566 $31,07¢ $ 31,70(
Estimated full value $ 42,50( $ 43,35( $ 50,00( $ 51,00( $ 57,50( $ 58,65( $ 66,12¢ $ 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 $ 43,26: $ 44,12 $ 46,23F $ 47,24¢ $ 49,20¢ $ 50,377 $ 52,62t $ 53,96¢
Pro forma net income (nine months er

September 30, 200! $ 165 $ 1,666 $ 1,667 $ 168 $ 168¢ $ 1,71C $ 1,70¢ $ 1,73

Pro forma stockholde’ equity per shar $ 10.1¢ $ 10.1& $ 9.2¢ $ 926 $ 85HE $ 858 $ 794 $ 8.0C
Pro forma net income per share (nine
months ended September 30, 2C $ 03¢ $ 03¢ $ 034 $ 03z $ 02¢ $ 02¢ $ 02 $ 0.2t

Pro Forma Pricing Ratios
Offering price as a percentage of pro

forma stockholde’ equity per shar 98.2% 98.27% 108.711% 107.9% 116.9¢% 116.5"% 125.9% 125.0(%
Offering price to pro forma net income

per share 19.2¢ 19.2¢ 22.0¢ 22.7: 25.8¢ 25.8¢ 28.8¢ 30.0¢
Pro Forma Financial Ratios
Return on assets (annualizt 0.62% 0.62% 0.62% 0.6%% 0.62% 0.6%% 0.62% 0.64%
Return on equity (annualize 5.08% 5.04% 4.81% 4.71% 4.57% 4.5% 4.32% 4.28%
Equity/asset: 12.3%% 12.5% 13.11% 13.36% 13.8%% 14.12% 14.66% 14.9¢%
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis reflects Lake Shown§sa’ financial statements and other relevanistieal data and is intended to enhance your
understanding of Lake Shore Savings’ financial dord and results of operations. You should readitiiormation in this section in conjunction with
Lake Shore Savings financial statements and accoymmnotes to financial statements beginning ayepé-1 of this prospectus, and the other
statistical data provided in this prospectdpon completion of the reorganization, Lake Shore &/ings will become the wholly-owned subsidiary
of Lake Shore Bancorp. At that time, the financialinformation presented herein will be part of the casolidated financial information for Lake
Shore Bancorp. Prior to completion of the reorganiation, Lake Shore Bancorp will not exist.

General

Our results of operations depend primarily on aetrinterest income, which is the difference betwineninterest income we earn on loans and
investments and the interest we pay on deposit®trat interest-bearing liabilities. Net interastome is affected by the relative amounts of irgiere
earning assets and interest-bearing liabilitiestaadnterest rates we earn or pay on these balaRoe the nine months ended September 30, 2005 an
the year ended December 31, 2004, our net incorsebv® million and $2.2 million, respectively.

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

Financial institutions like us, in general, arengligantly affected by economic conditions, competi, and the monetary and fiscal policies of
federal government. Lending activities are influethdy the demand for and supply of housing, cortipetamong lenders, interest rate conditions,
funds availability. Our operations and lending ari@cipally concentrated in the Western New Yor&aarand our operations and earnings are
influenced by local economic conditions. Deposlahaes and cost of funds are influenced by prengitharket rates on competing investments,
customer preferences, and levels of personal in@rdesavings in our primary market area. Since 1&88®wing the appointment of our current chief
executive officer, and despite the fact that thesidfen New York market area has been economicalynsint, we have tripled in asset size and gone
from being a two office institution to having eidiranches. Since 1998 our asset size has morelthdred and we have opened three new branches.

Management Strategy

Our Reputation. Our primary management strategy has been to retaiperceived image as one of the most respectkdeaongnized
community banks in Western New York with 115 yeafrservice to our community. Our management striveccomplish this goal by continuing to
emphasize our high quality customer service arahfital strength. We are one of the largest lenidemsarket share of residential mortgages in
Chautauqua County.

Branching. In 2003, we opened new branch offices in Orchartt Bad East Amherst, New York. These new officegehgenerated deposits of
$29.2 million and $19.2 million as of September 3005, respectively. We opened an additional neadir office in Hamburg, New York in
December 2005. Our offices are located in Dunktredonia, Jamestown, Lakewood and Westfield, inuZhagua County, New York and in East
Ambherst, Hamburg and Orchard Park in Erie CoungwN ork.
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Saturation of the market in Chautauqua Countydealtr expansion plan in Erie County which is ai@aitcomponent of our future profitability and
growth.

Our People. A large part of our success is related to cust@aerice and customer satisfaction. Having employgesunderstand and value our
clientele and their business is a key componeattsuccess. We believe that our present stafiésod our competitive strengths and thus the rite
of such persons and our ability to continue tcaatthigh quality personnel are high priorities. Dfifering will be a means to compensate and reward
employees by aligning their compensation to ouwaritial performance, business 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, 2004 and Dece3tb2003, we held $145.7 million, $142.2 milliorde$i135.3 million of residential mortgage
loans, respectively, which constituted 71.9%, 71&k¥d 72.1% of our total loan portfolio, at suchpesdive dates. Due to the historically low interest
rates in recent past years, we experienced anaiseraf mortgage lending and refinancing in 200320@2. Mortgage lending and refinancing has
slowed in the past year as interest rates have &isd the competition for residential mortgage $avhich had previously increased to meet the lmighe
number of loans being generated and refinancedgired strong. We originate commercial real estzded to finance the purchase of real property,
which generally consists of developed real estst&eptember 30, 2005 and December 31, 2004, cunecial real estate loan portfolio consisted of
loans totaling $14.9 million and $15.3 million restively, or 7.4% and 7.7%, respectively, of tédans. In addition to commercial real estate loans,
we also engage in small business commercial lendiotuding business installment loans, lines @dit; and other commercial loans. Other loan
products offered to our customers include hometgdpians, construction loans and consumer loafyding auto loans, overdraft lines of credit and
share loans. At September 30, 2005 and Decemb@084, our commercial loan portfolio consistedazfris totaling $8.1 million and $8.6 million,
respectively, or 4.0% and 4.3%, respectively, tdlttmans. We will sell loans when appropriate arilliretain servicing rights to those loans. Welwil
invest excess funds in permissible investments asahortgage-backed securities and asset-backedt®&s; when such investment opportunities are
prudent. Residential mortgage loans will continuée the dominant type of loan in our lending pitf

I nvestment Strategy. Our investment policy is designed primarily to mgaahe interest rate sensitivity of our assetsliatidlities, to generate a
favorable return without incurring undue interesterand credit risk, to complement our lendingvététis and to provide and maintain liquidity within
established guidelines. At September 30, 2005jrm@stment securities totaled $101.2 million. Irtwesnt securities available for sale, which
constituted approximately 95% of investment sems;ttotaled $96.4 million at September 30, 2005.

Flattening Yield Curve . As with all community banks, we face a challengenionitoring our interest rate risk with a “flattegiyield curve.”
Banks generate revenue on the difference betweeimtérest earned on loans, which are generalliofgger terms, and the interest paid on deposits,
which are generally for shorter terms. Banks trynitch interest-earning assets and interest-paigbijities against one another. As the Federal
Reserve Board has increased the federal fundsstatet-term interest rates have risen; howeveg-tenm rates, which are generally responsive to the
bond market, have not been increasing, and havedaereased. Thus, the margin between interesngaaasets and interest bearing liabilities is
shrinking resulting in reduced net interest inco@ar strategy of maintaining and increasing ouenest income in a flattening yield curve environt
is two-fold. First, we seek protection by lockimglower long-term rates with advances from the Falddome Loan Bank of New York. At
September 30, 2005, we had total Federal Home Baak borrowings of $50.1 million with an averageeiest rate of 3.63%. Second, we have
engaged a third party financial advisor to assstunvesting such borrowed funds in attractivenpssible investment securities. At September 30,
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2005, we had $96.4 million in investment in sedesiavailable for sale, the majority of which arertgage-backed or asset backed securities.

Expected Increases |n Non-interest Expenses. Following completion of the reorganization and dffg, our non-interest expenses will increase.

To have publicly-traded common stock, Lake Shoreddgp must register as a public company with theu8ges and Exchange
Commission and under the Securities and ExchangefA®34, as amended, and will thus be subjepetidic reporting requirements and
associated disclosure controls and proceduresmagchal control over financial reporting standaitiss expected that in complying with
these requirements, we will incur additional castpreparing the necessary filings. It is also expé that our common stock will be quoted
on the Nasdaq National Market. To commence anddiotain such listing we must pay fees. Additionadlg a publicly-held stock
corporation structure, Lake Shore Bancorp willireestock transfer agent and will incur miscellaneoperating expenses such as
stockholder communications expenses, all of whighb& new and recurring cost

As part of the reorganization, we plan to convexké Shore Savings from a New Y-chartered mutual savings and loan associatior
federal stock savings bank. Lake Shore Bancorp.akd Shore, MHC are also expected to have fedaeaters. As a result, the Office of
Thrift Supervision will be the primary federal rdgtor for all three entities. As a state-chartesadings and loan association, Lake Shore
Savings has been subject to the regulation of asessments by each of the New York State Bankipgbaent, the Federal Deposit
Insurance Corporation and the Office of Thrift Smigon. We expect cost savings by having the @fi€ Thrift Supervision as our prima
regulator; however, these cost savings may be @iréd by having three regulated entities rathamn jhat a mutual savings bar

As discussed in greater detail in “Pro Forma Ddtslinagement-Stock Benefits” and “Foundation,” astf the reorganization and
offering, we intend to: (i) make a loan to an enyple stock ownership plan to purchase up to 8%eskares sold in the offering plus iss
to the charitable foundation, (ii) establish a da#ate foundation to which will be issued an amooinauthorized but unissued shares that
will equal 2% of the Lake Shore Bancorp commonlstmatstanding after the offering and reorganizatiad (iii) no earlier than six months
after the closing of the offering, subject to stoakler approval, reserve for issuance up to 1.96&864a90% of the shares outstanding after
the offering (including shares issued to charitdblendation) for a management recognition planastbck option plan, respectively. The
funding of each of these intentions, will cause & &hore Bancorp to recognize additional expensesaamsolidated basi

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 approgriab supplement deposits as a funding source.|¥édrgend to grow by adding new branch offi
We may also use proceeds from the offering to éskabr acquire branch offices, to fund the builfiof new offices and to make other acquisitions,
although no acquisitions or new branches are bsiegifically considered at this time. Selddw We Intend to Use the Proceeds from the Offefing

Critical Accounting Policies

It is manageme’s opinion that accounting estimates covering aedapects of our business have more significarare dthers due to tf
relative importance of those areas to overall parémce, or the level of subjectivity required inking such estimates. Management considers the
accounting
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policy relating to the allowance for loan losse®#oa critical accounting policy given the uncenrtin evaluating the level of the allowance foarho
losses required for probable credit losses andnidierial effect that such judgments can have omdslts of operations. Management’s quarterly
evaluation of the adequacy of the allowance comsider historical loan loss experience, reviewp#cific loans, current economic conditions, and
such other factors considered appropriate to egtifoan losses. Management uses presently avaif#gblenation to estimate probable losses on lo
however, future additions to the allowance may éeessary based on changes in estimates, assumpti@®nomic conditions. Significant factors
that could give rise to changes in these estimatésde, but are not limited to, changes in ecomoooinditions in the local area, concentrationgsif r
and decline in local property values.

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 mateeféct an impairment loss could have on the resafloperations. A decline in the fair value of
investments below cost deemed to be other thandemnpis charged to earnings resulting in the distalnent of a new cost basis for an asset.
Management continually reviews the current valugsofhvestments for evidence of other than temioirapairment.

These critical policies and their application aeiewed periodically by the Audit Committee and Bward of Directors. All accounting policies
are important, and as such, we encourage the readeview each of the policies included in Note Z2he Notes to the Financial Statements to better
understand how our financial performance is repbrte

Management Of Market Risk

The majority of our assets and liabilities are nmtanein nature. Consequently, interest rate rigkismost significant market risk. Other types of
market risk, such as movements in foreign curren@hange rates and commodity prices, do not arifigeinormal course of our business operations.
Interest rate risk can be defined as an exposusarniovement in interest rates that could have aarad effect on our net interest income. Interatst r
risk arises naturally from the imbalance in therigpg, maturity, and/or cash flow characteristidsassets and liabilities. In periods of fallingarest
rates, prepayments of loans typically increaseckhiould lead to reduced net interest income ihguoceeds could not be reinvested at a comparabls
spread. Also in a falling interest rate environmeettain categories of deposits may reach a pdiere market forces prevent further reduction & th
interest rate paid on those instruments. Generdlising extended periods when short-term and lengrinterest rates are relatively close, a flaldyie
curve may lead to smaller net interest marginsetiyereducing net interest income. The net effethe$e circumstances is reduced net interest ing
offset only by a nominal decrease in interest egpethereby narrowing the net interest margin.

Managing interest rate risk is of primary importarie us. The responsibility for interest rate nsknagement is the function of our
Asset/Liability Committee, which includes our Chietecutive Officer and President, Chief Financifficer and certain members of our Board of
Directors. Our Asset/Liability Committee meets gvether month to review our asset/liability polEiand identify and measure potential risks to
earnings due to changes in interest rates. Theapyigpal of our interest rate risk management imittimize the potential loss in net interest income
that could arise from changes in interest ratesrgiwr business strategy, operating environmepttataliquidity and performance objectives. Our
Chief Financial Officer also receives recommendegifsom a third party financial advisor regardiregmpissible investment securities, the use of w
are part of our management of interest rate risk.
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Net Interest Income At Risk

In past years, many savings banks have measuerdshtrate sensitivity by computing the “gap” bedwéhe assets and liabilities which are
expected to mature or reprice within certain tireeigrls, based on assumptions regarding loan pregratyamd deposit decay rates formerly provided
by the Office of Thrift Supervision. However, théfide of Thrift Supervision now requires the comgiitin of amounts by which the net present value
of an institution’s cash flow from assets, lialidg and off balance sheet items (the institusarét portfolio value) would change in the evena o&nge
of assumed changes in market interest rates. Thiee@f Thrift Supervision provides all institutisrihat file a Consolidated Maturity/Rate Schedugle a
part of their quarterly Thrift Financial Report wian interest rate sensitivity report of net pditfealue. The Office of Thrift Supervision’s sination
model uses discounted cash flow analysis and aarepased pricing approach to measure the inteagsisensitivity of net portfolio value.

Historically, the Office of Thrift Supervision moldestimated the economic value of each type oftaBability and offbalance sheet contract under
assumption that the United States Treasury yieldecincreases or decreases instantaneously byol®@0tbasis points in 100 basis point increments.
However, given the current low level of market ret rates, we did not prepare a net portfolio @@alculation for an interest rate decrease oftgrea
than 100 basis points. A basis point equals onehtaaith of one percent, and 100 basis points equedpercent. An increase in interest rates from 3%
to 4% would mean, for example, a 100 basis poureiase in the “Change in Interest Rates” columoveel

The table below sets forth as of September 30, 2005December 31, 2004, the estimated changes medyportfolio value that would result
from designated instantaneous changes in the USitetes Treasury yield curve. Computations of prospe effects of hypothetical interest rate
changes are based on numerous assumptions incldatiye levels of market interest rates, loarppsenents and deposit decay, and should not be
relied upon as indicative of actual results.

As of September 30, 200 As of December 31, 200
Percentage Percentage
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¢ $(17,40) (43)% $21,98¢ $(17,309) (44)%
+200 28,78¢ (11,362) (28)% 28,43 (10,85/) (28)%
+100 34,89: (5,25¢) (13)% 34,44 (4,84%) (12)%
0 40,14; — — 39,28¢ — —

-100 42,86 2,71¢ 7% 40,95 1,66¢ 4%

(1) Assumes an instantaneous uniform change in intestest. A basis point equals 0.01
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Our earnings may be adversely impacted by an isergminterest rates because the majority of derésst-earning assets are long-term, fixed
rate mortgage-related assets that will not re@&®ng-term interest rates increase, while a ritgjof our interest-bearing liabilities are expette
reprice. At September 30, 2005, 78.0% of our loaitis contractual maturities of greater than oneryeal fixed rates of interest, and 95.7% of oual
loans had contractual maturities of five or morarge Overall, at September 30, 2005 , 90.7% otatat interest-earning assets had contractual
maturities of more than five years. Conversely, iaterest-bearing liabilities generally have mubbrser contractual maturities. A significant portio
of our deposits have no contractual maturitiesanedikely to reprice quickly as short-term inténegtes increase. In addition, 63.9% of our cexifes
of deposit will mature within one year, and 35.3%@uor borrowed funds contractually mature withiregrear. Therefore, in an increasing rate
environment, our cost of funds is expected to iaseemore rapidly than the yields earned on our paatfolio and securities portfolio. An increasing
rate environment is expected to cause a narrowfiogionet interest rate spread and a decreaserieavnings.

We anticipate short-term market interest rates eaiitinue to increase in 2006, and long-term marketest rates will begin to increase, but not
as fast as short-term interest rates. This polentiaket interest rate scenario would cause thesspbetween long-term interest rates and short-term
interest rates to decrease. If this occurs, thdtieg interest rate environment is expected toeh@awegative impact on our results of operatiorsuas
interest-bearing liabilities, both deposits andrbwed funds, generally price off short-term intémages, while our interest-earning assets, both
mortgage loans and securities, generally pricéoof§-term interest rates.

Analysis Of Net Interest Income

Net interest income represents the difference barivilee interest we earn on our interest-earningtassuch as mortgage loans and investment
securities and the expense we pay on interestrgehabilities, such as time deposits. Net intenresbme depends on both the volume of our interest-
earning assets and interest-bearing liabilitiestandnterest rates we earn or pay on them.

59



Table of Contents

Average Balances, I nterest and Average Yields . The following table sets forth certain informatiesating to our average balance sheets and
reflects the average yield on interest-earningstasmd average cost of interest-bearing liatslitieterest earned and interest paid for the period
indicated. Such yields and costs are derived biglitig income or expense by the average balancetefdst-earning assets or interest-bearing

liabilities, respectively, for the periods presehtAverage balances are derived from daily balaonges the periods indicated. The average balarares f

loans are net of allowance for loan losses, butidenon-accrual loans. Interest income on seesriticlude a tax equivalent adjustment for bank

qualified municipals.

Interes-earning asset:
Interes-bearing
deposits
Federal funds sol
Securities
Loans

Total interest-earning

assets
Other asset

Total asset

Interes-bearing liabilities
Demand and NOW
accounts
Money market
accounts
Savings accoun
Time deposit:
Borrowed funds
Advances fron
borrowers

on taxes and insuran
Other interest-bearing

liabilities

Total interest bearing

liabilities
Other non-interest
bearing liabilities
Equity

Total liabilities and
equity

Net interest incom

Interest rate spree
Net interest margi

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 Expens¢ Rate  Balance Expens¢ Rate  Balance Expens¢ Rate  Balance Expens¢ Rate
(Dollars in thousands)
$ 2632 — $ 2,28¢ — — $ 1.36¢ — — $ 1,14¢ — — $ 1,70¢ — — $ 146 — —
4,67¢ 3.41% 5,27¢ 12C 3.02% 10,00: 86 1.1/% 8,251 101 1.22% 10,65 12z 1.1%% 10,90¢ 18%  1.6&%
101,227 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&%
202,41 5.74% 199,45! 8,74t 5.8%% 191,36: 8,237 5.72% 193,43! 11,10: 5.74 162,88t 10,07: 6.18% 149,41t 10,48t 7.02%
310,94 5.0% 308,68t 11,84¢ 5.1(% 295,60( 10,87% 4.8% 298,90 14,74: 4.9%% 243,27. 12,78( 5.28% 208,48. 13,18. 6.32%
23,127 20,77: 20,777 20,68 17,96¢ 15,60(
$334,07: $329,45¢ $316,38! $319,58¢ $261,23 $224,08:
I I I I I I
$ 37,957 0.31% $ 38,01¢ 10€ 0.37% $ 38,34¢ 79 0.27% $ 38,34« 11C  0.2% $ 36,09¢ 17€ 0.4% $ 31,587 297 0.94%
27,09¢ 1.0(% 29,94: 203 0.9(% 30,78t 20z 0.81% 30,92 275 0.8%  24,40: 27€ 1.1%% 22,56¢ 364 1.61%
29,94: 0.51% 30,27¢ 11 0.51% 31,59t 12C 0.51% 31,39 15¢ 0.51% 30,95: 287 0.9%% 28,08: 417 1.4&%
139,68 2.69% 134,98: 2,827 2.7¢% 126,39¢ 2,30¢€ 2.42% 127,65¢ 3,13 2.45% 111,90t 3,14¢ 2.81% 95,72: 3,42¢ 3.5t%
50,08t 3.5¢% 51,97¢ 1,351 3.4€% 49,51¢ 1,147 3.06% 50,76( 1,59¢ 3.14% 21,44% 747 3.4&% 8,09¢ 405 4.98%
1,240 3.65% 1,902 34 2.3t% 1,62¢ 30 2.4€% 1,61( 40 2.4&% 1,34z 35 2.61% 1,41( 39 2.7™%
361 6.62% 36€ 19 6.9(% 381 19 6.62% 37¢ 25 6.6(% 164 25 15.24% — — —
286,37. 2.1€% 287,46: 4,651 2.1%% 278,65( 3,90 1.8€% 281,06:0 533z 1.9(% 226,31! 4,69¢ 2.07% 187,46. 4,94€ 2.64%
19,97: 14,52¢ 12,28¢ 12,737 10,76« 14,19(
27,73: 27,46¢ 25,44¢ 25,78t 24,15¢ 22,43(
$334,07: $329,45¢ $316,38! $319,58¢ $261,23 $224,08:
I I I I I I
$ 7,19t $ 6,97: $ 9,41z $ 8,08¢ $ 8,23¢
I I I I I
2.95% 3.02% 3.0%% 3.1&% 3.68%
3.1% 3.1% 3.15% 3.32% 3.95%
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Rate Volume Analysis. The following table analyzes the dollar amountludges in interest income and interest expensad@ur components
of interest-earning assets and interest-bearibgitias. It shows the amount of the change inri@se income or expense caused by either changes in
outstanding balances (volume) or changes in inteagss. The effect of a change in volume is meakby applying the average rate during the first
period to the volume change between the two peribds effect of changes in rate is measured byyappthe change in rate between the two periods
to the average volume during the first period. Geanattributable to both rate and volume, whicmoabe segregated, have been allocated
proportionately to the absolute value of the chashgeto volume and the change due to rate.

Nine Months Ended September 30, 20C Year Ended December 31, 200 Year Ended December 31, 200
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 $ 3 $ 1C $ (3D $ (21) $ (6% — $ (6))

Securities 17€ 251 42¢ (81) 1,03¢ 95t (870 942 73

Loans deposits, including fe 15E 358 50¢ (761) 1,791 1,03( (1,31) 897 (419
Total interes-earning asse! 403 56¢ 971 (832)  2,79¢ 1,964 (2,247 1,84C (402)
Interes-bearing liabilities:

Demand and NOW accour 28 (D] 27 (7€) 10 (66) (159 38 (12))

Money market accoun 7 (6) 1 (6€) 65 Q) (11¢) 28 (88

Savings account — (5) B (132 4 (12¢) (169) 38 (130)

Time deposit: 352 164 517 (431) 413 (18) (80%) 52t (279

Total deposit: 38¢ 152 54C (705) 492 (213) (1,249 63C (617)
Other intere«-bearing liabilities:

Borrowed funds 14€ 59 20t (81) 927 84¢€ (152) 49€ 344

Advances from borrowers on

taxes and insurance and other

interes-bearing liabilities (D) 4 3 (22 27 5 11 10 21
Total interes-bearing liabilities 533 21E 74¢€ (80¢) 1,44¢ 63€ (1,389 1,13¢ (252)
Net change in interest incor $ (1300 $ 35 $ 228 $ (249 $135C $132¢ $ (8549 $ 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.ibmidn increase of $4.3 million from $329.8 mitliat December 31, 2004. The increase in
total assets is predominantly the result of aneiase in cash and cash equivalents, offset by aaein investment securities.

Our cash and cash equivalents increased by $3li&miib $15.5 million at September 30, 2005, froirl % million at December 31, 2004. Thi
due to an increase in federal funds sold of $118amifrom $2.8 million at December 31, 2004 to B4illion at September 30, 2005, an increase il
interestbearing deposits from $1.6 million at DecemberZM04, to $2.6 million at September 30, 2005, antharease of $1.0 million in cash and
from banks from $7.2 million at December 31, 20048.2 million at September 30, 2005. All of ousltand cash equivalent balances reflect our
liquid funds until they are deployed into lendingimvestment securities.

Investment securities decreased by $3.0 milliod1i01.2 million at September 30, 2005 from $104.Riani at December 31, 2004. More
specifically, investment securities available fales which constituted approximately 95% of investinsecurities, decreased by $2.8 million to $96.4
million at September 30, 2005 as compared to $88llbn at December 31, 2004. The decrease ishatiable to the paydown of our borrowings at the
Federal Home Loan Bank of New York of $3.9 million.

Loans receivable, net increased by $2.9 millioa total of $202.4 million at September 30, 2005 1$199.5 million at December 31, 2004.
Home equity loans increased by $780,000 from Deeer@b, 2004 to September 30, 2005. As interess i@iemortgages have steadily risen during
last twelve to 24 months, more homeowners have bsieig home equity loans to tap into the equitthgir homes as an additional source of funds.
Home equity loans represented 14.4% of our loatfgdmr at September 30, 2005. Commercial real edtzns decreased by $394,000 from
December 31, 2004 to September 30, 2005 whileeatiml mortgage loans increased by $3.4 milliore @crease in commercial real estate loans is
attributable to the increase in the prime raterduthe same period. The majority of our commen&al estate loans are tied to the prime rate and
demand for this product is sensitive to rate chanlylortgage loans and commercial real estate Iepresented 71.9% and 7.4%, respectively, of the
loan portfolio at September 30, 2005. Deferred liggs increased by $186,000 from $891,000 at Deeeih 2004 to $1.1 million at September 30,
2005 due to an increase in our loan volume. Trenalhce for loan losses decreased slightly by $21d00ing the period from December 31, 2004 to
September 30, 2005. The remainder of the portfmitsists of commercial, consumer and constructians.

Total deposits grew by $8.0 million, or 3.3%, t&$2 million at September 30, 2005, as comparé243.6 million at December 31, 2004,
primarily due to an increase in time deposits ama-imterest bearing deposit¥he increase is attributable to our branch expanisidcrie County, Ne
York.

Our borrowings, consisting of advances from thegfagldHome Loan Bank of New York, decreased by $3IBon from $54.0 million at
December 31, 2004 to $50.1 million at Septembe2B805. We have used these funds as a source dfitigfor loans and investment securities. The
use of such funds has been particularly impor@oir management of our interest rate risk as we baen able to lock in longer-terms rates with
such borrowings.

Total equity increased by $817,000 from $26.9 wnillat December 31, 2004 to $27.7 million at Sep&m30, 2005. The increase in total equity
was primarily due to net
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income of $1.6 million for the nine months endegt®mber 30, 2005 and to changes in the mark-to-ehadue of our available for sale investment
securities for the nine months ended Septembe2(BI5.

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 net income
for the nine months ended September 30, 2004. @beedse in net income is attributable to incre@sedest expense, non-interest expense and
increased income taxes, offset in part by an irsgréa net interest income and a decrease in theésjgo for loan losses.

Net I nterest Income . Net interest income increased by $223,000, or 3t2%7.2 million for the nine months ended Septem3@e 2005 as
compared to $7.0 million for the nine months en8egtember 30, 2004. This increase reflects incdeiaserest income of $971,000 for the nine
months ended September 30, 2005, partially offgetrbincrease in interest expense of $748,000.

Interest Income. Interest income increased $971,000, or 8.9%, &9 million for the nine months ended Septend®r2004 to $11.8
million for the nine months ended September 3052@@proximately $508,000 of this increase waskaitable to an increase in interest on loans, the
average balance of which increased by $8.1 millieer the year and had an average yield of 5.83&6mpared to an average yield of 5.72% in the
prior year. $429,000 of the increase was attridatadban increase from interest on investment seesirthe average balance of which increased by
$8.8 million over the year and had an average YéRl90% as compared to an average yield of 3.B58te prior year.

Interest Expense. Interest expense increased by $748,000, or 19r2%h,$3.9 million for the nine months ended SepienB0, 2004 to $4.7
million for the nine months ended September 30520We interest paid on deposits increased by $80rom $2.7 million for the nine months ent
September 30, 2004 to $3.2 million for the nine therended September 30, 2005. This was due tocagsise in the average yield paid on interest-
bearing deposits over the year of 0.48% and araser in the average balance of interest-bearingsispf $6.1 million over the year. The interest
expense related to advances from the Federal Haae Bank of New York increased by $204,000 fron2$tillion for the nine months ended
September 30, 2004 to $1.4 million for the nine therended September 30, 2005, as our borrowingsased in comparison to the prior year’s nine
month period.

Provision for Loan Losses. For the nine months ended September 30, 200prthvsion for loan losses was $20,000, a $187(¥fease as
compared to the provision for loan losses for theesponding period in the prior year which was&Q00. Despite increasing our loan portfolio, we
were able to decrease the provision for loan losased on the quality of our loan portfolio and @ngount of allowance for loan losses already in
place. Management has determined this based otaitedereview of our existing loan portfolio, hisiwal charge-off rates and non-performing loans.

We establish provisions for loan losses, whichcli@ged to operations, in order to maintain thevedihce for loan losses at a level management
considers necessary to absorb probable incurrelit tmeses in the loan portfolio. The amount of #lewance is based on estimates and the ultimate
losses may vary from such estimates as more infismbecomes available or later events occur. Mameant assesses the allowance for loan losses
on a quarterly basis and makes provisions for loages in order to maintain the adequacy of tlrealhce.
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Non-interest Income . For the nine months ended September 30, 2005interest income, which is a total of service cleargnd fees, net gains
or losses on sales of available for sale secudiigsloans, as well as other income, not includitgrest and dividends, totaled $1.4 million, whichas
an increase of $23,000 in comparison to the cooredipg period in the prior year.

Non-interest Expense . Non4interest expense increased $260,000 from $5.9omifbr the nine months ended September 30, 2088.tomillion
for the nine months ended September 30, 2005. Mterest expense includes the expense of salargésmaployee benefits, occupancy and equipment
costs, data processing and other items not retategpenses on deposits or borrowings. The majofithe increase in non-interest expense was
attributable to advertising expenditures, whichréased $83,000, or 60.1%, and salaries and emphmyesfits which increased $85,000, or 2.7%. The
increase in salaries and employee benefits wasapitindue to annual salary increases.

Income Tax Expense . Income tax expense increased by $190,000 fror3,868 for the nine months ended September 30, 206873,000 for
the nine months ended September 30, 2005 duergaised net income.

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

Total assets at December 31, 2004 were $329.8millin increase of $26.3 million or 8.7% from $30illion at December 31, 2003. The
increase in total assets is predominantly the rediihcreases in our investment securities andaam portfolio, which is composed primarily of
residential mortgage loans.

Our cash and cash equivalents decreased by $3i@mtd $11.6 million at December 31, 2004, from6®Lmillion at December 31, 2003. Thit
due to a decrease in federal funds sold of $5.8omifrom $8.7 million at December 31, 2003 to $&hBlion at December 31, 2004, offset by an
increase in our interestearing deposits from $71,000 at December 31, 20081.6 million at December 31, 2004. Since thiefal funds rate was Ic
at December 31, 2004, as compared to Decembe083, %ve endeavored to invest funds into investraeatirities as rapidly as sound investments
practices allowed. All of our cash and cash eqeivebalances at year-end reflect our liquid funatd deployed into lending or investment securities

Investment securities increased by $18.6 millio§164.2 million at December 31, 2004 from $85.6ionlat December 31, 2003. More
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 compared to $83libmat December 31, 2003. The increase in tHarize of investment securities is a result of our
management electing to invest borrowed funds, despasd income from loans in such securities, adifey opportunities became less available.

Loans receivable, net increased by $12.4 millior§.6%, to $199.5 million at December 31, 2004 fi$b87.1 million at December 31, 2003.
Approximately $6.9 million of this increase wagriatitable to residential mortgage loans. Mortgammé represented 71.3% of the loan portfolio as of
December 31, 2004. Home equity loans increase®t&y/fillion from $25.9 million at December 31, 2088 $28.4 million at December 31, 2004.

The increase can be attributable to interest rigasy from

64



Table of Contents

historic lows in 2003. The rising interest rate ieowment influenced homeowners to use home eqoéyd as a source of funds instead of refinancing
their mortgages at higher rates. Home equity leapsesented 14.2% of the loan portfolio at Decer3tie2004. Commercial real estate loans
increased by $682,000 from $14.6 million at Decen®dg 2003 to $15.3 million at December 31, 20@presenting 7.7% of the loan portfolio. The
increase is due to our expansion into Erie Coudéwy York. The remainder of the portfolio consiskcommercial and consumer loans.

Deposits grew by $13.1 million, or 5.7%, to $248flion at December 31, 2004, as compared to $2680l%n at December 31, 2003. This
increase was primarily due to the opening of the mew branch offices in East Amherst and Orchar#t,’déew York in 2003. In addition, all of our
offices generated additional deposits.

Our advances from the Federal Home Loan Bank of Merk increased by $10.7 million from an outstampgiralance of $43.3 million at
December 31, 2003 to a balance of $54.0 milliobetember 31, 2004. We have used these funds as@esaf liquidity for loans and investment
securities. The use of such funds has been an tergdool in managing our interest rate risk ashaee 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 Betber 31, 2004. The increase in total
equity was primarily due to net income of $2.2 ioiiland to changes in the mark-to-market valueuorawailable 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 Deloer 31, 2004, an increase of $672,000, or 44.8%pared with net income of
$1.5 million for the year ended December 31, 200t increase in net income is attributable to tew tranch offices that we opened in 2003.
Operating expenses associated with the new braneéresrecorded during 2003.

Net I nterest Income . Net interest income increased by $1.3 million, ®4%, to $9.4 million for the year ended Decemltier2®04 as compart
to $8.1 million for the year ended December 31,20is increase reflects increased interest incon$41.9 million for the year ended December 31,
2004 as compared to the prior year, partially affisean increase in interest expense of $638,0@0 ihne same period.

Interest Income. Interest income increased $1.9 million, or 15.48dirf $12.8 million for the year ended December 3D3to $14.7 million for
the year ended December 31, 2004. Approximately fillion of this increase was attributable to aorease in interest on loans, the average balance
of which increased by $30.6 million over the yead &iad an average yield of 5.74% as compared &varage yield of 6.18% in the prior year. The
remaining $1.0 million of the increase was attréhlé¢ to an increase from interest on investmenirgess, the average balance of which increased by
$28.0 million over the year and had an averagel Yo€B.69% as compared to an average yield of 3.B0#te prior year.

Interest Expense . Interest expense increased by $638,000, or 13 1@, $4.7 million for the year ended December 302 $5.3 million for
the year ended December 31, 2004. The interestauait®posits decreased by $213,000 from $3.9 miftho the year ended December 31, 2003 to
$3.7 million for the year ended December 31, 200ds was due to an decrease in the average yiéddopadeposits over the year of 1.22% off-set by
an increase in the average balance of deposit2®03%nillion over the year. The interest expensated to advances from the Federal Home Loan
Bank of New York increased from $747,000 for tharyended December 31, 2003 to $1.6 million forythar ended December 31, 2004 as our
borrowings increased.
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Provision for Loan Losses . For the year ended December 31, 2004, the provisioiean losses was $267,000, a decrease as cethjmthe
provision for loan losses for the prior year whieas $345,000. Despite increasing our loan portfelie were able to decrease the provision for loan
losses based on the quality of the loan portfalid the amount of allowance for loan losses alréagiyace. Management has determined this based or
a detailed review of our existing loan portfoligstorical charge-off rates and non-performing loans

Non-interest Income . Non-interest income increased by $147,000 betweené¢ars ended December 31, 2004 and 2003. Fge#tended
December 31, 2004, non-interest income totaled @llli®n, whereas for the prior year it totaled $illion. The increase is attributable to incrahse
overdraft service charges and increased gainsles shavailable for sale securities, offset intfimr decreased net gains on sales of loans and
decreased other income.

Non-interest Expense . Non-interest expense increased $721,000 from $#llidmyor the year ended December 31, 2003 to $iilfon for the
year ended December 31, 2004. The majority ofrtheease in non-interest expense was attributaldel&sies and employee benefits which increased
$614,000, or 15.9%, from $3.9 million for the yeaded December 31, 2003 to $4.5 million for the yealed December 31, 2004. The increase in
salaries and employee benefits was primarily duentoual salary increases and hiring additionalquersl to staff new branch offices opened during
2003 in Erie County.

Income Tax Expense . Income tax expense increased by $158,000 from 8@84pr the year ended December 31, 2003 to $90Z@Che year
ended December 31, 2004. The increase reflectscagase in our pretax income from $2.3 million @92 to $3.1 million in 2004.

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

General. Net income was $1.5 million for the year ended Delper 31, 2003, a decrease of $729,000, or 32.6ftpared with net income of
$2.2 million for the year ended December 31, 200s decrease was primarily a result of a decrgaset interest income of $150,000 and a $1.0
million increase in non-interest expense offsgiant by lower income taxes. Non-interest expenseeased largely due to the expenses associated wit
the opening of two new branch offices and theik lacoperating income for a part of the year in ethsuch expenses were incurred.

Net I nterest Income . Net interest income decreased by $150,000 from ®dl®n for the year ended December 31, 2002 td $8illion for the
year ended December 31, 2003. This decrease seflefcrease in interest income only partiallyetffs/ a decrease in interest expense on deposits a
we on average offered lower yields on our core diépoFurthermore, there was an increase in inteagd on borrowings as we increased our
borrowings through advances from the Federal HooenlBank of New York. In 2003, we sold $4.0 milliorresidential mortgage loans to the
Federal Home Loan Mortgage Corporation and retassedicing rights on these loans. The rationaleHersale of loans was due to anticipated
increased speed of pre-payments of higher rategages in the portfolio. The impact of such loawisérg fee income, which we include in “other
non-interest income” was minimal.

Interest Income . Interest income decreased by $402,000, or 3.1% $53.2 million at December 31, 2002 to $12.8 willat December 31,
2003. Almost all of this decrease can be attribtea decline in income from loans receivable fi®&h0.5 million for the year ended December 31,
2002 to $10.1 million for the year ended Decemligr2B03. This decline was a result of a declinetes due to both refinancings as our customers
sought lower rates on their mortgage loans andcestiyields on our adjustable rate mortgages alsdalthe 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 31.2200%4.7 million for
the year ended December 31, 2003. The interestgpaéitposits decreased $617,000 between compaednie while the interest paid on borrowings
increased by $344,000 between the years ended&2@D2002. The decrease in interest paid on depssitibutable to a decrease on the average
yield on deposits to 1.92% as compared to 2.54%hprior year, while the average balance of dépbs the year ended December 31, 2003
increased by $25.4 million. Our increase in borraywxpense was due to an increase in the averéebaf our advances from the Federal Home
Loan Bank of New York at an average yield of 3.48f#othe year ended 2003, compared to an averagpofi@.98% in 2002.

Provision for Loan Losses . For the year ended December 31, 2003 the provisiolman losses was $345,000, a decrease fromrthason of
$360,000 for the year ended December 31, 2002.if@aspreasing our loan portfolio, we were ablelézrease the provision for loan losses based on
the equity of the loan portfolio and the amounalidwance for loan losses already in place. Manageras determined this based on a detailed r
of our existing loan portfolio, historical chargé-mates and non-performing loans.

Non-interest Income . Non-interest income remained relatively constarpgiroximately $1.7 million in both 2003 and 20B2r the year ended
December 31, 2003, we experienced a loss of $9r0@0sales of securities. In the prior year, wdized $176,000 from the sale of securities. In 2!
we realized $129,000 from the sale of both residentortgage and student loans as compared to®%)B00 from the sale of student loans in 2002.

In November 2002, we established and funded a 5®&test in the Lake Shore Title & Abstract, LLChad party title agency for the purpose
providing abstracting and title services in conitectvith real estate transactions. There was nonreor loss attributed to this venture in 2002. In
2003, the net income generated by this joint ventvais $62,000.

Non-interest Expense . Non-interest expense increased by $1.0 million f&&?® million for the year ended December 31, 2@0%7.2 million
for the year ended December 31, 2003. This increasdargely the result of expenses attributablbeécopening of the new branches in Orchard Park
and East Amherst New York, including the retentidadditional employees. Also contributing to thisrease were salary expenses and employee
benefits, including health care expenses, whictemmed by $607,000 from $3.3 million for the yaaded December 31, 2002 to $3.9 million for the
year ended December 31, 2003. Increasedimenest expense was, to a lesser extent, attb®ita an increase in advertising expenses to $8880or
the year ended December 31, 2003 in comparisot4ad,800 for the year ended December 31, 2002. Th#&,800 increase in advertising expense
due to the opening of our two new branches in Edanty, New York during 2003. The branch expansias in a new market area and additional
advertising was necessary to establish name rettmgmind visibility.

Income Tax Expense . Income tax expense decreased by $341,000 fromnillién for the year ended December 31, 2002 to4$7d0 for the
year ended December 31, 2003. This reduction igaltlee fact that taxable income was less in 20@8 in 2002.

Liquidity and Capital Resources

Liquidity describes our ability to meet the finaalobbligations that arise during the ordinary cew$§business. Liquidity is primarily needed to
meet the lending and deposit withdrawal requiresiehbur customers and to fund current and plaex@enditures. Our primary sources of
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funds consist of deposits, scheduled amortizatiwh@epayments of loans and mortgage-backed aetHasked securities, maturities and sales of
other investments, interest bearing deposits @rdithancial institutions and funds provided fropecations. We have written agreements with the
Federal Home Loan Bank of New York, which as oft8eber 30, 2005, allowed us to borrow up to $23Mam on an overnight line of credit and
$23.4 million on a one-month overnight repricingeliof credit We have no borrowings through eitfehese agreements. We also have a third
agreement to obtain advances from the Federal Harae Bank collateralized by a pledge of our moregkogns. At September 30, 2005, we had
outstanding advances totaling $50.1 million.

Loan repayments and maturing investment secudties relatively predictable source of funds. Hoevedeposit flows, calls of investment
securities, and prepayments of loans and mortgagkell securities are strongly influenced by inten@®s, general and local economic conditions,
and competition in the marketplace. These fackusice the predictability of the timing of theserses of funds.

Our primary investing activities include the origtion of loans and, to a lesser extent, the puech&gvestment securities. For the nine months
ended September 30, 2005, we originated loansprbajmately $29.9 million in comparison to approxitely $41.0 million of loans originated in the
nine months ended September 30, 2004. In 2004 rigimated approximately $49.6 million in loans caangd to approximately $91.7 million in 2003.
Purchases of investment securities totaled $16l&min the nine months ended September 30, 20@6%44.1 million in the year ended Decembel
2004.

At September 30, 2005, we had loan commitmentstmiwvers of approximately $7.9 million and overdtafes of protection and unused home
equity lines of credit of approximately $20.6 nahi.

Total deposits were $251.6 million at September2B05, as compared to $243.6 million at DecembeB8@4. Time deposit accounts sched
to mature within one year were $33.9 million at t8egber 30, 2005. Based on our deposit retentiopréxpce, current pricing strategy, and
competitive pricing policies, we anticipate thatignificant portion of these time deposits will r@mwith 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 current fimglcommitments. The marginal cost of new fundimpwever, whether from deposits or borrowings
from the Federal Home Loan Bank, will be carefaibnsidered as we monitor our liquidity needs. Tfogeg in order to minimize our cost of funds,
may consider additional borrowings from the Fedelane Loan Bank in the 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 a new phonemsyatel upgraded computer software. We do not haydalfoon or other payments due on any
long-term obligations or any offalance sheet items other than debt as descridgdten8 to the Financial Statements and the comeritsnand unuse
lines and letters of credit noted above.
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We are contractually obligated to make paymentf &eptember 30, 2005 as follows:

Payments due by Period

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

(Dollars in thousands)

Long term deb $40,66( $8,28( $17,00C $11,88( $3,50(
Capital Lease 3,29( 124 28t 304 2,57
Operating Lease 87C 88 167 15¢ 45¢€
Data processing contre 90z 261 641 — —

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

The net proceeds raised in the offering will sigraintly increase our liquidity and capital resogtd®ver time, the initial level of liquidity willd
reduced as net proceeds from the offering are {ssegkneral corporate purposes, including the fogdif lending activities. In addition, the large
increase in equity resulting from the capital rdigethe offering will, initially, have an adversepact on our return on equity. Se®isk Factors -
After The Offering, Our Return On Equity Will Bene@ompared To Other Companies. This Could Hurt Htiee Of Your Common Sto.”

Off-Balance Sheet Arrangements

Other than loan commitments, the Lake Shore Savings not have any offalance sheet arrangements that have or are rédgdikaly to have
a current or future effect on our financial condliti revenues or expenses, results of operatiansdity, capital expenditures, or capital resourted
is material to investors. Refer to Note 14 of timacial statements beginning at page F-1 for ansamy of loan commitments outstanding as of
September 30, 2005.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&uolard (FASB) issued Statement No. 123 (revisé@d g0Shared-Based Payment.”
Statement No. 123(R) addresses the accountindiémeshased payment transactions in which an eiigerggceives employee services in exchange for
(a) equity instruments of the enterprise or ()iliies that are based on the fair value of theeggrises equity instruments or that may be settled b
issuance of such equity instruments. StatementlR®(R) requires an entity to recognize the grame-fir-value of stock options and other equity-
based compensation issued to employees in the mstetement. The revised Statement generally regjthiat an entity account for those transactions
using the fair-value-based method, and elimindtesntrinsic value method of accounting in APB GpmNo. 25, “Accounting for Stock Issued to
Employees,” which was permitted under Statement 42®riginally issued. The revised Statement @dgaires entities to disclose information about
the nature of the share-based payment transaciahthe effects of those transactions on the fiadstatements. At present, Lake Shore Savings and
Loan Association has not issued any stock optioraher equity-based compensation.

In March 2004, the SEC released Staff Accountintiein (SAB) No. 105, “Application of Accounting Piciples to Loan Commitments.” SAB
105 provides guidance about the measurements mfclmamitments recognized at fair value under FASRBesent No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” SAB5 Also requires companies to disclose their aetiog policy for those loan commitments
including methods and assumptions used to estifamtealue and associated hedging strategies. S¥Bid effective for all loan commitments
accounted for as derivatives that are enteredaftes March 31, 2004. The adoption of SAB 105 ditl ilave any effect on Lake Shore Savings and
Loan Association’s financial statements.
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BUSINESS OF LAKE SHORE BANCORP

Lake Shore Bancorp has not engaged in any busioeksge. Upon completion of the reorganization,é &kore Bancorp will own Lake Shore
Savings Bank. Lake Shore Bancorp will retain up@®6 of the net proceeds from the offering. We imllest our initial capital as discussed in “How
We Intend to Use the Proceeds from the Offering.”

In the future, Lake Shore Bancorp may pursue dibisimess activities, including the acquisition tifey financial institutions or other entities,
borrowing funds for investment in Lake Shore Sasiagd diversification of Lake Shore Bancorp’s opiers. Lake Shore Bancorp has no current
plans for such activities. Our cash flow will dedarpon earnings from the investment of the portibnet proceeds we retain and any dividends Lake
Shore Bancorp receives from Lake Shore Savingsallyj Lake Shore Bancorp will neither own nordeaany property, but will instead use the
premises, equipment and furniture of Lake Shorergav At the present time, we intend to employ greysons who are officers of Lake Shore
Savings, to serve as officers of Lake Shore Banddowever, we will use the support staff of Lakeo&hSavings from time to time. Lake Shore
Bancorp will not separately compensate these erspkyake Shore Bancorp will hire additional empks;, as appropriate, to the extent it expanc
business in the future. Se¢low We Intend to Use the Proceeds from the Offeting

BUSINESS OF LAKE SHORE SAVINGS BANK
General

Our principal business consists of attracting teteposits from the general public in the areasosunding our corporate headquarters in Dunl
New York and eight branch offices in Chautauquafand Counties, New York and investing those degpsbgether with funds generated fr
operations, primarily in one- to four-family residel mortgage loans, home equity loans and lifesexlit and commercial real estate loans and, to a
lesser extent, commercial business loans, consloaes, and investment securities. Our revenuedeareed principally from interest on loans and
securities. We also generate revenues from feesamnite charges and other income. Our primarycesuof funds are deposits, borrowings and
principal and interest payments on loans and sgesiri

For 115 years we have served the local communifuufkirk, New York. Lake Shore Savings was chadexs a New York savings and loan
association in 1891. In 1987, we opened our seoffice in Fredonia, New York. Since 1993, we hawgléd our asset-size and expanded to eight
branch offices. In addition, we have added thremiagtrative office buildings which comprise ourporate headquarters in Dunkirk, New York.

We are a community and customer oriented savingk theat offers residential real estate mortgagadpancluding home equity loans, consur
loans, commercial real estate loans, and commeoziak as well as traditional deposit products.piehase securities issued by the U.S. Govern
and government agencies, municipal securities,gage-backed and asset-backed securities and otlestinents permitted by applicable laws and
regulations. Our revenues are derived principatiyfinterest generated from our loans and intex@sted and dividends paid on our investment
securities. Our primary sources of funds for legdimd investments are deposits, payments of Idanipal payments on mortgage-backed and asset-
backed securities, maturities and calls of investrsecurities and income resulting from operationsrior periods.
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Market Area

Our operations are conducted out of our corporagglquarters in Dunkirk, New York and eight branffltes. Our branches are located in
Dunkirk, Fredonia, Jamestown, Lakewood and WestfielChautauqua County, New York. In Erie CountemNYork our branch offices are locatec
Orchard Park, East Amherst and Hamburg, which apén@pril and August of 2003 and December of 20@Spectively. We also have four stand-
alone ATMs. The opening of the Orchard Park, Eashérst and Hamburg offices demonstrates the impi&atien of our growth strategy which is
focused on expansion within Erie County while preisg our market share in Chautauqua County. Webele are among the top residential
mortgage lenders in Chautauqua County.

Our geographic market area for loans and depasgsricipally Chautauqua and Erie Counties, NewkYAdditionally, Cattaraugus County,
New York is part of our designated lending arethaalgh we have no branches in the market areahdloriChautauqua County is located on Lake
in the western portion of New York and is approxiety45 miles from Buffalo, New York. There are riplle prime industrial and building sites in
this county and a skilled and productive labor éofdorthern Chautauqua County is served by threeedited hospitals and offers higher education
opportunities. We have lending and deposit relatigps with such institutions. Southern Chautaugoan® is more of a tourist attraction, featuring
Chautauqua Lake, but it also hosts a broad diyeo$itndustry, commercial establishments and finanaostitutions as well as a skilled and produetiv
workforce. Jamestown, New York, where we openeditbeof two branch offices in 1996, is the mospplous city in Chautauqua County. It is also
the ninth largest metropolitan region in the Stdtblew York.

Erie County is a metropolitan center located onrestern border of New York covering 1,058 squailesnLocated within Erie County is the
city of Buffalo, the second largest city in the t8taf New York. As the city of Buffalo has redevedal, so too have its suburbs throughout Erie Cq
which also host the Buffalo Niagara Internationapért in Cheektowaga, New York and professiona@rtpfranchises. One of the main commercial
thorough-fares in Erie County is Transit Road, wtias experienced robust development in recensyeat is the location of our most recent branch
office. Our newest branch office, which opened gcBmber 2005, is in Hamburg, New York, also locatdgrie County.

The demographic characteristics of our market aredess attractive than national and state measBogh Chautauqua and Erie Counties
exhibit slower rates of population growth when cangal to the United States and New York State aestdg addition, both Chautauqua and Erie
Counties have lower per capita income and slowawtyr in per capita income when compared to theddn8tates and the New York State averages.
Since Chautauqua County has historically exhiblited attractive demographic characteristics, Ldi@&Savings may have limited growth
opportunities in Chautaugua County. However, Ene@y displays a stronger housing market and Eoien®/’s population base is five times larger
than Chautauqua County, which may offer Lake Shanew source of customers in the form of depositlanding opportunities. Notwithstanding
these demographic characteristics, our primary giaakea has historically been stable, with a diffecsbase of employers and employment sectors.
The local economies that we serve are not depemeobe key employer. Transportation equipmertigdargest manufacturing industry in the
Buffalo area, as well as production of componemtspd he principal employment sectors are servidated (excluding financial), wholesale and retail
trade, and durable-goods manufacturing. Similaratiional trends, most of the job growth currendiglized in Chautauqua and Erie Counties has been
in service-related industries, and service jobs aoeount for the largest portion of the workforce.
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The following table compares the historical popiolaiand per capita income levels and growth raie€hautauqua and Erie Counties, New
York State and the United States.

Growth
Year Rate
2000 2005 200(-200%
Population (in thousands)
United State: 281,42. 298,72t 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¢ 28,671 4.2%
Chautauqua Count 16,84( 20,05¢ 3.6%
Erie County 20,35' 24,50¢ 3.8%

Sources: SNL Financial, L.C. and ESRI Businessrin&gion Solutions

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

Competition

We face intense competition both in making loard attracting deposits. New York has a high conegiotn of financial institutions, many
which are branches of large money centers andmabimnks which have resulted from the consoligatibthe banking industry in New York and
surrounding states. Some of these competitors ¢naeater resources than we do and may offer serthegsve do not provide. For example, we do not
offer trust or investment services. Customers weeksone stop shopping” may be drawn to our conpstiwho offer such services.

Our competition for loans comes principally frormuoercial banks, savings institutions, mortgage bapkrms, credit unions, finance
companies, insurance companies, and brokeragenaestinent banking firms. The most direct compaetifiar deposits has historically come from
credit unions, commercial banks, savings bankssarthgs and loan associations. Specifically, wepstmwith regional financial institutions such as
Greater Buffalo Savings Bank, Jamestown SavingkBad Evans National Bank; state-wide financiatitnSons such as Manufacturers and Traders’
Trust Company (M&T Bank) and Key Bank; and natioidlevfinancial institutions such as HSBC Bank USA &ank of America. We are
significantly smaller than institutions like BankAmerica, HSBC Bank USA and Key Bank. We face ddal competition for deposits from short-
term money market funds, corporate and governnemirties funds, and from brokerage firms, mutualds and insurance companies.

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

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

* In 2001, we added a Secure Account Managen“SAM”) on-line banking website allowing customers instaneascvia the internet. W\
have continued to upgrade our-line banking as technology evolves and now offerckhimaging through our websir

» Customers with a Smart Account, which is a checkiocpunt, Free & Easy Checking or Money Market Rmer may have a “Navigator
Card,” our no-annual fee ATM/Debit card which mayused at ATM machines throughout Chautauqua aiedXunties for deposits and
withdrawals and as a debit card anywhere MasteriSaadceptec

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

* We have continued to upgrade our corporate heatigeand established branches, our ATMs and -through facilities to ensure that \
are providing a high level of customer satisfact

* Recently, we have added six new mortgage loan pted&/1, 7/1 and 7/23 adjustable rate mortgage80A4L0/10 loan, which is a combin
mortgage and home equity product, a constructiahl@en and an FHA 203(b) loan prodt

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

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

Lending Activities

General. We have a lor-standing commitment to the origination of residalnmnortgage loans, including home equity loans,\sadlsc
originate commercial real estate, commercial ansomer loans. We currently retain substantiallyfthe loans that we originate; however, we have
sold and may in the future sell residential mortgagd student loans into the secondary marketniegaservicing rights for the residential mortgage
loans. At September 30, 2005, we had total loar&262.6 million, of which $145.7 million, or 71.9%gere one-to-four family residential mortgages.
Of residential mortgage loans outstanding at th#t,d6.0% were adjustable-rate mortgage loans &id@vere fixed rate loans. At September 30,
2005, 14.4% of the loan portfolio was compriseth@fne equity loans, of which 80.0% were adjustadéle mortgage loans and 20.0% which were
fixed rate loans. The remainder of our loans at&eper 30, 2005, amounting to $27.7 million, or73.of total loans, consisted of 7.4% commercial
real estate loans, 1.0% construction loans, 4.08tnwercial loans and 1.3% consumer loans, which dedipersonal loans, home improvement loans,
overdraft lines of credit, automobile loans andrgngeed student loans.

Our loans are subject to federal and state lawsegulations. The Office of Thrift Supervision Haeen and will continue to be our primary
federal regulator. We have also been subject tolaggn by the New York State Banking Departmertijoln will cease once we have completed the
reorganization to a federal savings bank chartee. ifiterest rates we offer for loans are affectatjpally by the demand for loans, the supply of
money available for lending purposes and the istertes offered by our competitors. These facioesin turn, affected by general and local ecow
conditions, monetary policies of the federal goweent, including the Federal Reserve Board andlkgis tax policies.
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Loan Portfolio. The following table sets forth the composition af toan portfolio, by type of loan, in dollar amdsrand in percentages at the
dates indicated.

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

(Dollars in thousands)
Mortgage loans

One-to-four

family $145,65: 71.899%%$142,22. 71.1/%$135,29] 72.1096%107,11' 68.019%% 99,54: 68.51%$ 88,427 68.1%%
Commercial re¢

estate 14,91¢ 7.3€ 15,31( 7.6€ 14,62¢ 7.8C 13,62¢ 8.6t 10,86¢ 7.4€ 9,14¢ 7.0t
Construction

loans 2,00z 0.9¢ 2,467 1.2¢ 2,531 1.3 3,30( 2.1C 2,73¢ 1.8¢ 2,53¢ 1.9¢
Home equity

loans and

lines of credi 29,22: 14.4Z 28,44; 14.2: 25,87¢  13.7¢ 23,74: 15.0% 21,08 14.5] 21,04 16.2]

191,790 94.6¢ 188,43° 94.2¢ 178,32t 95.0¢ 147,78 93.8¢ 134,23. 92.3¢ 121,15  93.3¢

Other loans
Commercial
loans 8,081 3.9¢ 8,61¢ 4.3C 5,957 3.1¢ 6,22¢ 3.9¢ 7,33¢ 5.05 4,79¢ 3.7¢C
Consumer loan 2,73¢ 1.3t 2,87( 1.44 3,31C 1.7¢ 3,48: 2.21 3,73¢ 2.57 3,83¢ 2.9¢

10,81+ 5.34 11,48¢ 5.74 9,267 4.94 9,711 6.17 11,07: 7.62 8,631 6.6

Total loans 202,600 100.0% 199,92. 100.0(% 187,59 100.0% 157,49¢ 100.00% 145,30: 100.00% 129,78¢ 100.0(%
Less:
Deferred
loan
costs
(fees)
Q) 1,077 891 83¢€ 461 22C —
Allowance
for
loan
losses (1,267) (1,28¢) (1,299 (1,219 (924) (797)
Loans, ne $202,41° $199,52! $187,13¢ $156,74( $144,60( $128,99:

(1) Prior to February 2001, Lake Shore Savingsndidrecord deferred loan costs in accordance Wi8B-91, as the effect on financial statements
was immaterial
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Loan Maturity. The following table presents the contractual matwf our loans at December 31, 2004. The tables e include the effect of
prepayments or scheduled principal amortizatiorarisoshaving no stated repayment schedule or matandyoverdraft 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 % — 3 112 $ 806 $ 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: $ 2467 $ 8,61t $ 2,87( $199,92:
Interest rate terms on amounts due after one yea
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 $28,42F $ 2,46 $ 850z $ 2,060 $198,90¢
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The following table presents our loan originatiomsichases, sales, and principal payments forehiegs indicated.

Total loans
Balance outstanding at beginning of per

Originations:
Mortgage loan:
Commercial and consumer loz
Total originations
Deduct:
Principal repayment:
Mortgage loan:
Commercial and consumer loz
Total principal payment
Transfers to foreclosed real est
Loan sale~ Sonyma(1) and Freddie Mac Freddie N
Loan sale- guaranteed student loa
Loans charged o
Total deduction:

Balance outstanding at end of per

(1) State of New York Mortgage Agenc

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

2005 2004 2004 2003 2002 2001 2000

(Dollars in thousands)

$ 199,920 $ 187,59! $187,59! $157,95" $145,52: $129,78¢ $116,06°

25,217 33,950 40,737 85,14t 52,32( 43,92! 34,47:
4,68( 7,061 8,81¢ 6,59¢ 4,04¢ 7,715 5,197

29,891 41,01z 49,55¢ 91,747 56,36¢ 51,63t 39,66¢

22,45 23,18: 31,23¢ 48,33t 39,60¢ 29,53t 22,92¢
4,19( 3,422 4,72¢ 8,08( 3,541 5,44 1,53¢

26,64: 26,60% 35,95¢ 56,41¢ 43,15( 34,98: 24,46«

11€ 15C 374 761 30z 37¢ 23¢€

— — — 4,04¢ — — —

39¢€ 511 592 602 40¢ 354 1,12¢
55 96 304 27¢ 79 19¢ 11€

27,21: 27,36: 37,22¢ 62,100 43,93t 35,90: 25,94¢

$ 202,60° $ 201,24! $199,92! $187,59¢ $157,95" $145,52: $129,78¢

Residential Mortgage Lending. We emphasize the origination of residential morégglgns secured by one-to-four family propertiets. A
September 30, 2005, loans on one-to-four familidesdial properties accounted for $145.7 million7&.9%, of our total loan portfolio. Of residerhtia
mortgage loans outstanding on that date and atrbleee31, 2004, 6.0% and 5.7%, respectively of oan$ were adjustable rate mortgage loans and
94.0% and 94.3%, respectively, were fixed rate $o&t September 30, 2005, approximately 84% ofresidential mortgage portfolio was secured by
property located in Chautauqua County, 14% by ptgpecated in Erie County and 2% by property lecbélsewhere. Approximately 9% of all
residential loan originations during fiscal 2004reveefinancings of loans already in our portfolio.

Our loan originations are from customers, resideftsur local communities or referrals from locaat estate agents, attorneys and builders.
Management believes that the Erie County brandhesffcould be a significant source of new loan gatien. Following the reorganization, we may

seek to
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expand residential lending activities with the meds received in the offering primarily through thigination of residential mortgage and commercial
real estate loans. Management believes that expaiodir residential mortgage lending will continaeehhance our reputation as a service-oriented
institution particularly in Erie County, where weeactively developing and expanding our markesgmee.

Residential mortgage loan originations are genefat terms of 15, 20 or 30 years, amortized onaathnly basis with interest and principal due
either bi-weekly or monthly. Residential real estaans may remain outstanding for significantlgréér periods than their contractual terms as
borrowers may refinance or prepay loans at theioopvithout penalty. Conventional residential ngage loans originated by us customarily contain
“due-on-sale” clauses that permit us to acceldtaendebtedness of the loan upon transfer of ostiiof the mortgaged property. We do not offer
40-year mortgage loans, “interest only” mortgagmbor “negative amortization” mortgage loans.

Our residential lending policies and proceduresienthat our residential mortgage loans generalhfam to secondary market guidelines. We
originate residential mortgage loans with a loamatwe ratio up to 97%. Mortgages originated wilban-to-value ratio exceeding 80% normally
require private mortgage insurance. Private moggagurance is not required on loans with an 80%s¥ loan to value ratio.

We offer adjustable rate mortgage loans with a marn term of 30 years. Our adjustable rate mortdaayes include loans that provide for an
interest rate based on the interest paid on UeSstiry securities of varying maturities plus vagyimargins. We currently offer adjustable rate magg
loans with initial rates below those which woule@yail under the foregoing computation, based updetarmination of market factors and competi
rates for adjustable-rate loans in our market dfenadjustable rate mortgage loans, borrowersgjaaéfied at the initial fully indexed rate.

Our adjustable rate mortgage loans include limiténareases or decreases in the interest rateedb#im. The interest rate may increase or
decrease by a maximum of 2% or 5% per adjustmeitgwith a ceiling rate of 6% over the life of tlsan. The retention of adjustable rate mortgage
loans in our loan portfolio helps reduce exposarehianges in interest rates. However, there areaniiiable credit risks resulting from potential
increased costs to the borrower as a result gbtieeng of adjustable rate mortgage loans. Duriagqals of rising interest rates, the risk of defaul
adjustable rate mortgage loans may increase dile tocrease of interest cost to the borrower.

We regularly provide a loan product to our custasribat is underwritten using the same criteria iregiby the State of New York Mortgage
Agency for its own loan products. After a loan iggmated and funded, we may sell the loan to ttaéeSof New York Mortgage Agency. We have also
sold loans to the Federal Home Loan Mortgage Catjmr in the past and may do so again, from tim#me. We retain all servicing rights for
residential mortgage loans that we sell.

Home Equity Loans and Lines of Credit. We provide home equity loans and home equity lofegedit to our customers. We offer a home
equity loan or line of credit with a minimum balanaf $5,000 up to a maximum of 90% of the totahlt@mvalue ratio. Home equity lines of credit
products, which have interest rates tied to prigemerally have a 15 year draw period and a 15 y&gvack period. Fixed rate home equity loans r:
from terms of 5 to 15 years. These loans, as apgtotaled $29.2 million and $28.4 million at Sephker 30, 2005 and December 31, 2004,
respectively. Approximately 80.0% of such loanseéhadjustable rates and 20.0% have fixed ratesepteégnber 30, 2005 and December 31, 2004,
such loans constituted 14.4% and 14.2% of our tosad portfolio.
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Commercial Real Estate Loans. We originate commercial real estate loans to fieahe purchase of real property, which generalhsisis of
developed real estate. In underwriting commereal estate loans, consideration is given to thpgmy's historic cash flow, current and projected
occupancy, location, and physical condition. Attsapber 30, 2005 and December 31, 2004, our comaieeal estate loan portfolio consisted of
loans totaling $14.9 million and $15.3 million resfively, or 7.4% and 7.7%, respectively, of tétains. Of the commercial real estate portfolio at
September 30, 2005, approximately 95% consistéolanis that are collateralized by properties in Gaagua County and 5% by properties in Erie
County. Our commercial real estate loan portfdidiverse and does not have any significant loaceatration by type of industry or borrower. We
lend up to a maximum loan-to-value ratio of 80%commercial properties and require a minimum delsecage ratio of 1.2 to 1. Commercial real
estate lending involves additional risks comparét wne-to-four family residential lending. Becaysgyments on loans secured by commercial real
estate properties are often dependent on the siateperation or management of the propertiesjarte collateral value of the commercial real
estate securing the loan, repayment of such loaysh® subject, to a greater extent, to adverseitimnsiin the real estate market or economic
conditions. Also, commercial real estate loansdglly involve large loan balances to single borrmsawa groups of related borrowers. Our loan podi
limit the amount of loans to a single borrower moup of borrowers to reduce this risk and are desigo set such limits within those prescribed by
applicable federal and state statutes and regokatio

Construction Loans . We originate loans to finance the constructionahlone-to-four family homes and commercial reédtes These loans
typically have a ongear construction period, whereby draws are takehirterest only payments are made. As part oflthes process, inspection &
lien checks are required prior to the disburseréttie proceeds. At the end of the constructioiopethe loan automatically converts to either a
conventional or commercial mortgage, as applical&eptember 30, 2005 and December 31, 2004,anstruction loan portfolio consisted of loans
totaling $2.0 million and $2.5 million, respectiyebr 1.0% and 1.2%, respectively, 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, and other conruia loans. We have fewer than 10 loans with badarin excess of $1.0 million and the average
commercial loan is for a principal amount ranging $100,000 to $300,000. At September 30, 2005C@wember 31, 2004, our commercial loan
portfolio consisted of loans totaling $8.1 milliand $8.6 million, respectively, or 4.0% and 4.3@spectively, of total loans. Many commercial loans
have variable interest rates tied to the prime, @te are for terms generally not in excess ofdd&ry. Whenever possible, we collateralize thegsesloa
with a lien on business assets and equipment angeifsonal guarantees from principals of the bogroimterest rates on commercial loans generally
have higher yields than residential mortgages. W& oommercial loan services designed to give ess owners borrowing opportunities for
modernization, inventory, equipment, constructimmsolidation, real estate, working capital, vehjplirchases, and the refinancing of existing
corporate debt.

Commercial loans are generally considered to irvalhigher degree of risk than residential mortdages because the collateral underlying the
loans may be in the form of intangible assets aridie@ntory subject to market obsolescence. Comialdmans may also involve relatively large loan
balances to single borrowers or groups of relatedolvers, with the repayment of such loans typjcdépendent on the successful operation and
income stream of the borrower. Such risks can geifsgiantly affected by economic conditions. In @ith, commercial business lending generally
requires substantially greater oversight effortspared to residential real estate lending. We conal-site reviews of the commercial loan portfolio
to ensure adherence to our underwriting standardalicy requirements.
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Consumer Loans. We offer a variety of consumer loans. At Septen88er2005 and December 31, 2004, our consumer logfofio totaled $2.°
million and $2.9 million, respectively, or 1.4% ahdl%, respectively, of total loans. The largeshponent of our consumer loan portfolio are pers
consumer loans and overdraft lines of credit, wisithavailable for amounts up to $5,000 for unsstlwans and greater amounts for secured loans
depending on the type of loan and value of theatadhl. Consumer loans, excluding overdraft lifigsrotection, generally are offered for terms of up
to 10 years, depending on the collateral, at fixéerest rates. Our consumer loan portfolio alsusesis 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

» other secured loans.

Generally, the volume of consumer lending has dedlias borrowers have opted for home equity liwbgre a mortgage-interest federal tax
deduction is available, as compared to unsecui@tslor loans secured by property other than resédeeal estate. We continue to make automobile
loans directly to the borrowers and primarily oedisehicles. We also maintain a portfolio of gusgad student loans. Our student loans are typically
resold to the Student Loan Marketing Associatialli&Mae, when the loans go into repayment. Wearather consumer loans, which may or may
not be secured. The terms of such loans vary démgod the collateral.

Consumer loans are generally originated at higtterést rates than residential mortgage loanslbattand to have a higher credit risk due to
loans being either unsecured or secured by ragijtyeciable assets. Despite these risks, our édv@nsumer loan delinquencies generally has been
low. No assurance can be given, however, that elimgliency rate or losses will continue to remain In the future.

Loan Approval Procedures and Authority. Our lending policies are established by our Bodmicectors. Currently, our President and Chief
Executive Officer and Executive Vice President,eEi@perating and Commercial Officer have authadtgpprove loans for principal amounts of u
$100,000. Loans in excess of $100,000 in princpabunt, but less than $500,000 must be approvédeblzxecutive Committee of our Board of
Directors, which meets once a month. Loans withgipial amounts in excess of $500,000 must be readeamd approved by a vote of our Board of
Directors, which meets once a month. Additionalisgnch managers are granted authority to apprares|anainly consumer loans, in smaller amo
deemed appropriate by our Board of Directors.

Current Lending Procedures. Upon receipt of a completed loan application fropr@spective borrower, we order a credit report aerify
certain other information. If necessary, we obtdditional financial or credit related informatidile require an appraisal for all mortgage loans,
including loans made to refinance existing mortgagas. Appraisals are performed by licensed thady appraisal firms that have been approved by
our Board of Directors. We require title insuraweeall secondary market mortgage loans and ceother loans. We also require borrowers to obtain
hazard insurance,
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and if applicable, we may require borrowers to wbtimod insurance prior to closing. Based on lt@ralue ratios and lending guidelines, escrow
accounts may be required for such items as reatfieetstxes, hazard insurance, flood insurance, anat® mortgage insurance premiums.

Asset Quality

One of our key operating objectives has been, antraies to be, maintaining a high level of assetlity. Our high proportion of one-to-four
family mortgage loans, the maintenance of soundittsgandards for new loan originations and loamiadstration procedures have resulted in
historically low delinquency ratios and, in recgaars, a reduction in non-performing assets. Tfagers have contributed to our strong financial
condition.

Collection Procedures. We have adopted a loan collection policy to mamsdequate control on the status of delinquentsi@ad to ensure
compliance with the Fair Debt Collection Practiées. When a borrower fails to make required payraemt a residential or commercial loan, we take
a number of steps to induce the borrower to cuzadglinquency and restore the loan to a curretusst®ur collections department documents every
time a borrower is contacted either by phone aviiting and maintains records of all collectionafs. Once an account becomes delinquent for 15
days, a late notice is mailed to the borrower andguarantors on a loan. A second notice is mddédwing the 30" day of delinquency. At this time,
we also directly contact the borrower. Such contaay be repeated if a loan is delinquent betwee8%0ays. Once a loan has been delinquent for 90
days or more, the loan is deemed a “classifiedtaasd is reported to our board of directors. Adfitetter is sent to the borrower demanding payment
in full by a certain date. Failure to pay afterd¥ys of the original due date generally resultegal action, notwithstanding ongoing collectiomtthe
case of a secured loan, the collateral is reviewetktermine whether its possession would be déesttere for us. In cases where the collaterakféal
fully secure the loan, we may also sue on the antenot just repossess any collateral.

The collection procedures for consumer loans ireling sending of periodic late notices and letesborrower once a loan is past due. On a
monthly basis, a review is made of all consumengoahich are 30 days or more past due. Consumes kbat are 180 days delinquent, where the
borrowers have failed to demonstrate repaymenityldre classified as loss and charged-off. Onckaageeff decision has been made, the collect
manager or management pursues legal action swsrhalkclaims court, judgments, salary garnishmesgossessions and attempt to collect the
deficiency from the borrower.

Loans Past Due and Non-performing Assets. We define non-performing loans as loans that aleeenon-accruing or accruing whose payments
are 90 days or more past due. Non-performing gassetading non-performing loans and foreclosed estate, totaled $1.2 million at September 30,
2005 and $934,000 at December 31, 2004.
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The following table presents information regarding nonaccrual loans, accruing loans delinquent 90 daysae, and foreclosed real estate
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 $ 73 $46z

Constructior — — — — — —

Commercial real esta 227 101 55 — — —

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

Commercial loan 32 — — 7 — —

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

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

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

Constructior — — 194 — 90 —

Commercial real esta 4C — — — — 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 14z 584 90z 51z 401
Total nonperforming loar 1,001 79z 1,052 1,40¢ 1,402 88C
Foreclosed real esta 194 14z 48€ 11€ 10¢ 11
Restructured loar — — — — — —
Total nonperforming asse $ 1,198 $934 $15653¢ $152¢ $151C $891
Ratios:
Nonperforming loans as a percent of gross lo 0.4% 0.4(% 0.5€% 0.8%% 0.9 0.6¢%
Nonperforming assets as a percent of total as 0.3¢% 0.28% 0.51% 0.64% 0.71% 0.4%%

Loans are placed on non-accrual status either wdeonable doubt exists as to the full timely otiben of interest and principal, or when a loan
becomes 90 days past due, unless an evaluatidrebysset Classification Committee indicates thatlttan is well-secured or in the process of
collection. Our Asset Classification Committee desites loans on which we stop accruing interestntecas non-accrual loans and we reverse
outstanding interest income that was previousldited. We may again recognize income in the pettiatl we collect such income, when the ultimate
collectibility of principal is no longer in doubtVe return a noraccrual loan to accrual status when factors ingigadoubtful collection no longer exi
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Our recorded investment in non-accrual loans tdt&&84,000 and $142,000 at September 30, 2005 andriber 31, 2004, respectively. If all
non-accrual loans had been current in accordanttetiagir terms during the nine months ended Sepee®®, 2005 and the years ended December 31,
2004 and 2003, interest income on such loans woave amounted to $44,000, $19,000 and $51,000ectgely. At September 30, 2005, we did not
have any loans not included above which are “tredillebt restructurings” 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 a
its fair market value less estimated selling cdé foreclosure action is commenced and the Isarot brought current, paid in full, or refinanced
before the foreclosure sale, we either sell thepesperty securing the loan at a foreclosure sakeell the property as soon thereafter as prdctica

Classification of Assets. Federal regulations require us to regularly revéad classify our assets. In addition, our regutat@ve the authority
identify problem assets and, if appropriate, regjtliem to be classified. There are three clastiica for problem assets: substandard, doubtful and
loss. “Substandard assets” must have one or méireedeveaknesses and are characterized by thaedigibssibility that we will sustain some loss if
the deficiencies are not corrected. “Doubtful asSleave all the weaknesses inherent in substaradasets with the additional characteristic that the
weaknesses present make collection or liquidatidall on the basis of currently existing factsnd@ions and values questionable, and there igla hi
possibility of loss. An asset classified “losstiznsidered uncollectible and continuance as art afige institution is not warranted. The reguas
also provide for a “special mention” category, diésam as assets which do not currently expose asstdficient degree of risk to warrant classificat
but do possess credit deficiencies or potentiakwesses 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 losses representiats that have been established to recognizedaskerent in the loan portfolio that are both
probable and reasonably estimable at the dateedfrthncial statements. When we classify probleset&sas loss, we charge-off such amount. Our
determination as to the classification of our asaed the amount of our loss allowances are sutgjgeview by our regulatory agencies, which can
require that we establish additional loss allowan®ée regularly review our asset portfolio to detiele whether any assets require classification in
accordance with applicable regulations. On thesbafsour review of our assets at September 30, ,2085sified assets consisted of special mention
assets of $1.2 million, substandard assets of dillibn, doubtful assets of $16,000 and loans dfeesbas loss assets of $1,000. The classifiedigasse
total includes $1.0 million of nonperforming loans.

The following table shows the aggregate amountaiotlassified 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¢ $1,287
Substandard asse 2,14¢ 1,522 1,61¢ 2,05¢
Doubtful asset 16 13 337 46E
Loss asset 1 — — —

Total classified asse $ 3,391  $2,21¢  $3,04¢  $3,80¢
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Delinquencies . The following table provides information about deliencies in our loan portfolios at the dates iaigid.

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( $ 742 $ 68% $524 $65& $23C $ 637 $184 $1,29(
Commercial real esta 54 26€ 111 101 — 24¢ — 7
Commercial busines 1 32 39 — 39 12¢ — 94
Consumer loan 13 8 18 33 26 40 18 17
Total $ 81C $ 98S $69z $79z $29t $1,05¢ $20z $1,40¢

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

Allowance for Loan Losses . The allowance for loan losses is a valuation actthat reflects our evaluation of the losses inheire our loan
portfolio. We maintain the allowance through prastis for loan losses that we charge to income. Wage losses on loans against the allowance for
loan losses when we believe the collection of tiamlis 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 the followintpfa as part of this evaluation: historical loassl experience; payment status; the estimated value
of the underlying collateral; loans originated meas outside of the historic market area for logivity; trends in loan volume; and national anddb
economic conditions. There may be other factorsrtey warrant consideration in maintaining an alloee at a level sufficient to provide for probe
loan losses. Although our management believedtthat established and maintained the allowanck#or losses to reflect losses inherent in our
portfolio, based on its evaluation of the factoosed above, future additions may be necessanpii@uwic and other conditions differ substantialiyn
the current operating environment.

In addition, various regulatory agencies, as aegral part of their examination process, periodiicaview our allowance for loan losses. These
agencies, including the Office of Thrift Supervisionay require us to increase the allowance far loases or the valuation allowance for foreclosed
real estate based on their evaluation of the infdion available to them at the time of their exaation, thereby adversely affecting our results of
operations.

The allowance consists of allocated, general amdlazated components. The allocated componenteetatioans that are classified as either
doubtful, substandard, or special mention. SAsset Quality — Classification of Assétor such loans that are also classified as inggaian
allowance is established when the discounted dasls f collateral value or observable market pritthe impaired loan is lower than the carrying
value of the loan. The general component coversatessified loans and is based on historical legesence adjusted for qualitative factors.
Qualitative
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factors include past loss experience, loans origthan areas outside of the historic market aredofan activity, trends in loan volume, type and
volume of loans, changes in lending policies aratedures, underwriting standards, collections,gdaffs and recoveries, national and local econ
conditions, concentrations of credit and the efdaxternal factors on the level of estimated itredses in the current portfolio. An unallocated
component is maintained to cover uncertainties¢batd affect management’s estimate of probabledessuch as downturns in the local economy.
The unallocated component of the allowance reflgesnargin of imprecision inherent in the undertyassumptions used in the methodologies for
estimating allocated and general losses in thdgiort

A loan is considered impaired when, based on ctiméormation and events, it is probable that wé mot be able to collect the scheduled
payments of principal and interest when due acogrth the contractual terms of the loan agreent&tors considered by management in determ
impairment include payment status, collateral vatuel the probability of collecting scheduled pifrat and interest payment when due. Impairment is
measured on a loan-by-loan basis for commercialddmy either the present value of expected futash élows discounted at the loan’s effective
interest rate or the fair value of the collatefahe loan is collateral dependent. Large groupsnaéller balance homogeneous loans are collectively
evaluated for impairment. Accordingly, we do ngba&tely identify individual consumer and residahitbans for impairment disclosures. At
September 30, 2005, we did not have any impairaddo

For the nine months ended September 30, 2005ndisémt increase to our allowance for loan logbesugh a provision for loan losses was not
deemed necessary based on our evaluation of the descussed above. We believe that the allowandedn losses accurately reflects the level of
risk inherent in the loan portfolio and the riskl@fiding in our community.
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The following table sets forth activity in our alance for loan losses and other ratios at or ferdidites indicated.

At or for the Nine Months Ended At or for the Year Ended
At September 30, December 31,
2005 2004 2004 2003 2002 2001 2000

(Dollars in thousands)

Balance at beginning of perio $ 1,28¢ $ 1,29¢ $ 129 $ 1217 $ 924 $ 797 $ 70¢
Provision for loan losse 20 207 267 34t 36C 32t 201
Charge-offs:
Mortgage loans on real esta
One-to-four family 24 71 24 20C 43 34 24
Constructior — — — — — — —
Commercial real esta — — 117 — — — —
Home equity loans and lines of cre — — — — 8 — 12
Other loans
Commercial loan 12 — 12¢€ 17 5 141 49
Consumer loan 1¢ 25 37 58 23 43 46
Total charg-offs: 55 96 304 27t 79 21¢ 131
Recoveries
Mortgage loans on real esta
One-to-four family — 23 23 4 4 6 —

Constructior — — — — — _ _
Commercial real esta — — — — _ — _

Home equity loans and lines of cre — — — — 1 4 3
Other loans

Commercial loan 13 — — — — 1 8

Consumer loan 1 3 9 2 7 9 8
Total Recoverie 14 26 32 6 12 20 19
Net charg-offs 41 70 272 26¢ 67 19¢ 112
Balance at end of peric $ 1,267 $ 143C $ 1,28 $ 129 $ 1217 $ 924 $§ 797
Average loans outstandi $ 19945 $ 191,36 $193,42¢ $162,81( $149,26( $14552: $122,41:
Ratio of net charc-offs to average loans outstand 0.02% 0.04% 0.14% 0.17% 0.04% 0.14% 0.09%
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The following table presents our allocation of #ilewance for loan losses by loan category angéreentage of loans in each category to total
loans at the periods indicated. The allowancedanllosses allocated to each category is not reilgsadicative of inherent losses in any partaul
category and does not restrict the use of the altme to absorb losses in other categories.

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

At December 31,

At September 30, 200! 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 47.2% 71.% $ 527 40.%% 71.2% $ 37¢ 29.2% 72.1%
10€& 8.5% 14.%% 11C 8.5% 14.2% 61 4.7% 13.8%
25E 20.1% 7.4% 197 15.2% 7.7% 43C 33.2% 7.€%
— — 1.C% — — 1.2% — — 1.2%
964 76.(% 94. 7% 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% 1.3% 27 2.1% 1.4% 3t 2.7% 1.8%
157 12.5% 5.3% 16€ 12.9% 5.7% 191 14.8% 5.C%
$1,121 88.5%  100.(% $1,00( 77.6% 100.(% $1,06¢ 82.1% 100.(%
$ 14¢ 11.5% $ 28¢ 22.2% $ 232 17.%
$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

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% 68.0% $ 352 38.2% 68.5% $ 35z 44.2% 68.1%
107 8.8% 15.(% 86 9.2% 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 5.8% 3.C%
17C 14.(% 6.2% 162 17.5% 7.7% 13¢ 16.% 6.7%
$ 96¢ 79.€% 100.% $ 744 80.5% 100.(% $ 782 98.1% 100.(%
$ 24¢ 20.4% $ 18C 19.5% $ 15 1.9%
$1,217 100.(% $ 924 100.(% $ 797 100.(%

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

of 2003.
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We consider various qualitative factors when esghbrig our allowance for loan losses. Some of #wtdrs cannot be assigned to a specific loan
category, such as commercial real estate loansrmuener loans. An example of this type of factarational and local economic conditions. Changes
in economic conditions could affect the financtaésgth of our borrowers or the value of collatesgturing our loans. The majority of our loans are
made to borrowers located in Chautauqua County, Xefk or are secured by properties located in Clnagiia County. In recent years, economic
conditions in Chautauqua County have been stagnétht]imited opportunities for business expansiminimal growth in real estate values and
limited job growth. In the event that these ecoroaanditions decline in the future, some of ourbaers may be unable to make the required
contractual payment on their loans. As a resulkeL8hore Savings may be unable to realize the#&ullying value of such loans through foreclosure.
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Investment Activities

General. Our Board of Directors reviews and approves ouestment policy on an annual basis. This policyadég that investment decisions be
made based on the safety of the investment, lityuidgquirements, potential returns, cash flow teggand consistency with our interest rate risk
management strategy. The Board of Directors hagyd&d primary responsibility for ensuring that gluédelines in the investment policy are followed
by the President and the Chief Financial Officeur Ohief Executive Officer and Chief Financial @#r are responsible for making securities port!
decisions in accordance with established policiesteave the authority to purchase and sell seeanitithin the specific guidelines established k& th
investment policy. In addition, all transactions aeviewed by the Asset/Liability Committee whicleets every other month.

Our investment policy is designed primarily to mg@éhe interest rate sensitivity of our assetslahdities, to generate a favorable return
without incurring undue interest rate or credikyi® complement our lending activities and to pdevand maintain liquidity within established
guidelines. In establishing our investment stragegive consider our interest rate sensitivity tyjpes of securities to be held, liquidity and other
factors. We have also engaged an independent falauvisor to recommend investment securities @ling to a plan which has been approved by
Asset/Liability Committee and the Board of DirestoFederal savings banks have authority to invegaiious types of assets, including U.S.
Government obligations, securities of various fatlagencies, obligations of states and municipalitmortgage-backed and asset-backed securities,
collateralized-mortgage obligations, certain tinepasits of insured banks and savings institutioagain bankers’ acceptances, repurchase
agreements, loans of federal funds, and, subjeztain limits, corporate debt and commercial pape

Nearly our entire portfolio is classified as “awdile for sale’and is reported at fair market value. Our portfalimsists of collateralized mortge
obligations, U.S. Government agency backed seesritisset-backed securities, U.S. Government d¢ibligaand municipal bonds. Nearly all our
mortgage backed securities are directly or indiygosured or guaranteed by the Federal Home Loartgdge Corporation, the Government National
Mortgage Association or the Federal Home Loan MagggAssociation.

Beginning in 2005, we also invested in privatelgured state and municipal obligations with matesitf twenty years or less. We invest in tt
securities because of their favorable after taldgien comparison to U.S. Government and U.S. Guwent Agency securities of comparable matu
These securities are classified as available fler §&nally, we have investments in Federal HomarLBank of New York stock, which must be hel
a condition of membership in the Federal Home LBank system.
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The following table presents the composition of securities portfolio (excluding Federal Home Lddortgage Corporation common stock) in
dollar amount of each investment type at the dattisated.

At December 31,

At September 30,
2005 2004 2003 2002
(Dollars in thousands)
Amortized Cost Fair Value Amortized Cost Amortized Cost Fair Value Amortized Cost Fair Value
Fair Value
Securities available for sale
U.S. Government agenci $ — $ — $ — $ — $ 1,00 $ 1,060 $ 1,00C $ 1,10¢
U.S. Government
obligations 2,11¢ 2,241 2,11¢ 2,162 2,12: 2,08¢ — —
State and municipal
obligations 2,00¢ 1,99- — — — — — —
Mortgage-backed securitie
Collateralized
mortgage
obligations 49,93: 49,11: 47,30¢ 46,93 34,16( 33,87¢ 16,44: 16,53(
Federal Home Loan
Mortgage
Association 7,467 7,37 9,15¢ 9,17¢ 6,322 6,39¢ 3,98t 4,09¢
Federal Home Loan
Mortgage
Corporation 16,67( 16,24¢ 19,15 18,92 14,19: 14,20: 5,16¢ 5,281
Asse-backed securitie: 18,39( 18,18¢ 20,39¢ 20,32¢ 23,82¢ 24,097 23,45¢ 23,87¢
Total available for sale $ 9658 $95,15¢ $ 98,12¢ $9752: $ 8162¢ $81,72: $ 50,05 $50,90¢
Securities held to maturity:
Mortgage-backed securitie
Government National
Mortgage
Association $ 73 % 79 % 80 $ 88 $ 86 $ 95 $ 144 $ 15¢
Federal Home Loan
Mortgage
Association 113 114 13¢€ 13¢ 17¢€ 182 414 43¢
Federal Home Loan
Mortgage
Corporation 54 55 76 80 10¢ 112 207 221
U.S. Government
obligations: 2,05¢ 2,26¢ 2,067 2,19¢ — — — —
Total held to
maturity 2,29¢ 2,512 2,35¢ 2,50: 371 38¢ 765 81¢
Total investment
securities $ 98,87¢ $97,67( $ 100,48 $100,02: $ 81,997 $82,11: $ 50,81¢ $51,72:
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At September 30, 2005, non-U.S. Government and Bavent agency securities that exceeded 10.0% dfyagare as follows:

Book Value Fair Value

Issuer

(In thousands)
Asset backed securitie:

Countrywide Asset Backed Certificat $ 4,50 $ 4,462
Chase Funding Mortgage Asset Bacl $ 3,58¢ $ 3,54t
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 mégsj amortized cost and weighted
average yields for our investment portfolio, witke texception of equity securities, at Septembe805. Due to repayments of the underlying loans,
the average life maturities of mortgage-backedass#t-backed securities generally are substantgsitythan 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 Yielc Amortized Average Yield Amortized Average Yield Amortized Average Yield Amortized Fair Value Average Yield
Cost Cost Cost Cost Cost
(Dollars in thousands)
Available for Sale
Securities:
U.S. Government
agencies $ — — $ — — $ — — $  2,11¢ 496% $ 2,118 $ 2,241 4.96%
State and municipal
obligations(1) — — — — 1,604 3.61% 40z 3.82% 2,00¢ 1,992 3.65%
Mortgage-backed
securities 59 6.25% 12,22: 3.82% 13,85 3.95% 47,93: 4.02% 74,06¢ 72,73¢ 3.9¢%
Asset-backed
securities — — 654 3.6% — — 17,73¢ 3.94% 18,39( 18,18¢ 3.9%%
Held to Maturity securities:
U.S. Governmer
securities $ — — $ — — — — $  2,05¢ 5.44% 2,05¢ 2,26¢ 5.44%
Mortage-backed
securities — — $ 32 8.41% 22 6.4% $ 18¢ 7.65% 24C 24¢ 7.68%
Total debt securities: $ 58 6.28% $ 12,90¢ 3.8% $ 15,48! 3.92% $ 70,42¢ 408 $ 98,87¢$ 97,67( 4.02%

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

General. Deposits, borrowings, repayments and prepaymertaaot and securities principal, proceeds frorrstile of securities, proceeds from
maturing securities, and cash flows provided byrafp@ns are our primary sources of funds for uderwling, investing and for other general purposes.
See “Management’s Discussion and Analysis of Financiahdition and Results of Operations—Liquidity angit# Resources’

Deposits . We offer a variety of deposit accounts having ajeaof interest rates and terms. We currently ogular savings deposits (consist
of a Christmas Club, passbook and statement sagitigsints), money market accounts, interest bearidghon-interest bearing checking accounts,
retirement accounts, time deposits and Interestaovyer Accounts.

Deposit balances in our NOW account constituted @8%78% of our checking account balances at Séyee80, 2005 and December 31, 2!
respectively. These accounts provide interest-egreiecking, with a weighted average rate at Sdpgei30, 2005 of 0.44%.

Deposit flows are influenced significantly by geasleand local economic conditions, changes in ptenginterest rates, pricing of deposits, and
competition. Our deposits are primarily obtaineshircommunities surrounding our offices and we pelynarily on paying competitive rates, service,
and long-standing relationships with customerdti@et and retain these deposits. We normally daise brokers to obtain deposits.

When we determine our deposit rates, we considat mmpetition, U.S. Treasury securities offerjraysd the rates charged on other sources of
funds. Core deposits (defined as savings depositagy market accounts, demand accounts and otieeesh bearing accounts) represented 44.5% anc
45.8% of total deposits on September 30, 2005 awkDber 31, 2004, respectively. At September 305 20id December 31, 2004, time deposits
with remaining terms to maturity of less than oearyamounted to $89.2 million and $76.6 milliorspectively.

The following table presents our time deposit acteeategorized by interest rates which maturendugach of the periods set forth below and
the amounts of such time deposits by interestatgach of September 30, 2005, December 31, 20D2G08.

At September 30

Period to maturity from September 30, 200t At December 31,
Less than More Than
More th Two Y t More than
One Year ore than WO Yearsic  Three Years
One Year tc

Two Years Three Years 2005 2004 2003

(Dollars in thousands)
Interest Rate Rang

1.99% and belov $11.64¢ $ 1,05C $ 73 % 4 3 12,77: $ 36,59. $ 48,497
2.00% to 2.99Y 39,49t 6,95¢ 14¢€ 144 46,74 66,49’ 41,29¢
3.00% to 3.99% 36,57¢ 23,78¢ 7,777 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 7732
6.00% and abov — — — — — 59 182
Total $89,21¢ $ 37,68¢ $ 9481 $ 3,30C $ 139,68 $132,08¢ $124,72:
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The following table presents the distribution of deposit accounts at the dates indicated by daitasunt and percent of portfolio:

Deposit type:
Savings
Money marke
Interest bearing demai
Noninterest bearing
demanc

Total core deposit

Time deposits with original maturities of:
Three months or les
Over three months to twelve mon
Over twelve months to twer-four months
Over twent-four months to thirt-six months
Over thirty-six months to fort-eight months
Over forty-eight months to sixty montt
Over sixty month:

Total time deposit

Total deposit:

At December 31,

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

Maturity Period

Three months or les

Over three months through six mon
Over six months through twelve mont

Over twelve month

Total

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)
$ 29,94 11.92% $ 30,007 12.32% $ 31,48 13.66% $ 28,54¢ 14.63%
27,09¢ 10.77% 30,76¢ 12.6% 26,21¢ 11.38% 23,44¢ 12.02%
37,957 15.0% 39,48¢ 16.21% 37,07¢ 16.09% 32,77 16.8(%
16,89 6.71% 11,20¢ 4.6(% 10,99: 4.71% 9,86¢ 5.06%
111,88¢ 44486 111,46¢ 45.7¢%6  105,77: 45.9(% 94,63« 48.51%
2,152 0.8%% 1,861 0.7€% 2,76: 1.2(% 2,61¢ 1.34%
31,71¢ 12.6(% 31,06¢ 12.7% 35,88¢ 15.5"% 42,42¢ 21.7*%
57,30t 22.7%% 57,63¢ 23.6€% 70,93 30.7% 49,48( 25.3¢%
41,57¢ 16.5% 35,69: 14.66% 12,28: 5.3% 3,46¢ 1.7¢%
5,33t 2.12% 4,41¢ 1.81% 1,56¢ 0.68% 1,30¢ 0.67%
1,07¢ 0.42% 1,10C 0.4%% 1,25¢ 0.54% 1,137 0.5&%
521 0.21% 314 0.12% 29 0.01% 28 0.01%
139,68 55.52% 132,08t 54.206 124,72 54.1% 100,45¢ 51.4%
$251,57¢ 100.0% $243,55: 100.0% $230,49' 100.0% $195,09: 100.0%
Amount
(In thousands,
$ 7,72(
7,871
6,137
9,90¢
$ 31,64(
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Borrowings. Our borrowings consist of short-term Federal HomarLBank advances. The following table sets fortbrmation concerning
balances and interest rates on our borrowingseatidites and for the periods indicated. We havevaifahle line of credit of $23.4 million at
September 30, 2005 and a one month overnight iegrime of credit of $23.4 million. We did not haany outstanding borrowings 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 outstandin $ 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: 1,00¢
Weighted average interest r: 3.05% 2.24% 2.9(% 1.74%

Subsidiary Activities

Upon completion of the reorganization, Lake Shaeiggs 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 hesatirs, administrative offices, and eight branffices. At December 31, 2004, the net b
value of the computer equipment and other furnjtfixtures, and equipment of our offices totaled7illion. For more information, see Note 5 of

Notes to our Financial Statemer

Location

Corporate Headquarters
125 East Fourth Street
Dunkirk, NY 14048

Branch Offices:

Chautauqua Count
128 East Fourth Street
Dunkirk, NY 14048
30 East Main Street
Fredonia, NY 1406:
1 Green Avenue
Jamestown, NY 147C
115 East Fourth Street
Jamestown, NY 147C
106 East Main Stret
Westfield, NY 1478
Erie County
5751 Transit Road
East Amherst, NY 1405
3111 Union Road
Orchard Park, NY 1412
59 Main Street
Hamburg, NY 1407!

Administrative Offices:
31 East Fourth Street
Dunkirk, NY 14048
123 East Fourth Stre
Dunkirk, NY 14048

(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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Owned

Owned

Owned

Owned/Leased(

Owned
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Owned
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Leased(4

Owned

Owned

Original Net Book Value
Date December 31, 20C

Acquired (In thousands)

1995 $ 99
1930 85E
1996 858
1996 80¢&
1997 35E
1998 36C
2003 1,23:
2003 217
2005 0
2003 324
1995 107
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Legal Proceedings

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

Personnel

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

REGULATION

General

Lake Shore Savings is currently a New York-chadesavings and loan association. It is currenthjetlio regulation, examination, and
supervision by the New York State Banking Departnagrd pursuant to the Federal Deposit Insurancealca state-chartered savings association,
Lake Shore Savings is also currently subject tadigelation, examination and supervision of thei@@fbf Thrift Supervision and the Federal Deposit
Insurance Corporation as its deposit insurer. fesalt of the reorganization, Lake Shore Savindsoenvert to a federal stock savings bank and will
thereby become subject solely to the regulatioaperation and supervision of the Office of Thriftgrvision with the Federal Deposit Insurance
Incorporation as its deposit insurer.

Lake Shore Savings is a member of the Savings Aetsmt Insurance Fund, and its deposit accountinarged up to applicable limits by the
Federal Deposit Insurance Incorporation. All of deposit premiums paid by Lake Shore Savings té-#ueral Deposit Insurance Incorporation for
deposit insurance are currently paid to the Savikegociation Insurance Fund. Lake Shore Savings®sa member of the Federal Home Loan Bank
of New York, which is one of the 12 regional Fedi¢tame Loan Banks. Lake Shore Savings must fil®rspwvith the Office of Thrift Supervision
concerning its activities and financial conditiamd it must obtain regulatory approvals prior teeeing into certain transactions, such as mergéts w
or acquisitions of, other depository institutiofe Office of Thrift Supervision conducts periogixaminations to assess Lake Shore Savings’
compliance with various regulatory requirementssTagulation and supervision establishes a congmstie framework of activities in which a
savings association can engage and is intendecplyrfor the protection of the insurance fund aegpositors. As a savings and loan holding
company, Lake Shore Bancorp will be required t® ¢rtain reports with, and otherwise comply wiitie, rules and regulations of the Office of Thrift
Supervision and of the Securities and Exchange Gesiom under the federal securities laws.

The Office of Thrift Supervision and the Federapbsit Insurance Incorporation have significant @dition in connection with their supervisory
and enforcement activities and examination polidiesduding policies with respect to the classifioa of assets and the establishment of adequate lo
loss reserves for regulatory purposes. Any chamgech policies, whether by the Office of Thriftd@uvision, the Federal Deposit Insurance
Incorporation, the Securities and Exchange Comuonissi the United States Congress, could have arimagelverse impact on us, Lake Shore Sav
and our operations and stockholders.

The following discussion is intended to be a sunynodithe material statutes and regulations applectbsavings associations and their savings
and loan holding companies, and it does not putpdse a comprehensive description of all suchustatand regulations.
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Regulation of Federal Savings Associations

Business Activities . Lake Shore Savings derives its lending and investipewers from the Home Owners’ Loan Act, as amdnéad Office of
Thrift Supervision regulations. Under these lawd eegulations, Lake Shore Savings may invest intgagie loans secured by residential and
commercial real estate, commercial and consumes|azertain types of debt securities, and certdiarcassets. Lake Shore Savings may also establis
service corporations that may engage in activii@sotherwise permissible for Lake Shore Savingduding certain real estate equity investments and
securities and insurance brokerage. Lake Shoren@sivauthority to invest in certain types of loamsther investments is limited by federal law.

Liquidity. A federal savings bank is required to maintainfidant 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 natioradkb With specified
exceptions, Lake Shore Savings’ total loans orresiteis of credit to a single borrower cannot excEed of Lake Shore Savings’ unimpaired capital
and surplus, which does not include accumulatedratbmprehensive income. Lake Shore Savings malyddditional amounts up to 10% of its
unimpaired capital and surplus which does not melaccumulated other comprehensive income, ifdaed or extensions of credit are fullgeured b
readily-marketable collateral. Lake Shore Savingsently complies with applicable loans-to-one barer limitations.

Qualified Thrift Lender Test. The Home Owners’ Loan Act requires that Lake SI8aeings, as a savings association, to comply \uih t
qualified thrift lender test. Under the qualifiddift lender test, Lake Shore Savings is requicethaintain at least 65% of its portfolio assetsértain
“qualified thrift investments” for at least nine mtbs of the most recent twelve-month period. “Rididfassets” means, in general, Lake Shore Savings
total assets less the sum of:

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

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

Lake Shore Savings may also satisfy the qualifiedtiender test by qualifying as a domestic bingdand loan association as defined in the
Internal Revenue Code of 1986, as amended. LakeeSavings met the qualified thrift lender tesbaptember 30, 2005 and in each of the prior 12
months, and, therefore, qualified as a thrift lentfd_ake Shore Savings fails the qualified thtéhder test, it must either operate under certain
restrictions on its activities or convert to a natl bank charter.

Capital Requirements. The Office of Thrift Supervision regulations requsavings associations to meet three minimum dagtétadards: (i) a
tangible capital ratio requirement of 1.5% of t@aets as adjusted under the Office of Thrift Bagien regulations; (ii) a leverage ratio requiesmh
of 3.0% of core capital to such adjusted total @s$ea savings association has been assigneuighest composite rating of 1 under the Uniform
Financial Institutions Rating System; and (ii))iskrbased capital ratio requirement of 8.0% of cmd supplementary capital to total risk-basedtasse
The minimum leverage capital ratio for any othepa8tory institution that does not have a compasitang of 1 will be 4%, unless a higher leverage
capital ratio is warranted by the particular ciratamces or risk profile of the depository institati In determining the amount of risk-weighted &sse
for purposes of the risk-based
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capital requirement, a savings association muspooarnits risk-based assets by multiplying its asaat certain off-balance sheet items by risk-
weights, which range from 0% for cash and obligaissued by the United States Government or &aegs to 100% for consumer and commercial
loans, as assigned by the Office of Thrift Supéovicapital regulation based on the risks foundHhgyOffice of Thrift Supervision to be inherenttire
type of asset.

Tangible capital is defined, generally, as commogkholders’ equity (including retained earningsrtain non-cumulative perpetual preferred
stock and related earnings, minority interestsgnity accounts of fully consolidated subsidiariess intangibles (other than certain mortgage seny
rights), and investments in and loans to subselagngaged in activities not permissible for aomeati bank. Core capital is defined similarly tog#uate
capital, but core capital also includes certainlifiag supervisory goodwill and certain purchaseddit card relationships. Supplementary capital
currently includes cumulative and other preferredls mandatory convertible debt securities, sulbateéd debt and intermediate preferred stock and
the allowance for loan and lease losses. In aaditip to 45% of unrealized gains on available-le®quity securities with a readily determinalalie f
value may be included in tier 2 capital. The alloa&for loan and lease losses includable in supgi¢any capital is limited to a maximum of 1.25%
risk-weighted assets, and the amount of supplemeaépital that may be included as total capitalnza exceed the amount of core capital.

At September 30, 2005, Lake Shore Savings met efith capital requirements, in each case on § fatlased-in basis.

Capital Distributions. The Office of Thrift Supervision imposes varioustretions or requirements on Lake Shore Saving#itato make
capital distributions, including cash dividendss@vings institution that is the subsidiary of aisgs and loan holding company must file a noticawi
the Office of Thrift Supervision at least 30 day$dre making a capital distribution. Lake ShoreiBgs must file an application for prior approval if
the total amount of its capital distributions, inding the proposed distribution, for the applicatdéendar year would exceed an amount equal to Lake
Shore Savings’ net income for that year plus Laker8 Savings’ retained net income for the previsusyears.

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

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

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

Branching . Subject to certain limitations, Home Owners’ Loact And Office of Thrift Supervision regulations pétrfederally-chartered
savings associations to establish branches in taig 8f the United States. The authority to essatduch a branch is available: (i) in States that
expressly authorize branches of savings assoct&albmated in another State; and (ii) to an assodidhat qualifies as a “domestic building and loan
association” under the Internal Revenue Code, wimgfoses qualification requirements similar to #hésr a qualified thrift lender under the Home
Owners’ Loan Act. See~Qualified Thrift Lender Test The authority for a federal savings associatimestablish an interstate branch network
would facilitate a geographic diversification oéthssociation’s activities. This authority undex Home Owners’ Loan Act and Office of Thrift
Supervision regulations preempts any State lawgating to regulate branching by federal savingseissions.
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Community Reinvestment and Fair Lending Laws. Under the Community Reinvestment Act, as implenmabie Office of Thrift Supervision
regulations, a savings association has a contiramagaffirmative obligation consistent with itsesaihd sound operation to help meet the credit needs
of its entire community, including low and moderateome neighborhoods. The Community Reinvestmentdaes not establish specific lending
requirements or programs for financial institutioras does it limit an institution’s discretion texklop the types of products and services that it
believes are best suited to its particular commyueitnsistent with the Community Reinvestment A¢te Community Reinvestment Act requires the
Office of Thrift Supervision, in connection witlsiexamination of a savings association, to askesassociatios' record of meeting the credit need
its community and to take such record into accauits evaluation of certain applications by sushaxiation. The Community Reinvestment Act also
requires all institutions to publicly disclose th€ommunity Reinvestment Act ratings.

The Community Reinvestment Act regulations esthldis assessment system that bases an associatitmison its actual performance in
meeting community needs. In particular, the assesssystem focuses on three tests: (i) a lendisig tie evaluate the institution’s record of making
loans in its assessment areas; (ii) an investresihtto evaluate the institution’s record of inirggtin community development projects, affordable
housing, and programs benefiting low or moderaternme individuals and businesses; and (iii) a sertést, to evaluate the institution’s delivery of
services through its branches, ATMs, and othece€fi

Lake Shore Savings has an on-going commitment t& with the Chautauqua Home Rehabilitation and mrpment Corporation in obtaining
Federal Home Loan Bank grants to assist with conityjimprovement efforts. There are many homes ia@auqua County that are in need of ref
to enable such homes to be in compliance with egplé housing codes. Lake Shore Savings worksthétlChautauqua Home Rehabilitation and
Improvement Corporation to locate blighted promsrtind apply for grant assistance for repairs. [Sii@re Savings also participates in the Chauts
Home Rehabilitation and Improvement Corporation iatroan program which is a consumer lending prograhrough this program, it makes
secured and insured consumer loans at below miatest to lower and moderate income borrows who baea qualified by this agency and who are
trying to improve their credit score. The agencprgumtees these loans and will make the final $1p@8@nent on a loan if the borrower is current and
in good standing with us. These commitments aresviake Shore Savings strives to improve its comtywand which has contributed to its receiving
an “Outstanding” Community Reinvestment Act ratomits last three evaluations the most recent baingf November 17, 2004.

Transactions with Related Parties. Lake Shore Savings’ authority to engage in tramsastwith its Affiliates@ is limited by the Officef Thrift
Supervision regulations and by Sections 23A and @3Be Federal Reserve Act. In general, thesesaetions must be on terms which are as favo
to Lake Shore Savings as comparable transactichshwn-affiliates. In addition, certain types oé#e transactions are restricted to an aggregate
percentage of Lake Shore Savings= capital. Collterspecified amounts must usually be providedffijiates in order to receive loans from Lake
Shore Savings. In addition, the Office of Thriftf@uavision regulations prohibit a savings assoamtiom lending to any of its affiliates that engage
activities that are not permissible for bank hojd@ompanies and from purchasing the securitiepyp&éfiliate, other than a subsidiary.
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Effective April 1, 2003, the Federal Reserve Baastinded its interpretations of Sections 23A aBl &f the Federal Reserve Act and replaced
these interpretations with Regulation W. In addifiRegulation W makes various changes to existimgregarding Sections 23A and 23B, including
expanding the definition of what constitutes ailiafe subject to Sections 23A and 23B and exengptirtain subsidiaries of state-chartered banks
from the restrictions of Sections 23A and 23B. Uridegulation W, all transactions entered into obefore December 12, 2002, which either became
subject to Sections 23A and 23B solely becauseeguRtion W, and all transactions covered by SastR8A and 23B, the treatment of which will
change solely because of Regulation W, becamedubj&egulation W on July 1, 2003. All other ceeet@ffiliate transactions become subject to
Regulation W on April 1, 2003. The Federal Res@ward expects each depository institution thaulgect to Sections 23A and 23B to implement
policies and procedures to ensure compliance wétuliation W.

Lake Shore Savings’ authority to extend credit$alirectors, executive officers and 10% stockhdas well as to entities controlled by such
persons, is currently governed by the requiremeih&ections 22(g) and 22(h) of the Federal Res@nteand Regulation O of the Federal Reserve
Board. Among other things, these provisions reqhiat extensions of credit to insiders: (i) be madderms that are substantially the same as, and
follow credit underwriting procedures that are lesis stringent than, those prevailing for comparatainsactions with unaffiliated persons and tleat d
not involve more than the normal risk of repaymampresent other unfavorable features; and (ii)axaeed certain limitations on the amount of credit
extended to such persons, individually and in thgregate, which limits are based, in part, on theunt of Lake Shore Savings=capital. The
regulations allow small discounts on fees on regidemortgages for directors, officers and empé&s/dn addition, extensions for credit in excess of
certain limits must be approved by Lake Shore Sg/iBoard of Directors.

Section 402 of the Sarbanes-Oxley Act of 2002 fitdhihe extension of personal loans to directacsexecutive officers of issuers (as defined
in Sarbanes-Oxley). The prohibition, however, doasapply to mortgages advanced by an insured deppstitution, such as Lake Shore Savings,
that are subject to the insider lending restrictgiohSection 22(h) of the Federal Reserve Act.

Enforcement. The Office of Thrift Supervision has primary enfencent responsibility over savings associationduding Lake Shore Savings.
This enforcement authority includes, among othirgh the ability to assess civil money penaltiesssue cease and desist orders and to remove
directors and officers. In general, these enforceraetions may be initiated in response to violaiof 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 safedy
soundness standards. These guidelines establishagstandards relating to internal controls aridrination systems, internal audit systems, loan
documentation, credit underwriting, interest ratpasure, asset growth, asset quality, earningslatda, compensation, fees and benefits. In general,
the guidelines require appropriate systems andipescto identify and manage the risks and expasspecified in the guidelines. In addition, the
Office of Thrift Supervision adopted regulationattlauthorize, but do not require, the Office ofiftfBupervision to order an institution that hagbe
given notice that it is not satisfying these safatg soundness standards to submit a complianoelflafter being notified, an institution fails t
submit an acceptable plan of compliance or failarip material respect to implement an accepted gienOffice of Thrift Supervision must issue an
order directing action to correct the deficiencyl amay issue an order directing other actions otypes to which an undercapitalized association is
subject under the “prompt corrective action” prawis of federal law. If an institution fails to cpiy with such an order, the Office of Thrift
Supervision may seek to enforce such order in jadproceedings and to impose civil money penalties

Real Estate Lending Standards . The Office of Thrift Supervision and the other femldbanking agencies adopted regulations to ptescri
standards for extensions of credit that: (i) aused by real
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estate; or (ii) are made for the purpose of finegthe construction of improvements on real estte. Office of Thrift Supervision regulations recgui
each savings association to establish and maintditen internal real estate lending standards d@natconsistent with safe and sound banking pestic
and appropriate to the size of the associatiortlaaature and scope of its real estate lendirigitges. The standards also must be consistent with
accompanying Office of Thrift Supervision guidelnevhich include loan-to-value ratios for the diffiet types of real estate loans. Associations are
also permitted to make a limited amount of loarsg tto not conform to the proposed loan-to-valuététions so long as such exceptions are reviewed
and justified appropriately. The guidelines alsb & number of lending situations in which excemito the loan-to-value standards are justified.

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

* well-capitalized;

» adequately capitalized;

* undercapitalized; or

« critically undercapitalizec

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

Insurance of Deposit Accounts . Lake Shore Savings is a member of the Savings Aasme Insurance Fund. Under federal law, the Falder
Deposit Insurance Incorporation established abaded assessment system for determining the dépsisiance assessments to be paid by insured
depository institutions. Under the assessment sydtee Federal Deposit Insurance Incorporatiorgassan institution to one of three capital catezg
based on the institution’s financial informationadghe quarter ending three months before thenmégg of the assessment period. An institution’s
assessment rate depends on the capital categogupedvisory category to which it is assigned. Uritle regulation, there are nine risk assessment
classifications {.e., combinations of capital groups and supervisobgsoups) to which different assessment rates grkeab Assessment rates
currently range from 0.0% of deposits for an insiitn in the highest category.¢., well-capitalized and financially sound, with n@ra than a few
minor weaknesses) to 0.27% of deposits for antirigtn in the lowest categoryi.€., undercapitalized and substantial supervisory eorjc The
Federal Deposit Insurance Incorporation is autledrio raise the assessment rates as necessarintaimtne required reserve ratio of 1.25%.

In addition, all Federal Deposit Insurance Incogtion-insured institutions are required to pay sssents to the Federal Deposit Insurance
Incorporation at an annual rate of approximatedi68% of insured deposits to fund interest paymentsonds issued by the Financing Corporation,
an agency of the federal government establisheecpitalize the predecessor to the Savings Adsacimsurance Fund. These assessments will
continue until the Financing Corporation bonds matn 2017.

Federal Home Loan Bank System. Lake Shore Savings is a member of the Federal Havae Bank of New York, which is one of the regional
Federal Home Loan Banks composing the Federal Hayaa Bank System. Each Federal Home Loan Bank gesva central credit facility primarily
for its member institutions: (i) the greater of (10 or 0.20% of the member’s mortgage-related ssant (i)
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4.50% of the dollar amount of any outstanding adearunder such member’s advances, collateral plagisecurity agreement with the Federal
Home Loan Bank of New York. Lake Shore Savingss aseember of the Federal Home Loan Bank of New Yisrkequired to acquire and hold shares
of capital stock in the Federal Home Loan Bank efNYork in an amount at least equal to 0.12% oftthal assets of Lake Shore Savings. Lake S
Savings is also required to own activity basedistatich is based on 4.45% of Lake Shore Savingsstanding advances. These percentages are
subject to change by the Federal Home Loan Barike [Shore Savings was in compliance with this reméent with an investment in Federal Home
Loan Bank of New York stock at September 30, 2006205 million. Any advances from a Federal Homehd@ank must be secured by specified
types of collateral, and all long-term advances imaybtained only for the purpose of providing feifiar residential housing finance.

The Federal Home Loan Banks are required to prduidés for the resolution of insolvent thrifts aedcontribute funds for affordable housing
programs. These requirements could reduce the ambearnings that the Federal Home Loan Bankspegras dividends to their members and could
also result in the Federal Home Loan Banks impoaihggher rate of interest on advances to their begm If dividends were reduced, or interest on
future Federal Home Loan Bank advances increassddce Ehore Savings’ net interest income would bectgtl.

Under the Gramm-Leach-Bliley Act, membership in Beeleral Home Loan Bank is now voluntary for atldeally-chartered savings
associations, such as Lake Shore Savings. The GilasachBliley Act also replaces the existing redeemabdelsstructure of the Federal Home L«
Bank System with a capital structure that requir@sh Federal Home Loan Bank to meet a leveragedindg a risk-based permanent capital
requirement. Two classes of stock are authorizéakCA (redeemable on six-months notice) and @agsdeemable on five-years notice).

Privacy Regulations. Pursuant to the Gramm-Leaétiley Act, the Office of Thrift Supervision has plished final regulations implementing t
privacy protection provisions of the Gramm-Leaclie®l Act. The new regulations generally requiretthake Shore Savings disclose its privacy
policy, including identifying with whom it sharescastomer’s “non-public personal information,” testomers at the time of establishing the customer
relationship and annually thereafter. In additibake Shore Savings is required to provide its qusis with the ability to “opt-out” of having their
personal information shared with unaffiliated thirarties and not to disclose account numbers arsaacodes to non-affiliated third parties for
marketing purposes. Lake Shore Savings currenyahaivacy protection policy in place and belietrest such policy is in compliance with the
regulations.

Prohibitions Against Tying Arrangements. Federal savings banks are subject to the prohitsitad 12 U.S.C. § 1972 on certain tying
arrangements. A depository institution is prohihjiteubject to some exceptions, from extending ttedir offering any other service, or fixing or
varying the consideration for such extension oflitrer service, on the condition that the custoptgain some additional service from the institutoo
its affiliates or not obtain services of a commetitf the institution.

Federal Reserve System

Lake Shore Savings is subject to provisions offéderal Reserve Act and the Federal Reserve Boagisations pursuant to which depository
institutions may be required to maintain non-inségarning reserves against their deposit accountsemain other liabilities. Currently, reserves it
be maintained against transaction accounts (priynfld@®W and regular checking accounts). The FedReslerve Board regulations generally require
that reserves be maintained in the amount of 3.D8teoaggregate of transaction accounts up to $#dlibn. The amount of aggregate transaction
accounts in excess of $42.1 million are currentlyjsct to a reserve ratio of 10.0%. The FederakResBoard regulations currently exempt $6.0
million of otherwise reservable balances from
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the reserve requirements, which exemption is agljuisy the Federal Reserve Board at the end ofyszarh Lake Shore Savings is in compliance with
the foregoing reserve requirements. Because refjteserves must be maintained in the form of eitheit cash, a non interest-bearing account at a
Federal Reserve Bank, or a pass-through accoutgfeed by the Federal Reserve Board, the effettiisfreserve requirement is to reduce Lake Shore
Savings’ interesearning assets. The balances maintained to meetgheve requirements imposed by the Federal Re8srard may be used to sat
liquidity requirements imposed by the Office of fhBupervision. Federal Home Loan Bank System memnhre also authorized to borrow from the
Federal Reserve discount window, but Federal Redgoard regulations require such institutions toaesst all Federal Home Loan Bank sources
before borrowing from a Federal Reserve Bank.

The USA PATRIOT Act

Lake Shore Savings is subject to the USA PATRIOT, sbich gives the federal government new poweladress terrorist threats throt
enhanced domestic security measures, expandedlsurve powers, increased information sharing, larchdened anti-money laundering
requirements. By way of amendments to the Banke®gdhct, Title 11l of the USA PATRIOT Act takes m&ares intended to encourage information
sharing among bank regulatory agencies and lawegritent bodies. Further, certain provisions ofeTiil impose affirmative obligations on a broad
range of financial institutions, including banksifts, brokers, dealers, credit unions, moneydfanagents, and parties registered under the
Commodity Exchange Act.

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

* Pursuant to Section 35all financial institutions must establish ¢ money laundering programs that include, at minim(ijrinternal
policies, procedures, and controls; (ii) speciésignation of an anti-money laundering compliarffieer; (iii) ongoing employee training
programs; and (iv) an independent audit functiotess the an-money laundering prograr

» Pursuant to Section 326, on May 9, 2003, the Sagref the Department of Treasury, in conjunctidthwether bank regulators, issued Joint
Final Rules that provide for minimum standards wéhkpect to customer identification and verificatidhese rules became effective on
October 1, 200z

» Section 312 requires financial institutions thatbBsh, maintain, administer, or manage privatekii@y accounts or correspondent accol
in the United States for non-United States persorikeir representatives (including foreign indivéds visiting the United States) to
establish appropriate, specific, and, where necgssahanced due diligence policies, proceduras cantrols designed to detect and report
money laundering

» Effective December 25, 2001, financial institutiars prohibited from establishing, maintaining, &ustering, or managing correspondent
accounts for foreign shell banks (foreign banks tleanot have a physical presence in any courdny,will be subject to certain record
keeping obligations with respect to correspondenbants of foreign bank

* Bank regulators are directed to consider a holdomgpany'’s effectiveness in combating money laumdenihen ruling on Federal Reserve
Act and Bank Merger Act applicatior
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Holding Company Regulation

Lake Shore Bancorp and Lake Shore, MHC will bersgwiand loan holding companies regulated by the®©#f Thrift Supervision. As such,
Lake Shore Bancorp and Lake Shore, MHC will begsteged with and subject to Office of Thrift Supsign examination and supervision, as well as
certain reporting requirements. In addition, thé&c@fof Thrift Supervision will have enforcementthority over Lake Shore Bancorp and Lake Shore,
MHC and any of their non-savings institution sukmiés. Among other things, this authority perntiits Office of Thrift Supervision to restrict or
prohibit activities that are determined to be aosex risk to the financial safety, soundness driktya of a subsidiary savings institution. Unlikenk
holding companies, federal savings and loan holdargpanies are not subject to any regulatory dagitaiirements or to supervision by the 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 will be pibited from engaging in non-financial activitiésake Shore Bancorp’s activities will be restricted
to:

» furnishing or performing management services fsawngs institution subsidiary of such holding camy;

e conducting an insurance agency or escrow busi

» holding, managing, or liquidating assets ownedogured from a savings institution subsidiary oflsecompany;
» 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 permisgdri®ank holding companies under
Section 4(c) of the Bank Holding Company Act of &96nless the Director of the Office of Thrift Smygsion, by regulation, prohibits or
limits any such activity for savings and loan hafgicompanies, or (ii) in which multiple savings doan holding companies were
authorized by regulation to directly engage in oarth 5, 1987

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

» any activity permissible for financial holding coerpes under section 4(k) of the Bank Holding Conypéact.

Permissible activities which are deemed to be fifenn nature or incidental thereto under sectk) of the Bank Holding Company Act
include:

» lending, exchanging, transferring, investing fdress, or safeguarding money or securit

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

» issuing or selling instruments representing intsraspools of assets that a bank is permittedbtd Hirectly;
» underwriting, dealing in, or making a market in\sgties;

» activities previously determined by the FederaléRes Board to be closely related to banking;

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

» portfolio investments made by an insurance company.

In addition, Lake Shore Bancorp will not be pergitto be acquired unless the acquirer is engadely $o financial activities or to acquire a
company unless the company is engaged solely amdiial 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 merfisuoh association into a savings institution sdilsy of such holding company or
interim savings institution subsidiary of such hotdcompany

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

* investing in a corporation the capital stock of ethis available for purchase by a savings insttutinder federal law or under the law of
any state where the subsidiary savings institutioassociation is located; a

» the permissible activities described above for-grandfathered savings and loan holding compa

If a mutual holding company acquires or merges waitbther holding company, the holding company aeguor the holding company resulting
from such merger or acquisition may only invesaasets and engage in the activities listed abaonkitdnas a period of two years to cease any non-
conforming activities and divest any non-conformingestments.

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, MH@ctly or indirectly, from acquiring:

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

« through merger, consolidation, or purchase of assebther savings institution or a holding compéweyeof, or acquiring all or
substantially all of the assets of such institufjona holding company) without prior Office of ThiSupervision approval; ¢
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control of any depository institution not insuredthe Federal Deposit Insurance Incorporation (pktteough a merger with and into the
holding compan’s savings institution subsidiary that is approvedhe Office of Thrift Supervision

A savings and loan holding company may not accasra separate subsidiary an insured institutionhiéis a principal office outside of the state
where the principal office of its subsidiary instion is located, except:

in the case of certain emergency acquisitions ajgatdy the Federal Deposit Insurance Incorpora

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

if the laws of the state in which the savings tusiton to be acquired is located specifically avitea savings institution chartered by that
state to be acquired by a savings institution enad by the state where the acquiring savingstistn or savings and loan holding
company is located or by a holding company thatrotsisuch a sta-chartered associatio

If the savings institution subsidiary of a federaltual holding company fails to meet the qualifiledft lender test set forth in Section 10(m) of
the Home Ownerd.oan Act and regulations of the Office of Thriftf@&irvision, the holding company must register whith Federal Reserve Board ¢
bank holding company under the BHC Act within oearyof the savings institution’s failure to so djyal

Waivers of Dividends by Lake Shore, MHC . Office of Thrift Supervision regulations will ragje Lake Shore, MHC to notify the Office of Thr
Supervision of any proposed waiver of its recefpdividends from Lake Shore Bancorp. The OfficeTbfift Supervision reviews dividend waiver
notices on a case-by-case basis, and, in geneed, bt object to any such waiver if:

the waiver would not be detrimental to the safe smhd operation of the subsidiary savings assonijsnd

the mutual holding company’s board of directoredwines that such waiver is consistent with suchatibrs’ fiduciary duties to the mutual
holding compan’s members

In the event Lake Shore, MHC waives dividends, ni@f&ice of Thrift Supervision regulations, our pigbstockholders would not be dilut
because of any dividends waived by Lake Shore, Mii@ waived dividends would not be considered iemaining an appropriate
exchange ratio) in the event Lake Shore, MHC caswverstock form

Conversion of Lake Shore, MHC to Stock Form . Office of Thrift Supervision regulations will peit Lake Shore, MHC to convert from the
mutual form of organization to the capital stocknficof organization (a “Conversion Transaction”) €fé can be no assurance when, if ever, a
Conversion Transaction will occur, and the boardicéctors has no current intention or plan to utade a Conversion Transaction. In a Conversion
Transaction a new stock holding company would bméal as the successor to Lake Shore Bancorp (tee ‘fblding Company”), Lake Shore,
MHC's corporate existence would end, and certapodiors and borrowers of Lake Shore Savings wreddive the right to subscribe for additional
shares of the New Holding Company. In a ConverSi@msaction, each share
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of common stock held by stockholders other thareLakore, MHC (“Minority Stockholders”) would be antatically converted into a number of
shares of common stock of the New Holding Compaatgrinined pursuant an exchange ratio that endusédfinority Stockholders own the same
percentage of common stock in the New Holding Camges they owned in Lake Shore Bancorp immedigigty to the Conversion Transaction.
Under Office of Thrift Supervision regulations, Mirty Stockholders would not be diluted becausamf dividends waived by Lake Shore, MHC (i
waived dividends would not be considered in deteimgi an appropriate exchange ratio), in the evakelShore, MHC converts to stock form. The
total number of shares held by Minority Stockhotdefter a Conversion Transaction also would besgsed by any purchases by Minority
Stockholders in the offering conducted as parhef@onversion 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 thirds of the fatatstanding shares of common stock of Lake SBagcorp. Any second-step conversion
transaction also would require the approval of gonitg of the eligible votes of members of Lake &dVHC.

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

The Sarbanes-Oxley Act . As a public company, we will be subject to the &ads-Oxley Act, which implements a broad rangeooparate
governance and accounting measures for public coilepaesigned to promote honesty and transparenayrporate America and better protect
investors from corporate wrongdoing. The SarbandsyOAct’s principal legislation and the derivatixegulation and rule making promulgated by the
Securities and Exchange Commission includes:

» the creation of an independent accounting oversightd;
» auditor independence provisions that restrict nagitsservices that accountants may provide to tedit clients;

» additional corporate governance and responsibil®asures, including the requirement that the @xetutive officer and chief financial
officer certify financial statement

e arequirement that companies establish and maiataystem of internal control over financial repatand that a company’s management
provide an annual report regarding its assessnighe@ffectiveness of such internal control oveaficial reporting to the company’s
independent accountants and that such accountavisl@ an attestation report with respect to mameage’s assessment of the effectiven
of the compan’s internal control over financial reportir

» the forfeiture of bonuses or other incentive-basadpensation and profits from the sale of an issweercurities by directors and senior
officers in the twelve month period following iratipublication of any financial statements thaglaequire restatemer

* anincrease in the oversight of, and enhancemergrtdin requirements relating to audit commiti@fsublic companies and how they
interact with the compar's independent auditor

» the requirement that audit committee members mugtdependent and are absolutely barred from aocepdnsulting, advisory or other
compensatory fees from the isstL
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the requirement that companies disclose whetHeraat one member of the committee is a “financigkeet” (as such term is defined by the
Securities and Exchange Commission) and if not, adty

expanded disclosure requirements for corporateénsj including accelerated reporting of stockdeations by insiders and a prohibition
insider trading during pension blackout peric

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

a range of enhanced penalties for fraud and otbéations.

Although we anticipate that we will incur additidrexpense in complying with the provisions of trel&nes-Oxley Act and the resulting
regulations, management does not expect that sarapl@nce will have a material impact on our resol operations or financial condition.

Quotation on Nasdaqg . We expect our common stock to be quoted on The &tpStock Market. In order to maintain such quotgtive will be
subject to certain corporate governance requiresnantluding:

a majority of our board must be composed of inddpandirectors;

we are required to have an audit committee compotatileast three directors, each of whom is a@efendent director, as such term is
defined by both the rules of the National Assoomaf Securities Dealers and by Securities Excha@my®f 1934 regulations

our nominating committee and compensation committest also be composed entirely of independentidirs; and
our audit committee and our nominating committestimave publicly available written charte

TAXATION

Federal Taxation

General . The following discussion is intended only as a sw@aryrand does not purport to be a comprehensivaigéen of the tax rules
applicable to Lake Shore, MHC, Lake Shore Bancoiplaake Shore Savings. For federal income tax mepoLake Shore Savings reports its income
on the basis of a taxable year ending Decembeus3ig the accrual method of accounting, and is igdigesubject to U.S. federal income taxation in
the same manner as other banks. Following the aatation, Lake Shore Bancorp and Lake Shore Savwirily constitute an affiliated group of
corporations and, therefore, will be eligible tpag their income on a consolidated basis. Becaake Shore, MHC will own less than 80% of the
common stock of Lake Shore Bancorp, it will notsbeember of such affiliated group and will repéstincome on a separate return. Lake Shore
Savings’ 2003 corporate tax return is currentlyemaldit by the Internal Revenue Service. The asdikpected to be completed by the end of the firs
quarter of 2006 and we do not anticipate any medtehianges in our income tax liability.
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Bad Debt Reserves . Lake Shore Savings, as a “small bank” (one witketslsaving an adjusted tax basis of $500 milliotess) is permitted to
maintain a tax reserve for bad debts based orixtheear average experience method. Pursuant t8niedl Business Job Protection Act of 1996, the
Bank is now recapturing (taking into income) ovenalti-year period a portion of the balance ottés bad debt reserve as of December 31, 1995. The
tax liability associated with the recapture hasbagequately provided for in the Lake Shore Savifigancial statements.

Distributions. To the extent that Lake Shore Savings makes “neitgielid distributions” to stockholders, such diattibns will be considered to
result in distributions from Lake Shore Savingstegaptured tax bad debt reserve “base year reSeéme,its reserve as of December 31, 1987, to the
extent thereof and then from its supplemental xestar losses on loans, and an amount based antbent distributed will be included in Lake Shore
Savings’ taxable income. Non-dividend distributiemslude distributions in excess of Lake Shore 8gsi current and accumulated earnings and
profits, distributions in redemption of stock arigtdbutions in partial or complete liquidation. Wever, dividends paid out of Lake Shore Savings’
current or accumulated earnings and profits, asutated for federal income tax purposes, will mmstitute non-dividend distributions and, therefore
will not be included in Lake Shore 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 on loans amaunt that, when reduced by the tax attributabtbe income, is equal to the amount of the
distribution. Thus, in certain situations, approately one and one-half times the non-dividend ithigtion would be includable in gross income for
federal income tax purposes, assuming a 34% federpbrate income tax rate. Lake Shore Savings doeinitend to pay dividends that would result
in the recapture of any portion of its bad debéress.

Corporate Alternative Minimum Tax. The alternatiménimum tax rules have been devised to ensureatHaast a minimum amount of income
tax is paid by highncome corporate taxpayers who take advantagebstantial tax savings due to the use of certaideductions and exemptions.
essence, the alternative minimum tax functions sapture mechanism, reclaiming some of the tdxcténs and credits utilized by these taxpayers
when calculating their regular federal income fakility. In general, a corporation’s alternativénimum taxable income is equal to its regular tdeab
income, increased by its preference items for g ynd adjusted by computing certain items unglerial rules that negate the acceleration of gertai
tax benefits which are available under the regigarules. The alternative minimum tax rate is 2@4ch preference items include adjustments for tax
exempt interest, excess bad debt deductions, aatededepreciation deductions and net operatirggdagy-forwards. Lake Shore Savings is subject to
the alternative minimum tax.

Elimination of Dividends; Dividends Received Deduction. Lake Shore Bancorp may exclude from its income 1@0%ividends received from
Lake Shore Savings as a member of the same a@ligitoup of corporations. Because, following therganization, Lake Shore, MHC will not be a
member of such affiliated group, it will not quglifor such 100% dividends exclusion, but will beited to deduct 80% of the dividends it receives
from Lake Shore Bancorp so long as it owns mora #@#6 of the common stock.

State Taxation

New York State Taxation . Lake Shore Savings is subject to the New York Staaémchise Tax on Banking Corporations in an anaoaunt
equal to the greater of (1) 7.5% of its “entire imlebme”allocable to New York State during the taxable year2) the applicable alternative minimi
tax. The alternative minimum tax is generally theagest of (a) 0.01% of the value of the taxabsetssallocable to New York State with certain
modifications, (b) 3% of its “alternative entiretriecome” allocable to
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New York State or (c) $250. Entire net income mmikir to federal taxable income, subject to certaodifications, and alternative entire net incoms

equal to entire net income without certain adjustitselFor purposes of computing its entire net inepbake Shore Savings is permitted a deductio
an addition to the reserve for losses on qualifyeej property loans. Lake Shore Savings is cuersing a six-year average experience method,

similar to the federal method to compute their Néwk State bad debt deduction

New York State passed legislation in August 19%# thcorporated into New York State tax law prosis for the continued use of bad debt
reserves in a manner substantially similar to ttoeipions that applied under federal law priortie enactment of the 1996 Act discussed above. This
legislation enabled the Bank to avoid the recapofitbte New York State tax bad debt reserves ttheravise would have occurred as a result of the
changes in federal law and to continue to utilleerieserve method for computing its bad debt démtudtowever, the New York bad debt reserve is
subject to recapture for “non-dividend distribugdin a manner similar to the recapture of fedeea debt reserves for such distributions. See “
Federal Taxatior— Distributions.” Also, the New York bad debt reserve is subjeateticapture in the event that the Bank fails tsBatertain
definitional tests relating to its assets and tiaire of its business.

MANAGEMENT

Our Directors

Upon consummation of the reorganization, Lake SBamecorp will have eight directors. Our Charter wilovide that the Board of Directors
shall be dividend into three classes, as nearlalégunumber as possible. At each Lake Shore Banaonual meeting of stockholders, directors wil
elected to fill the seats of those directors whesms are expiring in that year and any vacanss#as expected that Lake Shore, MHC, as the
majority stockholder of Lake Shore Bancorp, willddge to control the outcome of director electidreke Shore Bancorp, as the sole stockholder of
Lake Shore Savings, will elect Lake Shore Savinljgctors.

Lake Shore Savings currently has eight directoporithe consummation of the reorganization, thectlirs of Lake Shore Savings will be
divided into three classes with staggered three-4gms of office, similar to Lake Shore BancorB@ard of Directors and will be eligible to serve
until age 75. We expect that Lake Shore BancorpLak& Shore Savings will continue to have commaaadors and common executive officers until
there is a business reason to establish separategement structures.

Upon consummation of the reorganization, the cum@ectors of Lake Shore Savings will become tineadors of Lake Shore Bancorp. The
following table states such directors’ names, thgis as of September 30, 2005, their positioesyehars they began serving as directors and thre yea
their terms as directors of Lake Shore Bancorp evipire:
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Age Bank Bancorp
Director Term

Name Positions Since Expires
Sharon E. Brautigar 49 Director 2004 2007
Michael E. Brunec: 67 Chairman of the Boar 198¢ 2007
James P. Foley DD 67 Director 198: 200¢
David C. Mancust 59 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. Yocurr 58 Director 199t 200¢

Business Experience of Directors
The principal occupation and business experienctholast five years of each of director is setifdelow. All directors have held their current
positions for five years unless otherwise stated.

Sharon E. Brautigarns a partner in the law firm of Brautigam & Brauig, LLP in Fredonia, New York where her practicedacentrated in
real estate transactions, estates, trusts andlelder

Michael E. Brunecis the Chairman of the Board of Directors of Lakef® Bancorp and Lake Shore Savings. Mr. Brunetizeifresident of
Office Concepts, Inc. in Dunkirk, New York, a compgenvolved in the retailing and wholesaling ofio# furniture.

James P. Foley DDB a dentist in private practice in Dunkirk, NewrKoHe is a retired commander of the U.S. NavaldRe=s

David C. Mancusdas the President and Chief Executive Officer of &&@hore Bancorp and Lake Shore Savings. Mr. Manicasdeen employ:
in various positions by Lake Shore Savings sindg18le became President and Chief Executive OftiEéiake Shore Savings in 1993. Mr. Mancuso
was a member of the New York State Banking Boasthf2001 through November 2005.

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

Daniel P. Reiningas Vice Chairman of the Board of Directors of Lakeore Bancorp and Lake Shore Savings. Mr. Reinmtjze President of
G.H. Graf Realty Corporation, Inc., a real estateestment company located in Dunkirk, New York.

Gary W. Wingehas been a principal of Compass Consulting, Induburn and Jamestown, New York and Venice, Flgradfirm that provides
consulting services in the area of higher educasorte July, 2002. From 1975 until June 2002, Minger was the Dean of Administration and
Development and Chief Financial and Developmenic@ffof Jamestown Community College in Jamestowew Nork.

Nancy L. Yocuris a practicing certified public accountant. Sha grtner in the firm of Brumfield & Associatesknedonia, New York where
her practice is concentrated in estates and trusts.
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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 addition to
Mr. Mancuso, we will have the following executivficers:

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

Reginald S. Corss the Executive Vice President of Lake Shore Bgndde has also been the Executive Vice Presideake Shore Savings
since 1994. Prior to joining Lake Shore Savings, ®brsi was Vice President of M&T Bank.

Robert L. Smitlis the Chief Financial Officer of Lake Shore Barzdile has also been the Chief Financial Officdrake Shore Savings since
July 2004. Prior to joining Lake Shore Savings, Bimith served in various financial positions forsé Purina Petcare Company from June 1976 to
June 2004. Mr. Smith was a member of the Boardiddiors of Lake Shore Savings from January 20QBitee 2004.

The Board of Directors will annually elect our entee officers and those of Lake Shore Savings. dlketed officers will hold office until their
respective successors have been elected and gdabfi until death, resignation or removal by tleaii of Directors.

Meetings of the Boards of Directors

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

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

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

Compensation Committed he Compensation Committee will assess the streidf the management team and the overall perfocenaf Lake
Shore Bancorp. It will oversee executive compensaly approving salary increases and review gemperalonnel matters such as staff performance
evaluations.

Audit Committee The Audit Committee of Lake Shore Bancorp willdmnprised of the following three directors: MruBecz, Mr. Reed and
Ms. Yocum. Ms. Yocum will serve as Chairpersontef Committee. It will oversee and monitor our fioi@hreporting process and internal control
system, review and evaluate the audit performedunyindependent auditors, and report any substigsues found during the audit to the Board. The
Audit Committee will be directly responsible foretlhppointment, compensation, and oversight of i wf our independent auditors. The Audit
Committee will also review and approve all trangacd with affiliated parties. The Board of Diredavill adopt a written charter for the Audit
Committee.
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Nominating and Corporate Governance Committéae Nominating and Corporate Governance Commiti#eneet to recommend the
nomination of Directors to the full Board of Direcs to fill the terms for the upcoming year or itbacancies during a term. The Nominating and
Corporate Governance Committee will consider recemmtations from stockholders if submitted in a tiypmalnner in accordance with the procedures
established in the Bylaws and will apply the samiteiga to all persons being considered.

Each of the Audit, Compensation and Nominating @otporate Governance Committees will be composédegnof directors who are
independent as such term is defined by Rule 42QC{adf the National Association of Securities sl 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 theengleyee directors for attendance at each boardimyesend each meeting of a
committee of which they are members. Members recgd75 for each Board meeting attended in persdrhalf of that amount for each Board
meeting attended telephonically. Board membersraiseive fees for membership on the Board’s conemétt The Chairman of the Executive
Committee receives an annual fee of $23,000 andidées Chairman receives an annual fee of $7,5000thler non-employee members of the
Executive Committee receive annual fees of $5,00@. Chairpersons of the other committees receinearfees of $4,000 and their other members
receive annual fees of $2,500. Members of the Bo&Rirectors who are also employees do not recdirectors’ fees.

Lake Shore Savings and Loan Association paid feteding $124,892 to its non-employee directorstifi@ryear ended December 31, 2004.

Directors’ Deferred Compensation Plabake Shore Savings previously maintained a deferoadpensation plan for non-employee directors
under which each non-employee director could defegipt of his or her directors fees and have suebunts credited with a market-rate investment
return. This plan was terminated in October 200% &ll vested amounts paid to the plan particippotsuant to the requirements of the American
Creation Act of 2004.

Supplemental Benefit Plan for Non-Employee Dirextdrake Shore Savings has entered into separatdesapptal benefit plans in 1999 and
2001 with each of its current non-employee directcept for Ms. Brautigam. Under the 1999 plachezarticipant is guaranteed monthly payments
over a period of fifteen years commencing at agedqiial to $18,105 per year based upon twenty-oaesyaf service as a director to Lake Shore
Savings (or an earlier retirement age if twenty-pears of service is attained prior to age 70) withannual benefit payable reduced proportionately
for each year of service as a director less thamtyvone years attained at age 70. Under the 2801 @ach participant is guaranteed monthly
payments over a period of fifteen years commenatregge 72 equal to $12,000 per year based uporyteer years of service to Lake Shore Savings
with the annual benefit payable reduced proportelgdor each year of service less than twentyyesrs attained at age 72.

Executive Officer Compensation

The following table provides information about t@mpensation paid for 2004 to our Chief Executiic@r and our Executive Vice Preside
No other office’s total annual salary and bonus for 2004 was teex of $100,000.
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Summary Compensation Table
Annual Compensation

All Other
Salary ($) Bonus ($, ﬁt:jarll Compensation ($) (1
Name and Principal Positions Year Compensation ($
David Mancuso, President and Chief Executive Off 2004 160,00( 9,077 — 20,96¢
Reginald S. Corsi, Executive Vice Presid 2004 104,47: 5,971 — 13,69t

(1) Reflects (i) matching contributions of $4,0581e2,651 credited under the 401(k) plan to th@awts of Messrs. Mancuso and Corsi,
respectively; and (ii) profit-sharing contributioo6$16,908 and $11,044 credited under the 4014 fw the accounts of Messrs. Mancuso and
Corsi.

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 secure his services asitRrasand Chief Executive Officer. The employmemtements will have a fixed term of three
years beginning as of the effective date of thegaization and may be renewed annually after @weof the executive’s performance. These
agreements provide for a minimum annual salary?2df3$50, discretionary cash bonuses, and partioipah generally applicable terms and
conditions in other compensation and fringe benqééins. The agreements will also guarantee custpomaporate indemnification and errors and
omissions insurance coverage throughout the emm@ayterm and for six years after termination.

Lake Shore Bancorp and Lake Shore Savings mayreatmthe executive’s employment, and the executiag resign, at any time with or
without cause. However, in the event of terminationing the term without cause, they will owe tixe@itive severance benefits generally equal to the
value of the cash compensation and fringe bertbgiisthe executive would have received if he hadinaed working for the remaining unexpired te
of the employment agreements. The same severaneéitsavould be payable if the executive resignsriuthe term following:

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

* material reduction in duties, functions, compersatr responsibilities; involuntary relocation bétexecutive’s principal place of
employment to a location over 35 miles in distaftoen Lake Shore Savings’ principal office in DurikiNew 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 curediw®0 days.

The employment agreements will also provide unieduteath and disability benefits and provides éngtseverance payable after a change of
control shall be computed as if the remaining uirexiterm of the agreements was three years.

If Lake Shore Bancorp and Lake Shore Savings espeei a change in ownership, a change in effectiveeship or control or a change in the
ownership of a substantial portion of their assstsontemplated by section 280G of the InternakeReg Code, a portion of any severance payments
under the employment agreements might constitutexaess parachute payment” under current fedaxal t
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laws. Pursuant to the employment agreements, argyagce payments made which are subject to se2806 of the Internal Revenue Code would be
reduced to the extent necessary to avoid the irtippgf an excise tax and related non-deductibilitgler section 280G of the Internal Revenue Code.

Change of Control Agreements

Effective as of the reorganization, Lake Shore Sgwiwill enter into one-year change of control agrents with Reginald S. Corsi, our
Executive Vice President and Robert L. Smith, obie€Financial Officer. These agreements will bargunteed by Lake Shore Bancorp. The term of
these agreements is perpetual until Lake Shoren§sigives notice of non-extension, at which timeetdrm is fixed for one year.

Generally, Lake Shore Savings may terminate thd@myent of any officer covered by these agreemaenitl, or without cause, at any time
prior to a change of control without obligation &@verance benefits. However, if Lake Shore Savingske Shore Bancorp, Inc. signs a merger or
other business combination agreement, or if a théndy makes a tender offer or initiates a proxgtest, it could not terminate an officeemploymer
without cause without liability for severance betsefThe severance benefits would generally be laquae value of the cash compensation and fringe
benefits that the officer would have received ifdneshe had continued working for an additionalryeake Shore Savings would pay the same
severance benefits if the officer resigns aftenange of control following a loss of title or officmaterial reduction in duties, functions, compdios
or responsibilities, involuntary relocation of loisher principal place of employment to a locatwer 35 miles from Lake Shore Savings’ principal
office on the day before the change of control avel 35 miles from the officer’s principal residenar other material breach of contract which is not
cured within 30 days. These agreements also prandeured death and disability benefits.

If Lake Shore Bancorp and Lake Shore Savings egpeeis a change in ownership, a change in effeativeership or control or a change in the
ownership of a substantial portion of their assstsontemplated by section 280G of the InternakeReg Code, a portion of any severance payments
under the change of control agreements might dotestan “excess parachute paymamitier current federal tax laws. Pursuant to thegbaf contrc
agreements, any severance payments made whichlgeetsto section 280G of the Internal Revenue Geoleld be reduced to the extent necessary to
avoid the imposition of an excise tax and related-deductibility under section 280G of the InterRalvenue Code.

Benefit Plans

Incentive Compensation Prograrhake Shore Savings maintains an incentive congiemsplan for employees to earn bonuses basekleon t
achievement of objective, pre-established perfoceayoals. This plan is a short term incentive progwhich rewards short term performance based
on the achievement of key operating goals. All exiee officers and certain exempt employees aglBé to participate. These short term incentive
payments are made annually. For 2005, the maximamdto be paid to Mr. Mancuso is 20% of his badarg and the maximum bonus to be paid to
Mr. Corsi is 15% of his base salary (depending uperachievement of certain pre-established pedaoa goals).

Supplemental Benefit Plans for Executilexke Shore Savings has entered into separate @x@supplemental benefits plans in 1999 and 2001
with each of Messrs. Mancuso and Corsi. In addjti@ke Shore Savings has entered into an execstipplemental benefit plan in 2001 with four
other officers. Pursuant to these plans, each ¢ixeds entitled to receive a monthly payment cagreriod of fifteen years commencing on the first
day of the month following the executive’s attaimnef his benefit age (age 63 under the 1999 @lad,age 65 under the 2001 plan) as set forth in the
plans.
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Under the 1999 plan, Mr. Mancuso and Mr. Corsildimlentitled to an annual retirement benefit 67 $83, and $19,639, respectively. Under the :
plan, Mr. Mancuso and Mr. Corsi shall be entitleéh annual retirement benefit of $55,000 and $4,6espectively. Amounts payable under the
plans are subject to reduction in the event ofttecutive’s voluntary or involuntary terminationexhployment prior to attaining his benefit age.

401(k) PlanLake Shore Savings maintains a tax-qualified 40d@&ned contribution plan for employees who hattaimed age 21 and have at
least three months of service. Eligible employeay make pre-tax contributions to the plan througlary reduction elections up to 75% of annual
compensation, subject to limitations of the IntéRavenue Code (for 2005, the annual limit is $08)0Lake Shore Savings also makes a
discretionary contribution to the plan on behaltbfiible employees who have attained age 21 and htleast one year of service.

Severance Pay PlaEffective as of the reorganization, Lake Shore Sgwiwill implement a Severance Pay Plan that pes/gbverance benef
to employees and officers, other than those ind&fisl covered by a separate employment or changgninol agreement, whose employment is
terminated without “cause” or by the employee dicef following a forced relocation, forced redustiin annual base salary, or a material adverse
change in the employee’s or officer’s title, pasitior responsibilities during the period commendhmge months prior to a change in control and
ending one year following the change in control.gknployee or officer whose employment terminateteuthese circumstances is entitled to a lump
sum payment equal to three weeks’ annual cash awgafien in the case of eligible officers and oneli®& annual cash compensation in the case of
eligible employees multiplied by the employee’officer’'s whole years of service, but such seveegmayment will not exceed fifty-two weeks of
compensation for officers and twenty-six weeksa@hpensation for eligible employees nor shall itdss than twelve weeks of compensation for
eligible officers and two weeks of compensationdligible employees. For the purposes of the Sener®ay Plan, officers are those employees
designated as such by the Board of Directors.

Future Stock Benefit Plans

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

Lake Shore Bancorp intends to lend this plan enaughey to purchase 8% of the shares issued infteeng. The plan will purchase these
shares from Lake Shore Bancorp to the extent tiees are available after filling the subscriptiofgligible account holders. Otherwise, the plath w
purchase these shares on the open market aftedetionpf the reorganization and offering to théesx that shares are available for purchase on
reasonable terms. If this plan cannot purchasshhees that it wants directly from Lake Shore Bapdo the offering, there is no assurance thatlit w
purchase shares after the reorganization and dfeoir that such purchases will occur during anyi@aar time period or at any particular price.

Although contributions to this plan will be disdmtary, Lake Shore Savings intends to contributsugh money each year to make the required
principal and interest payments on the loan. édgected that this loan will be for a term of 3@ngeand will call for level annual payments of pipal
and interest. The plan will initially pledge theasés it purchases as collateral for the loan atdithem in a suspense account.

The plan will not distribute the pledged sharebtriway. Instead, it will release a portion of giedged shares annually. The number of shares
released is determined pursuant to a formula wier@umber of unallocated shares is multiplied fnaetion, the numerator of which is the amour
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principal and interest paid for the plan year, Hreldenominator of which is the sum of the numernglas all principal and interest to be paid in all
future years. The plan will allocate the sharesasdd each year among the accounts of participapteportion to their salary for the year. For
example, if a participant’s salary for a year repres 1% of the total salaries of all participdatghe year, the plan would allocate to that p#rtnt
1% of the shares released for the year. Particspdirgct the voting of shares allocated to thedoaats. Shares in the suspense account will usbally
voted in a way that mirrors the votes which papéeits cast for shares in their individual accounts.

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

Stock Option PlanWe intend to implement a stock option plan for dinectors and officers after the reorganization afidring. Applicable
regulations prohibit us from implementing this plamtil six months after the reorganization and wffg and require that we obtain the approval of the
holders of a majority of the outstanding shareladfe Shore Bancorp that are not owned by Lake SIiFEC.

We expect to adopt a stock option plan that withatize our Compensation Committee to grant opttonsurchase up to 4.90% of the shares
outstanding after the offering (including sharesiexd to the Lake Shore Charitable Foundation).Jdmpensation Committee will decide which
directors and officers will receive options and Wit terms of those options will be. However, tack option will permit its recipient to purchase
shares at a price that is less than the fair marddet of a share on the date such option is gaated no option will have a term that is longerthen
years. If we implement a stock option plan beftwefirst anniversary of the reorganization andririifgg applicable regulations will require that we
observe the following restrictions:

*  We must limit the total number of shares that groned to outside directors to 30% of the shatgésaized for the plar

* We must also limit the number of shares that at®oed to any one outside director to 5% of theahauthorized for the plan and the
number of shares that are optioned to any execaffieer to 25% of the shares that are authorizedtfe plan

* We must not permit the options to become vestednatre rapid rate than 20% per year beginning efitst anniversary of stockholder
approval of the plar

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

After the first anniversary of the reorganizatiordaffering, we may amend the plan to change ookenthese restrictions. If we adopt a stock
option plan within one year after the reorganizatimd offering, we expect to amend the plan lateemove these restrictions and to provide for
accelerated vesting in case of retirement. Welille to recognize compensation expense for acewuptirposes ratably over the vesting period,
equal to the fair value of the options on the orddigrant date.

We expect the stock option plan will permit the @eamsation Committee to grant either incentive styations that qualify for special federal
income tax treatment or non-qualified stock optitveg do not qualify for special treatment. Inceatstock options may be granted only to employees
and will not create federal income tax consequend®s they are granted. If they are exercised dwimployment or within three months after
termination of employment, the exercise will naate federal income tax consequences. When thesshequired on exercise of an incentive stock
option are resold, the seller must pay federalimetaxes on the amount by which the sales priceeslssthe purchase
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price. This amount will be taxed at capital gaiaes if the sale occurs at least two years aftepfhiion was granted and at least one year ater th
option was exercised. Otherwise, it is taxed agargt income.

Non-qualified stock options may be granted to eidmaployees or non-employees such as directorsuttants and other service providers.
Incentive stock options that are exercised more theee months after termination of employmenttegated as non-qualified stock options. Non-
qualified stock options will not create federalante tax consequences when they are granted. Wagrath exercised, federal income taxes must be
paid on the amount by which the fair market valtithe shares acquired by exercising the option eds¢he exercise price. When the shares acquired
on exercise of a non-qualified stock option ar@lcesthe seller must pay federal income taxes erathount by which the sales price exceeds the
purchase price plus the amount included in ordiimaegme when the option was exercised. This amailhbe taxed at capital gains rates, which will
vary depending upon the time that has elapsed #irecexercise of the option.

When a non-qualified stock option is exercised,d.8kore Bancorp and Lake Shore Savings may beedl@Wederal income tax deduction for
the same amount that the option holder includdsgsior her ordinary income. This amount may bestirae as the related compensation expense or it
may be different. When an incentive stock optioaxsrcised, there is no tax deduction unless theestacquired are resold sooner than two years afte
the option was granted or one year after the optias exercised.

Management Recognition PlaWe intend to implement a management recognition fdaour directors and officers after the reorgation and
offering. Applicable regulations prohibit us fromplementing this plan until six months after therganization and offering and that we obtain the
approval of the holders of a majority of the outsliag shares of Lake Shore Bancorp that are noedvay Lake Shore, MHC.

We expect to adopt a management recognition plrviil authorize our Compensation Committee to enedstricted stock awards of up to
1.96% of the shares outstanding after the offefimgjuding shares issued to the Lake Shore Chaeitabundation). The Compensation Committee
decide which directors and officers will receivetrieted stock and what the terms of those awaili®ev If we implement a management recognition
plan before the first anniversary of the reorgativra applicable regulations will require that wieserve the following restrictions:

*  We must limit the total number of shares that avarded to outside directors to 30% of the shardsoaized 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 -
number of shares that are awarded to any exeacuoftiver to 25% of the shares that are authorizedtfe plan

* We must not permit the awards to become vestedratra rapid rate than 20% per year beginning offitsieanniversary of stockholder
approval of the plar

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

After the first anniversary of the reorganizatioaffering, we may amend the plan to change ookenthese restrictions. If we adopt a
management recognition plan within one year afterreorganization, we expect to amend the planfatemove these restrictions and to provide for
accelerated vesting in case of retirement.
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Restricted stock awards under this plan may featonmeloyment restrictions that require continued legypent for a period of time for the award
to be vested. They may feature restrictions thauire the achievement of specified corporate oividdal performance goals for the award to be
vested. Or, they may feature a combination of eympknt and performance restrictions. Awards will betvested unless the specified employment
restrictions and performance goals are met. Howgesrding vesting, the award recipient may havengaind dividend rights. When an award
becomes vested, the recipient must include theentifair market value of the vested shares in hiseo income for federal income tax purposes. Lake
Shore Bancorp and Lake Shore Savings may be allaviederal income tax deduction in the same am@syending on the nature of the restrictions
attached to the restricted stock award, Lake SBareorp and Lake Shore Savings may have to recegnazmpensation expense for accounting
purposes ratably over the vesting period or imglsicharge when the performance conditions arsfisat

Certain Transactions with Management

Lake Shore Savings has outstanding loans to iidirs and executive officers and the directorsexedutive officers of Lake Shore Bancorp
and Lake Shore, MHC. These loans: (A) were madkdrordinary course of business; (B) were madeubstantially the same terms, including
interest rates and collateral as those prevailinbeatime for comparable transactions with ottenspns and (C) did not involve more than the normal
risk of collectability or present other unfavorabdatures. A majority of the independent, disinsézd members of our board of directors must approve
future affiliated transactions and forgivenessoaiiis.
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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@ytish to purchase in the offering. We have
assumed that a sufficient number of shares wili\@glable to satisfy their subscriptions. The anteumclude shares that may be purchased through
individual retirement accounts and by associatabeflirectors and executive officers. None of divectors or executive officers expects to purchase
more than 1.0% of our common stock. Collectively divectors and executive officers expect to puseta total of 89,600 shares, or 3.8% of share
sell in the offering, including shares issued ® tharitable foundation (assuming a total of 2,880 shares of common stock are sold in the offering
and issued to the charitable foundation). Theseeshdo not include shares expected to be issuesl mng stock benefit plans of Lake Shore Bancorp.
If all shares issuable under such stock benefiiplaere issued to directors and executive offioétsake Shore Bancorp, Lake Shore Bancorp
directors and executive officers would own 432,6B8res, or 18.4% of the shares we sell in theioffg§assuming a total of 2,350,000 shares of
common stock are sold in the offering and issuetiéacharitable foundation).

Number of Share:

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. Yocurr 50,00( 5,00(
Other Executive Officer:

Beverley J. Mulkir 1,00( 10C
Reginald S. Cors 50,00( 5,00(
Robert L. Smitt 200,00( 20,00(
Total: 896,00( 89,60(

It should be noted that the above subscriptionsunydirectors and executive officers are expeatdoetmade in the subscription offering based
only on their deposits with Lake Shore Savingsegsodit account holders. This aspect of the offecimgld make it difficult for insiders to purchase
stock for the explicit purpose of meeting the minimof the offering. However, if any such purchamesmade for the explicit purpose of meeting the
minimum of the offering, they will be made for irstment purposes only, and not with a view towaedistribution. Furthermore, Office of Thrift
Supervision regulations restrict the sale of comstock purchased in this offering by directors ardcutive officers for a period of one year
following the offering.
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THE REORGANIZATION AND OFFERING

The Board of Directors of Lake Shore Savings and Lan Association has approved the plan of reorganizain. The plan of reorganization
also must be approved by the depositors of Lake St®Savings and Loan Association. A special meetirgf depositors has been called for this
purpose. The Office of Thrift Supervision has condionally approved the plan of reorganization; howeer, such approval does not constitute a
recommendation or endorsement of the plan of reorgazation by the agency.

General

On August 9, 2005, the Board of Directors of Lakei® Savings and Loan Association unanimously adbibte plan of reorganization a
minority stock issuance, pursuant to which Laker8#avings and Loan Association will change its @aonLake Shore Savings Bank and reorganize
from a New York-chartered savings and loan associatto a federally-chartered mutual holding compavith a federally-chartered mid-tier holding
corporation and a federally-chartered stock saviragsk. After the reorganization, Lake Shore Banauitpbe the mid-tier stock holding company and
Lake Shore, MHC will be the top-tier mutual holdiogmpany. Under the terms of the plan of reorgditizal ake Shore Bancorp will own all of the
stock of Lake Shore Savings and Lake Shore, MHCaowih at least a majority of Lake Shore Bancorpéxk. Lake Shore, MHC will have no
stockholders, and depositors of Lake Shore Savinljpecome members of Lake Shore, MHC.

The reorganization also includes the offering bitd 8hore Bancorp of 45% of its common stock toildiégdepositors of Lake Shore Savings in
a subscription offering and, possibly, to membérhe general public through a community offerimgléor a syndicate community offering. The
completion of the offering depends on market coond# and other factors beyond our control. We dae go assurance as to the length of time that
will be required to complete the sale of the comratmtk. If we experience delays, significant chang@y occur in the independent appraisal, which
would require a change in the offering range. Angjgain the offering range would result in a chaimgine net proceeds realized from the sale of the
common stock. If the reorganization is terminateake Shore Savings would be required to chargesaliganization expenses against current income.
The Office of Thrift Supervision approved the plrreorganization, subject to, among other thisggroval of the plan of reorganization by Lake
Shore Savings’ depositors. The plan of reorgarinadiso provides for the establishment of The L8kere Charitable Foundation and our funding of
the charitable foundation with an amount that egLial 2% of the shares of our common stock outsigradter the reorganization. The establishment
of The Lake Shore Charitable Foundation is sulifeet separate vote of Lake Shore Savings’ depssikanally, the reorganization incorporates a
conversion of Lake Shore Savings’ charter from avN@rk mutual savings and loan association to @ffaltly-chartered mutual savings bank (which
will then convert to stock form in the reorganipafi. The conversion from a New York mutual saviagsociation to a federally-chartered mutual
savings bank must be approved by an affirmative wbkither (i) 66 2/3% in amount of the book vatifi@ll outstanding deposits of Lake Shore
Savings, or (ii) at least 75 % in amount of allstahding deposits of Lake Shore Savings representid special meeting. A special meeting of Lake
Shore Savings’ depositors will be called to voteloese three matters on , 2006.

The following is a brief summary of the pertineapacts of the reorganization. A copy of the plareofganization is available from Lake Shore
Savings upon request and is available for inspectidhe offices of Lake Shore Savings and at tfieeof Thrift Supervision. The plan of
reorganization is also filed as an exhibit to tegistration statement that we have filed with teeuBities and Exchange Commission. S&éHere You
Can Find More Information”
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Reasons for the Reorganization

After considering the advantages and disadvantaigéee reorganization, the Board of Directors oké&hore Savings unanimously approved
the reorganization as being in the best interek&®e Shore Savings and its depositors. The Boldrectors concluded that the reorganization affer
a number of advantages that will be important tofature growth and performance and that outwelighdisadvantages of the reorganization.

The reorganization will result in the raising ofd@ttbnal capital, which will support our future lging and operational growth and may also
support future branching activities or the acqigsiof other financial institutions or their asseis a mutual holding company with a mid-tier stock
holding company, we will have greater flexibility structuring mergers and acquisitions, includingng us the ability to use stock as a form of neg
consideration. Our current mutual structure, byéture, precludes us from offering any commonksescconsideration in a merger or acquisition. Our
new mutual holding company structure will enhangeability to compete with other bidders when asgign opportunities arise by better enabling us
to offer stock or cash consideration, or a comlamadf the two. Since we will not be offering afl@ur common stock for sale in the offering, the
reorganization will result in less capital raisaccomparison to a standard mutual-to-stock coneeysivhere 100% of our common stock would be
sold. Therefore, the reorganization permits usotttrol the amount of capital being raised and hakpt prudently deploy the proceeds of the oftgrin
The reorganization, however, also will allow usagse additional capital in the future in the eveihd conversion of Lake Shore, MHC to stock forr
a second-step conversion.

Our directors, officers and employees will havedpgportunity to become stockholders, which we veli® be an effective performance
incentive and an effective means of attracting r@taining qualified personnel. Our customers awdllcommunity 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 NaSttack Market, the inability of public stockholdéosobtain majority ownership of Lake Shore
Bancorp, that Lake Shore, MHC must own greater 80# of Lake Shore Bancorp’s common stock, anctinporate ownership and regulatory
policies relating to the mutual holding companysture that may be adopted periodically which mayehan adverse impact on stockholders other
than Lake Shore, MHC. A majority of Lake Shore Banps voting stock will be owned by Lake Shore, MH@hich will be controlled by its Board of
Directors, which will initially be the Board of LakShore Savings. While this structure will permé&magement to focus on our long-term business
strategy for growth and capital redeployment withandue pressure from public stockholders, it al#lo serve to perpetuate our existing management
and directors. Lake Shore, MHC will be able to ebdcthe members of Lake Shore Bancorp’s BoarDiaéctors, and will be able to control the
outcome of most matters presented to Lake Shoredpis stockholders for resolution by vote. The teratas to which stockholders other than Lake
Shore, MHC will be able to exercise voting contia limited and include any proposal to implemestogkbased incentive plan. No assurance ca
given that Lake Shore, MHC will not take action exbe to the interests of other stockholders. Famgate, Lake Shore, MHC could prevent the sal
control of Lake Shore Bancorp, or defeat a candiftat Lake Shore Banrcorp’s Board of Directors threo proposals put forth by stockholders.

The mutual holding company reorganization doepnetiude the conversion of Lake Shore, MHC fromrtheual to the fully stock form of
organization in the future, in which case Lake 8h&HC would cease to exist. No assurance canvangvhen, if ever, Lake Shore, MHC will
conduct a second-step conversion or what conditiem©ffice of Thrift Supervision or other regulgt@gencies may impose on such a transaction.
See"Risk Factors” and “Regulation-Conversion of Lake Shore, MHC to StamkrE”
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Description of the Plan of Reorganization

Following receipt of all required regulatory appatsvand approval of the plan of reorganization bikd 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 ef th
plan of reorganization and applicable laws and laggns:

Lake Shore Savings will exchange its charter fiaderal mutual savings bank charter;

Lake Shore Savings will organize Lake Shore, MH1idlly as an interim federal savings bank (“limeiOne”) as a wholly owned
subsidiary;

Interim One will organize Lake Shore Bancorp ashaly-owned subsidiary

Interim One will then organize an interim federavimgs bank (“Interim Two”) as a wholly-owned subatry;

Lake Shore Savings will exchange its federal musaaings bank charter for a federal stock savirgkkwharter;

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

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

former members of Lake Shore Savings will becomenbr@s of Lake Shore, MHC; and
Lake Shore, MHC will contribute 100% of the isswednmon stock of Lake Shore Savings to Lake Shore&.

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

As a result of the reorganization, Lake Shore Sgs/imill be organized in stock form and will be wiyadwned by Lake Shore Bancorp. The le
existence of Lake Shore Savings will not termirete result of the reorganization. Instead, Lak@é&Bavings in stock form will be a continuation of
Lake Shore Savings in mutual form. All propertyLake Shore Savings, including its right, title angkrest in all property of any kind and nature,
interest and asset of every conceivable value oefitehen existing or pertaining to Lake ShoreiBgs, or which would inure to Lake Shore Savings
immediately by operation of law and without the esity of any conveyance or transfer and withoytfarther act or deed, will vest in Lake Shore
Savings in stock form. Lake Shore Savings in sfock will continue to have, succeed to and be rasjide for all the rights, liabilities and obligatis
of Lake Shore Savings in the mutual form and w#lintain its corporate headquarters and operatibhake Shore Savings’ present locations.

The plan of reorganization also provides that wiéegitablish and fund The Lake Shore Charitablen@ation. SeéThe Lake Shore Charitable
Foundation”
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Effects of Reorganization on Deposits, Borrowers ahMembers

Continuity. While the reorganization is being accomplished,ntbenal business of Lake Shore Savings will corgimithout interruption,
including being regulated by the Office of Thrifaf&rvision, its primary federal regulator, and Eegleral Deposit Insurance Corporation. After
reorganization, Lake Shore Savings will continuerovide services for depositors and borrowers undeent policies by its present management and
staff.

The directors of Lake Shore Savings at the timeofganization will serve as directors of Lake $h8avings after the reorganization. The
Board of Directors of Lake Shore Bancorp and Laker8, MHC will be composed solely of the individsiatho serve on the Board of Directors of
Lake Shore Savings. All officers of Lake Shore 8gsiat the time of reorganization will retain thgasitions after the reorganization.

Deposit Accounts and Loans . The reorganization will not affect any deposit agats or borrower relationships with Lake Shore B8gsi All
deposit accounts in Lake Shore Savings after thigamization will continue to be insured up to tbgal maximum by the Federal Deposit Insurance
Corporation in the same manner as such depositiatswere insured immediately before the reorgaioizaThe reorganization will not change the
interest rate or the maturity of deposits at Laker8 Savings.

After the reorganization, each depositor of Laker85avings will have both a deposit account indL8kore Savings and a pro rata ownership
interest in the equity of Lake Shore, MHC basednuie balance in the depositor’s account. This aship interest is tied to the depositor’'s account,
has no tangible market value separate from thediepccount and may only be realized in the evéatlmuidation of Lake Shore, MHC. Any
depositor who opens a deposit account obtains egprownership interest in the equity of Lake 8h&HC without any additional payment beyond
the amount of the deposit. A depositor who reducedoses his or her account receives the balantteeiaccount but receives nothing for his or her
ownership interest in the equity of Lake Shore, MiAich is lost to the extent that the balancénedccount is reduced. Consequently, depositors of
Lake Shore, MHC have no way to realize the valutheir ownership interest in Lake Shore, MHC, exdefhe unlikely event that Lake Shore, MHC
is liquidated.

After the reorganization, all loans of Lake Shoaxiigs will retain the same status that they hddrbehe reorganization. The amount, interest
rate, maturity and security for each loan will rémas they were contractually fixed before the gaoization.

Effect on Voting Rights of Members . After the reorganization, direction of Lake Shoeiigs will continue to be under the control ofBisard
of Directors. As the holder of all of the outstamglicommon stock of Lake Shore Savings, Lake Share&p, through its Board of Directors, will
have exclusive voting rights with respect to anytera concerning Lake Shore Savings requiring stolder approval, including the election of
directors.

After the reorganization, Lake Shore Bancorp stotdérs will have exclusive voting rights with resp& any matters concerning Lake Shore
Bancorp that requires stockholder approval. Byueirdf being the majority stockholder owing 53%fa# butstanding shares of common stock of Lake
Shore Bancorp, Lake Shore, MHC will be able to murthe outcome of most matters presented to thekkblders for resolution by vote.

As a federally chartered mutual holding companked.-8hore, MHC will have no authorized capital staokl, therefore, no stockholders.
Holders of deposit accounts of Lake Shore Saving$ecome members of Lake Shore, MHC. Such persolhde entitled to vote on all questions
requiring
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action by the members of Lake Shore, MHC, includhgyelection of directors of Lake Shore, MHC. tldiion, all persons who become depositors of
Lake Shore Savings following the reorganizatior hdlve membership rights with respect to Lake ShiditdC. Borrowers do not currently have
membership rights in connection with any borrowiags will not receive any membership rights after teorganization.

Effect on Liquidation Rights . In the unlikely event of a complete liquidationlatke Shore Savings before the completion of thegaauzation,
each depositor would receive a pro rata shareyhasets of Lake Shore Savings remaining after paywf expenses and satisfaction of claims of all
creditors. Each depositor’s pro rata share of $igeidating distribution would be in the same prapmn as the value of such depositor’s deposit
account was to the total value of all deposit aot®in Lake Shore Savings at the time of liquidatio

Upon a complete liquidation of Lake Shore Savingsrahe reorganization, each depositor would heaeiim as a creditor of the same general
priority as the claims of all other general creditof Lake Shore Savings. However, except as destiyelow, a depositor’s claim would be solely for
the amount of the balance in such depositor’s deposount plus accrued interest. Such depositaddvoot have an interest in the value or assets of
Lake Shore Savings above that amount. Insteadhdloker of Lake Shore Savings’ common stocle(, Lake Shore Bancorp) would be entitled to any
assets remaining upon a liquidation of Lake Shenértys.

Upon a complete liquidation of Lake Shore Bancorp, stockholders, including Lake Shore, MHC, wooddentitled to receive our remaining
assets, following payment of all debts, liabiliteesd all claims of greater priority.

If liquidation of Lake Shore, MHC occurs followirapmpletion of the reorganization, all depositord ake Shore Savings at that time will be
entitled, pro rata, to the value of their depostaunts, to a distribution of any assets of Laker8hIMHC remaining after payment of all debts and
claims of creditors.

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

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

Federal regulations require that the aggregatenasecprice of the stock sold in connection withré@rganization be based upon our estimated
pro forma market value on a fully converted basis.( assuming that 100% of our common stock had belehts the public in the offering, as
opposed to the 45% that will be sold to the publs)determined by an independent appraisal. We feained RP Financial, which is experienced in
the evaluation and appraisal of financial instdnog, to prepare the independent appraisal. RP €igdamill receive fees totaling $65,000 for its
appraisal services, plus reasonable out-of-pociegreses incurred in connection with the apprai#@.have agreed to indemnify RP Financial under
certain circumstances against liabilities and egpenincluding legal fees, arising out of, relatedr based upon the reorganization.

RP Financial prepared the appraisal taking int@actthe pro forma impact of the offering. Foratslysis, RP Financial undertook substantial
investigations to learn about our business andatioeis. We supplied financial information, inclugiannual financial statements, information on the
composition of assets and liabilities, and otheafficial schedules. In addition to this informatiBR®, Financial reviewed our reorganization and stock
issuance applications as filed with the Office bfift Supervision and our registration statemerfilad with the Securities and Exchange Commiss
Furthermore, RP Financial visited our facilitiesldrad discussions with our management. RP Finadidalot perform a detailed individual analysi:
the separate components of our assets and liabiliVe did not impose any limitations on RP Finalnai connection with its appraisal.
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In connection with its appraisal, RP Financial esuéd 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 Financiahae# comparable to us;
» the specific terms of the offering of our commoockt

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

e our proposed dividend policy;

» conditions of securities markets in general; and

» the market for thrift institution common stock iarficular.

Consistent with Office of Thrift Supervision apmal guidelines, RP Financial’s analysis utilizegtthselected valuation procedures, the
price/book method, the price earnings method, aingfassets method, all of which are describetkineiport. RP Financia’appraisal report is filed
an exhibit to the registration statement that weetfded with the Securities and Exchange Commiss&ee “Where You Can Find More
Information.” RP Financial placed the greatest emphasis oprilce earnings and price/book methods in estirggino forma market value. RP
Financial compared the pro forma price/book andepearnings ratios for Lake Shore Bancorp to theesatios for a peer group of comparable
companies. The peer group consisted of ten pultliaed companies operating in the mutual holdorgmany form of ownership based in the New
England, Mid-Atlantic and Midwestern United Stat&€ke peer group included companies with:

« average assets of $291 million;

» average nonperforming assets of 0.37% of totaktsisse
» average loans of 64.2% of total assets;

* average equity of 14.7% of total assets;

» average income of 0.68% of average assets.

On the basis of the analysis in its report, RP éfed has advised us that, in its opinion, as ofédeber 22, 2005, our estimated pro forma mi
value on a fully converted basis was within thénested valuation range of $42.5 million and $57i8iom with a midpoint of $50.0 million. Based on
our intention to contribute to the charitable foatidn 2% of the to-be outstanding shares, to i§8%@ of the shares to Lake Shore, MHC and to offer
for sale to the public 45% of the shares outstamdime offering range is $19.125 million to $25.8@#lion, with a midpoint of $22.5 million. Our
Board of Directors reviewed RP Financial’'s appraisport, including the methodology and the assuomgtused by RP Financial, and determined that
the offering range was reasonable and adequatedBasthe $10.00 per share offering price, thenedéd number of shares issued in the
reorganization will be between 4,250,000 and 5J®®, with a midpoint of 5,000,000 and the estimatechber of shares sold in the offering will be
between 1,912,500 and 2,587,500 with a midpoir®, #50,000. The $10.00 per share purchase pricselasted primarily because it is the price most
commonly used in mutual to stock conversions andyanizations of financial institutions.
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Since the outcome of the offering relates in larggmsure to market conditions at the time of sals,riot possible for us to determine the exact
number of shares that we will issue at this tiheupon completion of the offering, at least thexmmum number of shares are subscribed for, RP
Financial, after taking into account factors simtlathose involved in its prior appraisal, willdgte its estimate of our pro forma market valuefdbe
expiration of the offering period. No shares wil fold unless RP Financial confirms that, to thet béits knowledge and judgment, nothing of a
material nature has occurred that would causedbielude that the actual total price of the sharean aggregate basis was materially incompatible
with its original appraisal. If, however, the fad not justify that statement, the offering maychaceled or it may be extended with a new offering
range or new subscription, community and syndicatedmunity offerings may be held. The maximum nundieshares that we sell in the offering
may increase by up to 15%, to 2,975,625 sharesresult of demand for shares in the offering, tpaschanges in financial markets in general and
with respect to financial institution stocks in feular or regulatory considerations. Unless thmbar of shares of common stock to be offered is
increased to more than 2,975,625 or decreasedddhan 1,912,500, subscribers will not have thpodpnity to modify or rescind their stock ordefe
the offering is extended due to a new offering ersyibscribers would have the right to confirm, ifyodr cancel their subscriptions within a spedifie
period of time. If a subscriber does not resporihdLihe resolicitation period, his or her subsioips will be cancelled and subscription funds \wél
returned promptly with interest, and holds on fuadthorized for withdrawal from deposit accountt laé released.

In formulating its appraisal, RP Financial religzba the truthfulness, accuracy and completenea dbcuments we furnished to it. RP
Financial also considered financial and other imf@tion from regulatory agencies, other financiatiimtions, and other public sources, as appragriat
While RP Financial believes this information tore#able, RP Financial does not guarantee the acgwr completeness of the information and dic
independently verify the financial statements athetndata provided by us or independently valueassets or liabilitiesThe appraisal is not
intended to be, and must not be interpreted as, e&ecommendation of any kind as to the advisability ofoting to approve the plan of
reorganization or of purchasing shares of common stk. Moreover, because the appraisal must be based many factors that change
periodically, there is no assurance that purchasersf shares in the offering will be able to sell shias after the reorganization at prices at or
above the $10.00 offering price per share.

Copies of the appraisal report of RP Financialluiding any amendments to the report, and the @etalemorandum of the appraiser setting
forth the method and assumptions for such appraisadvailable for inspection at our corporate hjegaders and the other locations specified under
“Where You Can Find More Information.”

Subscription Offering and Subscription Rights
Under the plan of reorganization, we have granigiits to subscribe for our common stock to theofeihg persons in the following order of
priority:

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

2. Our tar-qualified employee benefit plar
3.  Persons with qualifying deposits at Lake Shore I8gs/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 mayhgisee will depend on the availability of the comnstwck after satisfaction of all
subscriptions having prior rights in the subscadptoffering and to the maximum and minimum purcHasg#ations set forth in the plan of
reorganization. See—Limitations on Purchases of Share#\ll persons sharing a qualifying joint deposicaunt will be counted as a single depositor
for purposes of determining the maximum amount thay be subscribed for by an individual, and pessotercising subscription rights through
qualifying accounts registered to the same addvédkbe subject to the overall purchase limitation.

Category 1: Eligible Account Holders . Subject to the $400,000 overall purchase limitatierdescribed below undertimitations on Purchast
of Shares] 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 common stock §ale; ol

» 15 times the product, rounded down to the nearbsternnumber, obtained by multiplying the total niembf shares of common stock to be
sold by a fraction, the numerator of which is theoant of qualifying deposits of the eligible accobolder and the denominator of which is
the total amount of qualifying deposits of all diig account holder:

If there are insufficient shares to satisfy all seriptions by eligible account holders, shared fiidl be allocated so as to permit each subscgbin
eligible account holder, if possible, to purchaseimber of shares sufficient to make the persarié tllocation equal 100 shares or the number of
shares actually subscribed for, whichever is l8fgr that, unallocated shares will be allocateéach remaining subscribing eligible account holder
whose subscription remains unfilled in the promortihat the amounts of his or her respective quiatifdeposits bear to the total qualifying deposit
all remaining eligible account holders whose supsions remain unfilled. Subscription rights ofgglile account holders who are also executive
officers or directors of Lake Shore Savings orrtlhssociates will be subordinated to the subsonptights of other eligible account holders to the
extent attributable to increased deposits in Laker& Savings in the one-year period preceding 30n2004.

To ensure a proper allocation of stock, each dégiiscount holder must list on his or her stockeofdrm all deposit accounts in which such
eligible account holder had an ownership interedtiae 30, 2004. Failure to list an account, owigiag incorrect information, could result in thesk
of all or part of a subscriber’s stock allocatiarthe 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 the offgrius issued to our charitable foundation. Asxaqualified employee benefit plan, our employee
stock ownership plan intends to purchase 8% oatggegate shares of common stock sold in the offgrius issued to our charitable foundation. It is
the only plan expected to participate in the offgriSubscriptions by the employee stock ownerslaip will not be aggregated with shares of common
stock purchased by any other participants in tiferiofy, including subscriptions by our officers aticectors, for the purpose of applying the purehas
limitations in the plan of reorganization. If weciease the number of shares offered in the reargtoin above the maximum of the offering range, the
employee stock ownership plan will have a firsbpty right to purchase any shares exceeding thatgat up to 10% of the common stock sold in the
offering plus issued to our charitable foundatiBather than purchase shares in the offering, th@mme stock ownership plan may choose to mal
or a portion of its intended purchase in the opanket after the offering concludes.
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Category 3: Supplemental Eligible Account Holders . Subject to the $400,000 overall purchase limitatisrdescribed below unde*
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 shg
» one-tenth of 1% of the total offering of commoncétdor sale; or

» 15 times the product, rounded down to the nearbsternnumber, obtained by multiplying the total nembf shares of common stock to be
sold by a fraction, the numerator of which is theoant of qualifying deposits of the supplementaible account holder and the
denominator of which is the total amount of quatifydeposits of all supplemental eligible accouritiars.

If eligible account holders and the employee stmakership plan subscribe for all of the sharessimares will be available for supplemental
eligible account holders. If shares are availabtestipplemental eligible account holders but tleeeinsufficient shares to satisfy all subscripsiby
supplemental eligible account holders, shareswiiléte allocated so as to permit each subscrilsingplemental eligible account holder, if possikbe,
purchase a number of shares sufficient to makeéhson’s total allocation equal 100 shares or tivalver of shares actually subscribed for, whichever
is less. After that, unallocated shares will becdted among each remaining subscribing suppleiraigile account holder whose subscription
remains unfilled in the proportion that the amouwfthis or her respective qualifying deposits bieahe total qualifying deposits of all remaining
supplemental eligible account holders whose sutonis remain unfilled.

To ensure a proper allocation of stock, each supgfeal eligible account holder must list on hiser stock order form all deposit accounts in
which such supplemental eligible account holder &madwnership interest at December 31, 2005. Fatlufist an account, or providing incorrect
information, could result in the loss of all or paf a subscriber’s stock allocation in the evem\aersubscription.

Category 4: Other Members . Subject to the $400,000 overall purchase limitateach other member has the right to purchase tigetgreater «
$200,000 of common stock (which equals 20,000 sfameone-tenth of 1% of the total offering of coomstock for sale. If eligible account holders,
the employee stock ownership plan and supplemetfigiible account holders subscribe for all of thares, no shares will be available for other
members. If shares are available for other memgrthere are not sufficient shares to satisfgaliscriptions by other members, shares first will b
allocated so as to permit each subscribing othenlnee, if possible, to purchase a number of sharéigignt to make the persomtotal allocation equ
100 shares or the number of shares actually sidestfor, whichever is less. After that, unallocasbdres will be allocated to each other member
whose subscription remains unfilled in the proortihat each other member’s subscription beatsetdatal subscriptions of all such subscribing pothe
members whose subscriptions remain unfilled.

To ensure a proper allocation of stock, each atiember must list on his or her stock order forndelposit accounts in which such other
member had an ownership interest at January2006. Failure to list an account, or providingdrrect information, could result in the loss dfal
part of a subscriber’s stock allocation in the éwdroversubscription.
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Expiration Date for the Subscription Offering . The subscription offering is expected to termiregt&1:00 a.m., Eastern Time, on [Date 1, 2C
We will make reasonable attempts to provide a grofs and related offering materials to holdersutiscription rights; however, all subscription
rights will expire on the expiration date whethemnot we have been able to locate each persoreehtit subscription rights. We may extend the
expiration date without notice to you until [DateZ®0_], unless the Office of Thrift Supervisiorpagves a later date, which will not be beyond
August 9, 2007.

If the sale of the common stock is not completedOmste 2, 200 ], all funds received will be returned promptly interest at our passbook
savings rate and all deposit account withdrawai@nigations will be canceled unless we receive aygdrof the Office of Thrift Supervision to extend
the time for completing the offering. If regulatapproval of an extension of the time period beyiate 2, 200 ] has been granted, we will notify
all subscribers of the duration of the extensiat tias been granted, and subscribers will havagheto modify or rescind their purchase ordefsvé
do not receive a response from a subscriber, thecsiber’'s order will be rescinded and all fundseieed will be returned promptly with interest aro
passbook savings rate and deposit account withdievttaorizations will be canceled. No single sulbset extension can exceed 90 days, and all
extensions in the aggregate may not last beyondigtugy 2007.

Personsin Non-Qualified States . We will make reasonable efforts to comply with geeurities laws of all states in the United Staieshich
persons entitled to subscribe for stock under tae pf reorganization reside. However, we are aqtired to offer stock in the subscription offeriog
any person who resides in a foreign country or vesides in a state of the United States in whiglo(ly a small number of persons otherwise eligible
to subscribe for shares of common stock resideth@pranting of subscription rights or the offersale of shares to such person would requirevikat
or our officers or directors register as a brokiegler, salesman or selling agent under the sexuléws of the state, or register or otherwisdifyuéne
subscription rights or common stock for sale orlifaas a foreign corporation or file a consenstvice of process; or (3) we determine that
compliance with that state’s securities laws wdwdmpracticable for reasons of cost or otherwise.

Restrictions on Transfer of Subscription Rights and Shares . Subscription rights are nontransferable. You maytramsfer, or enter into any
agreement or understanding to transfer, the legaéoeficial ownership of your subscription righgtsued under the plan of reorganization or theest
of common stock to be issued upon exercise of gabscription rights. In addition, illegal transfefssubscription rights, including agreements made
prior to completion of the reorganization and affgrto transfer shares after the offering, havenlmbject to enforcement actions by the Securtiel
Exchange Commission as violation of Rule 10b-5hef$ecurities Exchange Act. Your subscription sghty be exercised only by you and only for
your own account. If you exercise your subscripfights, you will be required to affirm on the skaarder form that you are purchasing shares solely
for your own account and that you have no agreemenhderstanding regarding the sale or transfeuoh shares. Federal regulations also prohibit
any person from offering, or making an announceroéah offer or intent to make an offer, to purehasch subscription rights or shares of common
stock before the completion of the reorganization.

If you sell or otherwise transfer your rights tdsaribe for common stock in the subscription offgror subscribe for common stock on beha
another person, you may forfeit those rights ae faossible further sanctions and penalties impbgetle Office of Thrift Supervision, the Securitie
and Exchange Commission or another agency of tBe Government. We intend to report to the Offic& bfift Supervision and the Securities and
Exchange Commission anyone who we believe seligvess away their subscription rights. We will piesany and all legal and equitable remedies in
the event we become aware of the transfer of sigiger rights and will not honor orders known bytasnvolve the transfer of such rights.
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Community Offering

To the extent that shares remain available fortpse after satisfaction of all subscriptions ree@iw the subscription offering, we may offer
shares in a community offering to the following g@ms in the following order of priority:

* Natural persons and trusts of natural persons whoesidents of Chautauqua, Erie and Cattaraugust{es, New York; an

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

We will consider persons to be residents of ontefspecified counties if they occupy a dwellinghia county and have established an ongoing
physical presence in the county that is not metralysitory in nature. We may utilize depositoraan records or other evidence provided to us toer
a determination as to whether a person is a reisitieall cases, the determination of residenceustaill be made by us in our sole discretion.

Purchasers in the community offering are eligibl@tirchase up to $200,000 of common stock (whickalsR0,000 shares). If oversubscription
occurs among natural persons and trusts of ngterabns, the available shares will be allocatest fir each such subscriber whose order we accept in
an amount equal to the lesser of 100 shares arumber of shares subscribed for by each such shbscif possible. After that, unallocated shares
will be allocated among subscribers whose order&ie unsatisfied in the same proportion that thfdled order of each such subscriber bears to the
total unfilled orders of all such subscribers.eosubscription occurs among members of the gepetsic, the allocation procedures described above

will apply.

The community offering, if held, may commence canently with or subsequent to the subscription fig, is expected to terminate with the
subscription offering and must terminate no lat@nt45 days after the expiration of the subscniptifiering unless extended by us, with approval of
the Office of Thrift Supervision.

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

Syndicated Community Offering

The plan of reorganization provides that sharesaimon stock not purchased in the subscriptiorrioffeand any community offering may be
offered for sale to the general public in a syndidacommunity offering through a syndicate of regyisd broker-dealers to be formed and managed by
Ryan Beck & Co., Inc. acting as our agent. NeifRgan Beck & Co., Inc. nor any other registered brettealer will have any obligation to take or
purchase any shares of the common stock in thaegted community offering; however, Ryan Beck & dac. has agreed to use its best efforts ir
sale of shares in any syndicated community offefilig have not selected any particular broker-deateparticipate in a syndicated community
offering. The syndicated community offering mustrigmate no later than 45 days after the expiradibtihe subscription offering, unless extended by
us, with approval of the Office of Thrift Supenasi

The opportunity to subscribe for shares of commontsck in the syndicated community offering is subjetto 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 right to cancel the remainder of your order.
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Subject to the $400,000 overall purchase limitatmurchasers in the syndicated community offeriregedigible to purchase up to $200,000 of
common stock (which equals 20,000 shares).

The syndicated community offering, if any, will benducted in accordance with certain Securitiestat@hange Commission rules applicable to
best efforts offerings. Generally under those ruRsn Beck & Co., Inc., a registered broker-deaidlt deposit funds it receives prior to closingiin
interested investors into a separate nonintdreating bank account. If and when all the cond#ifar the closing are met, funds for common statél
in the syndicated community offering will be prorypdelivered to us. If the offering is consummatedt some or all of an interested investor’s funds
are not accepted by us, those funds will be retutaehe interested investor promptly, without iet. If the offering is not consummated, fundghie
account will be promptly returned, without interdstthe potential investor. Normal customer tigkgwill be used for order placement. In the
syndicated community offering, stock order formd wit be used.

If we are unable to find purchasers from the gdrmrhlic to sell at least the minimum number ofraiseoffered, we will make other purchase
arrangements, if feasible. Other purchase arrangesmeust be approved by the Office of Thrift Sujon and may provide for purchases for
investment purposes by directors, officers, thedoaiates and other persons in excess of the fiaritaprovided in the plan of reorganization and in
excess of the proposed director purchases discesskelr, although no such purchases are currertéynded. If other purchase arrangements cann
made, the plan of reorganization will terminate.

Marketing Arrangements

We have retained Ryan Beck & Co., Inc., a brokeatete as our financial and marketing advisor tostinwith and to advise Lake Shore
Bancorp, and to assist Lake Shore Bancorp, ontaeffests basis, in the distribution of the shasésommon stock in the offering. The services that
Ryan Beck & Co., Inc. will provide include, but aret limited to:

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

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

» assisting in soliciting proxy votes of depositc

For its services, Ryan Beck & Co., Inc. will reaeia reorganization and proxy vote advisory and athtnative fee of $50,000 and a marketing
fee of 1% of the aggregate dollar amount of theroom stock sold in the subscription and communifgririgs to persons other than the tax-qualified
employee benefit plans and directors, officers emgloyees of Lake Shore Savings and their immedhatdies. If Ryan Beck & Co., Inc. sells
common stock through a group of broker-dealersspradicated community offering, it will be paideefequal to 1.0% of the dollar amount of total
shares sold in the syndicated community offerinigiclv fee along with the fee payable to selectededg@which may include Ryan Beck & Co., Inc.)
for the shares they sell shall not exceed 6.0%ggfegate syndicated community offering sales. B@ek & Co., Inc. will also be reimbursed for its
allocable expenses not to exceed $20,000 withaut@nsent and its legal fees in an amount not eeed $100,000 without consent. Lake Shore
Bancorp and Lake Shore Savings have agreed to mfleRyan Beck & Co., Inc. against certain claimdiabilities, including liabilities under the
Securities Act of 1933, as amended, and will conte to payments Ryan Beck & Co., Inc. may be megluio make in connection with any such cle
or liabilities.
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We will establish a Stock Information Center. Wél vély on Rule 3a4-1 of the Securities Exchangeé éfc1934 and sales of common stock will
be conducted within the requirements of this reteas to permit officers, directors and employeqsatticipate in the sale of common stock in those
States where the law permits. Our officers, dinectmnd employees will not be compensated directipdirectly by the payment of commissions or
other remuneration in connection with their paptétion in the sale of common stock. Ryan Beck & @Gw. has not prepared a report or opinion
constituting recommendations or advice to us imeation with the offering. In addition, Ryan Beck@., Inc. has expressed no opinion as to the
prices at which the common stock to be sold indffiering may trade thereafter.
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Limitations on Purchases of Shares
The plan of reorganization provides for the follogripurchase limitations:

The minimum purchase is 25 shares.

The aggregate amount of Lake Shore Bancorp ouisiguecdmmon stock owned or controlled by persongrotiian Lake Shore, MHC at the
close of the offering shall be less than 50% ddltottstanding common stoc

No person may subscribe for more than $200,00@wingon stock in all categories of the offering, camel. In the subscription offerin
no persons exercising subscription rights througmgle qualifying deposit account held jointly m@ayrchase more than this amount. This
individual purchase limitation is subject to incseas described belo

Except for our ta-qualified employee benefit plans, which may purehas to 10% of the common stock sold in the offgpius issued t

our charitable foundation, no person, together agtbociates of or persons acting in concert with gerson, may purchase in the aggregate
more than $400,000 of common stock (which equal@@Mshares), in all categories of the offering borad. Unless we determine
otherwise, all persons having the same addresalapdrsons exercising subscription rights throgghlifying deposit accounts registerec

the same address will be subject to the overatihpage limitation. This overall purchase limitatisrsubject to increase as described be

The aggregate amount of common stock acquiredeimtiering, plus in all prior issuances, by Lake&hBancorp by any n-tax-qualified
employee plan or any management person and hisr@ssociates, exclusive of any shares of comnowk stcquired by such plan or
management person and his or her associates setiomdary market, shall not exceed 4.9% of thaandig shares of common stock at
conclusion of the offering

The aggregate amount of common stock or prefetmak sicquired in the offering, plus in all priosignces, by Lake Shore Bancorp by any
non-tax-qualified employee plan or any managemerggn and his or her associates, exclusive of amymon stock acquired by such plan
or management person and his or her associathe setondary market, shall not exceed 4.9% oftogkBolders’ equity at the conclusion
of the offering.

The aggregate amount of common stock acquireceiofiering, plus in all prior issuances, by any onenore taxgualified employee plan
exclusive of any shares of common stock acquiresiuo plans in the secondary market, shall notexkde9% of the outstanding shares of
common stock at the conclusion of the offeri

The aggregate amount of common stock or prefetak @icquired in the offering, plus in all priosisnces, by one or more -qualified
employee plans, exclusive of any shares of comrmok sicquired by such plans in the secondary masketl not exceed 4.9% of our
stockholder’ equity at the conclusion of the offerir
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» The aggregate amount of common stock acquirecdeitiering, plus in all prior issuances, by alloafr stock benefit plans, other than
employee stock ownership plans, shall not exceétl @5the outstanding common stock held by perstimsrahan Lake Shore, MH(

* The aggregate amount of common stock acquireceiofiering, plus in all prior issuances, by all -tax-qualified employee plans
management persons and their associates, exchfsivtyy common stock acquired by such plans or memagt persons and their associ
in the secondary market, shall not exceed 31%eobtlistanding shares of common stock held by psrsther than Lake Shore, MHC at
conclusion of the offering

* The aggregate amount of common stock acquiredeiofiering, plus in all prior issuances, by all lam-qualified employee plans or
management persons and their associates, exchfsarey common stock acquired by such plans or mamagt persons and their associi
in the secondary market, shall not exceed 31% p§tmeckholders’ equity held by persons other thakd.Shore, MHC at the conclusion of
the offering.

We may, in our sole discretion, decrease the idd&af and/or overall purchase limitations or incestig individual and/or overall purchase
limitations to up to 5% of the shares of commorrtkteold in the offering. We do not intend to inceahe maximum purchase limitations unless
market conditions warrant an increase in the maxirpurchase limitations. If we decide to increagepbrchase limitations, persons who subscribed
for the maximum number of shares of common stodkbeigiven the opportunity to increase their sulpsions accordingly, subject to the rights and
preferences of any person who has priority subseripights.

The plan of reorganization defines “acting in catice®» mean knowing participation in a joint activior interdependent conscious parallel action
towards a common goal whether or not pursuant Eexgness agreement or understanding; or a combimatipooling of voting or other interests in
the securities of an issuer for a common purposeuany contract, understanding, relationship,emgent or other arrangement, whether written or
otherwise. In general, a person who acts in conaigntanother party will also be deemed to be aciimconcert with any person who is also acting in
concert with that other party. We may presume ¢kafin persons are acting in concert based upoong other things, joint account relationships and
the fact that persons may have filed joint Schesli®D or 13G with the Securities and Exchange Casiom with respect to other companies. For
purposes of the plan of reorganization, our dinecéwe not deemed to be acting in concert solelsebgon of their Board membership.

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

e any corporation or organization other than Laker8hbIHC, Lake Shore Bancorp or Lake Shore Savimgsrajority-owned subsidiary of
Lake Shore, MHC, Lake Shore Bancorp or Lake Sharéngs of which such person is a senior officepantner or is, directly or indirectly,
the beneficial owner of 10% or more of any claseaiity securities

e any trust or other estate in which such persoralasstantial 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 anyivelatf a spouse, who either has the same homechspguson or who is a director or officer
of Lake Shore, MHC, Lake Shore Bancorp or Lake 8I8avings or any of their subsidiari

For example, a corporation of which a person sesgesn officer would be an associate of that peasah therefore, all shares purchased by the
corporation would be included with the number adrgls that the person could purchase individualtjeuthe purchase limitations described above.
We have the right in our sole discretion to repaty order submitted by a person whose represensatie believe to be false or who we otherwise
believe, either alone or acting in concert witheof is violating or circumventing, or intends tolate or circumvent, the terms and conditionshef t
plan of reorganization. Directors and officers ao¢ treated as associates of each other solelyrtmwevof holding such positions. We have the sole
discretion to determine whether prospective puretsaare “associates” or “acting in concert.”

Description of Sales Activities; Stock InformationCenter

We will offer the common stock in the offering pripally by the distribution of this prospectus ahtbugh activities conducted at our Stock
Information Center located at our administrativécef (not our main banking office in Dunkirk). Tis#ock Information Center is located at 31 East
Fourth Street, Dunkirk, New York. At all times, etgred representatives of Ryan Beck & Co., Indl. wanage the Stock Information Cent&he
center is open Monday through Friday, except for bak holidays, from 10:00 a.m. to 4:00 p.m., Easterfiime. Questions about the offering and
reorganization may be directed to the Stock Informéon Center at (800) 806-8430.

Our officers and employees may participate in tifierimg in clerical capacities, providing admingtive support in effecting sales transactions
or, when permitted by state securities laws, ansgequestions of a mechanical nature relating ¢opitoper execution of the stock order form. Our
officers may answer questions regarding our busimd®en permitted by state securities laws. Othestijons of our depositors and other prospective
purchasers, including questions as to the advisabil nature of the investment, will be directedeimployees of Ryan Beck & Co., Inc. Our officers
and employees have been instructed not to soffeitoto purchase common stock or provide adviganmding the purchase of common stock.

None of our personnel participating in the offeriagegistered or licensed as a broker or dealanagent of a broker or dealer. Our personnel
will assist in the above-described sales activitieder an exemption from registration as a broketealer provided by Rule 3a4-1 promulgated under
the Securities Exchange Act of 1934. Rule 3a4-Egaly provides that an “associated person of ames’ of securities will not be deemed a broker
solely by reason of participation in the sale afuséies of the issuer if the associated persontsneggtain conditions. These conditions include ,dva
not limited to, that the associated person pawidiig in the sale of an issuer’s securities natdrapensated in connection with the offering attiime
of participation, that the person not be associafi¢ttl a broker or dealer and that the person oleseevtain limitations on his or her participationihe
sale of securities. For purposes of this exemptiassociated person of an issuer'tiefined to include any person who is a direatéficer or employe
of the issuer or a company that controls, is cdlegldoy 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 offeringamdmunity offering, you must submit a properly gated and
executed stock order form, to ereivedby 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 shares subscribed for. Gandered, a stock order form cannot be modified or
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revoked without our consent. You may submit yoocktorder form and payment by mail using the reemmelope provided, by overnight delivery to
the indicated address on the stock order form dirimging your stock order form to our Stock Inf@tion Center, located at our administrative office,
31 East Fourth Street, Dunkir&tock order forms may not be brought to our main baking office in Dunkirk or to Lake Shore Savings banches
These offices will not have supplies of offeringterals.

In order to ensure that your subscription offerdtgck purchase eligibility and priority are propedentified in the stock order form, you must
list all deposit accounts on the stock order fomofyour eligibility date, giving all names on &aaccount and the account number. We will strive to
identify your ownership in all accounts, but cangoarantee we will identify all accounts in whiabuyhave an ownership interest.

We need not accept stock order forms that are ésealefectively or that are received without fidyment or without appropriate withdrawal
instructions. In addition, we are not obligatectzept orders submitted on photocopied or facsihsteck order forms. We have the right to waive or
permit the correction of incomplete or improperkeeuted stock order forms, but do not representvtieawill do so. Under the plan of reorganization,
our interpretation of the terms and conditionshef plan of reorganization and of the stock ordemfwill be final.

By executing and returning the stock order formy ygll be certifying that you received this prospecand acknowledging that the common
stock is not a deposit account and is not insuregliaranteed by the federal government. You alideiacknowledging that you received disclosure
concerning the risks involved in this offering. T$teck order form could be used as support to shaiwou understand the nature of this investment.

To ensure that each purchaser receives a prospectasleast 48 hours before the expiration of the offing period, as required by
Rule 15¢28 under the Securities Exchange Act of 1934, no mpectus will be mailed any later than five days befe that date or hand delivered
any later than two days before that date. Executionf the stock order form will confirm receipt or delivery under Rule 15¢2-8. Stock order
forms will be distributed only when preceded or acempanied by a prospectus.

Payment for Shares. Payment for shares may be made by personal chaok,dheck or money order payable to Lake Shore &antnc. or by
authorization of withdrawal from certain types @fde Shore Savings deposit accounts, as explaingtestock order form. No cash, wire transfers,
Lake Shore Savings lines of credit checks or tharty checks will be accepted. Payments made sopat check must be available in the account.
Checks and money orders will be immediately castmeliplaced in a segregated account at Lake ShemegSaor at our discretion at another insured
depository institution. Interest will be paid omfis at our passbook savings rate from the date @atyi: received at the Stock Information Centeil 1
the completion or termination of the reorganizatignu may not authorize direct withdrawal from Lea&leore Savings individual retirement accounts.
Please do not authorize withdrawal from checkinl®wW accounts. Submit a check instead. You may gvewauthorize withdrawal from all types
money market accounts, savings accounts and cat#df of deposit. If payment is made by authooradif withdrawal from deposit accounts, the
funds authorized to be withdrawn from a deposibaot must be available in the account when we vecgiur stock order form. The designated funds
will remain in the accounts and will continue tea® interest at the contractual rates until cotigrieor termination of the reorganization, but édho
will be placed on the funds, making them unavadablyou during the offering period. When the rewiigation is completed, deposit account
withdrawals will be made for the purchase of shares

136



Table of Contents

We will waive any applicable penalties for earlyttvdrawal from Lake Shore Savings certificate actguiithe remaining balance in a certific
account is reduced below the applicable minimurartezg requirement at the time funds are withdrala certificate will be canceled at the time of
withdrawal, without penalty, and the remaining bakawill earn interest at our passbook savings rate

The tax-qualified employee benefit plans will netdequired to pay for the shares of common stockhmsed until consummation of the
offering, provided that there is a loan commitmieniend to the tax-qualified employee benefit plaressamount of funds necessary to purchase the
number of share ordered.

Use of Individual Retirement Account Funds. You may not designate direct withdrawal of fundsiira Lake Shore Savings individual
retirement account. By regulation, our individugtirement accounts do not permit investment ingtares of common stock. Persons with individual
retirement accounts maintained with Lake Shorerg@mvinust transfer their accounts to a dgéiécted individual retirement account with an difiated
trustee (such as a brokerage firm) prior to plaeingrder to purchase shares of common stock ioffegng. There will be no early withdrawal
penalties or Internal Revenue Service interestlgeador transfers. The new trustee will hold #eres of common stock in a self-directed account.
An annual administrative fee may be payable tonthe trustee. Assistance on how to transfer ind&ddetirement accounts maintained at Lake Shore
Savings can be obtained by contacting the Stoakimdition Center.

Depositors interested in using funds in an indigidhetirement account maintained at Lake Shorerfggvor elsewhere should contact the Stock
Information Center promptly, preferably at leaso tweeks before , 2006, the offering expiration date. Whether sfuctds can be used
may depend on time constraints and limitations isepldby the institutions where funds are currenglg h

In addition, the provisions of the Employee Retiezinincome Security Act and Internal Revenue Serxgégulations require that executive
officers, directors and 10% stockholders who udfedseected individual retirement account fundsptarchase shares of common stock in the offering
make such purchase for the benefit of the indiVideirement account participant.

Delivery of Certificates

Certificates representing shares of common stauleis in the offering will be mailed to persons tedito the certificates at the certific:
registration address noted by them on the stockrdodm as soon as practicable following consumomadif the offering. Any certificates returned as
undeliverable will be held by our transfer agertilisdaimed by the persons legally entitled to teetificates, or will be otherwise disposed of in
accordance with applicable lawntil certificates for common stock are available ad delivered to purchasers, they may not be able tgell their
shares, even though trading of the common stock wihave commenced

Restrictions on Repurchase of Stock

Under Office of Thrift Supervision regulations, wey not for a period of one year from the datehef¢completion of the reorganization
repurchase any of our common stock from any persargpt (1) in an offer made to all stockholdersejourchase the common stock on a pro rata
basis, approved by the Office of Thrift Supervisi(®) the repurchase of qualifying shares of aatine or (3) repurchases to fund restricted stdakp
or tax-qualified employee stock benefit plans. Véhextraordinary circumstances exist, the Offic@lwfift Supervision may approve the open market
repurchase of up to 5% of our common stock duftirgfirst year following the reorganization. To rieeesuch approval, we must establish compelling
and valid business purposes for the repurchadeetsdtisfaction of the Office of Thrift Supervisidgturthermore, repurchases of any common stoc
prohibited if they would cause Lake Shore Savimggulatory capital to be reduced below the amoequired for reorganization the regulatory capital
requirements imposed by the Office of Thrift Supsion.
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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 ffye¢eansferable, except for shares purchased bylwectors and executive officers.

Shares of common stock purchased by our directategecutive officers may not be sold for a penbdne year following the reorganization,
except upon the death of the stockholder or urdppsoved by the Office of Thrift Supervision. Stepairchased by these persons in the open market
after the reorganization will be free of this ra&gion. Shares of common stock issued to direcor$ executive officers will bear a legend giving
appropriate notice of the restriction and, in additwe will give appropriate instructions to otarisfer agent with respect to the restriction angfers
Any shares issued to directors and executive offias a stock dividend, stock split or otherwisthwéspect to restricted common stock will be
similarly restricted.

Purchases of outstanding shares of our common btpdirectors, officers, or any person who becoaresxecutive officer or director after
adoption of the plan of reorganization, and thegaziates, during the thrgear period following the reorganization may be madly through a brok
or dealer registered with the Securities and Exgha@@ommission, except with the prior written appiaf the Office of Thrift Supervision. This
restriction does not apply, however, to negotidtadsactions involving more than 1% of our outskag&ommon stock or to the purchase of stock
under stock benefit plans.

We have filed with the Securities and Exchange Cagsion a registration statement under the Secsiitiet of 1933 for the registration of the
common stock to be sold in the offering and issoeolr charitable foundation. This registration sloet cover the resale of the shares. Shares of
common stock purchased by persons who are natggl of us may be resold without registration.réa@aurchased by an affiliate of us will have
resale restrictions under Rule 144 of the Secsrhiet. If we meet the current public informatiomuéements of Rule 144, each affiliate of us who
complies with the other conditions of Rule 144 ]udking those that require the affiliate’s sale &dggregated with those of certain other persons,
would be able to sell in the public market, witheegistration, a number of shares not to exceednynthree-month period, the greater of 1% of our
outstanding shares or the average weekly volunteading in the shares during the preceding fougruddr weeks. We may make future provision to
permit affiliates to have their shares registexdshle under the Securities Act of 1933 unde@edircumstances.

Accounting Consequences

The reorganization will be accounted for at higtakicost in accordance with accounting principlesegally accepted in the United States of
America. Accordingly, the carrying value of the etss liabilities, and capital will be unaffected tne reorganization and will be reflected in Lake
Shore, MHC's consolidated financial statements thasetheir historical amounts.

Tax Aspects. The reorganization may be effected in any mannprayed by the Office of Thrift Supervision thattisnsistent with the purposes
of the plan of reorganization and applicable laagulations and policies. However, we intend to comsate the reorganization using a series of
transactions as described below. This structurblesd ake Shore Savings to retain all of its histirtax attributes and produces significant savittg
us because it simplifies regulatory approvals andltions associated with the completion of thegeaization.
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The merger structure will be accomplished as faflow

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

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

(3) Interim One will organize a capital stock camtion under federal law (i.e., Lake Shore Bancapjts wholly-owned subsidiary that will
subsequently hold 100% of Lake Shore Savings’ comstock;

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

(5) Lake Shore Savings will exchange its federalualuisavings bank charter for a federal stock gg/lmank charter (the “Conversion”);
(6) Interim One will cancel its outstanding stocidaexchange its charter for a federal mutual hgldiompany charter (i.e., Lake Shore, MHC);
(7) Interim Two will merge with and into Lake Shd3avings with Lake Shore Savings being the surgiumstitution; and

(8) the initially issued stock of Lake Shore Sasirfgyhich will be constructively received by formerke Shore Savings’ depositors when Lake
Shore Savings becomes a stock savings bank purtsustefp (5)) will be issued to Lake Shore, MH@xthange for liquidation interests in Lake
Shore, MHC which will be held by Lake Shore Savirdgpositors (the “Exchange”). Lake Shore, MHC whién contribute 100% of the stock of Lake
Shore Savings to Lake Shore Bancorp, which wilhlveholly-owned subsidiary of Lake Shore, MHC. L&{®re Bancorp will subsequently offer for
sale 47% of its common stock pursuant to the Amérahel Restated Plan of Reorganization. As a reétiitese transactions, (a) Lake Shore Savings
will be a wholly-owned subsidiary of Lake Shore Barp; (b) Lake Shore Bancorp will be a majority-@drsubsidiary of Lake Shore, MHC; and
(c) the depositors of Lake Shore Savings will holeimbership interests in Lake Shore, MHC.

Under this structure: (i) the Charter Conversiomisnded to be a tax-free reorganization undarial Revenue Code section 368(a)(1)(F);
(i) the Conversion is intended to be a tax-freerganization under Section 368(a)(1)(F) of the Caatel (iii) the Exchange is intended to be a t@efr
exchange under Internal Revenue Code section 351.

Under the plan of reorganization, consummatiorhefreorganization is conditioned upon, among athiegs, the prior receipt by Lake Shore
Savings of either a private letter ruling from tRS and from the New York taxing authorities oraginion of Lake Shore Savings’ counsel as to the
federal and New York State income tax consequeoictge reorganization to Lake Shore Savings’ (ithkits mutual and stock form), Lake Shore
Bancorp and depositors. In Revenue Procedure 2998-1 I.R.B. 103, the IRS announced that it walt rule on whether a transaction qualifies as a
tax-free reorganization under Internal Revenue Gaa¢ion 368(a)(1)(F) or as a tax-free exchangeawk for stock in the formation of a holding
company under Internal Revenue Code section 35Xhhtit will rule on significant sub-issues tmatist be resolved to determine whether the
transaction qualifies under either of these InteRevenue Code sections.
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Based in part upon certain factual representatibhske Shore Savings or its officers, Thacher ftit& Wood LLP has issued its opinion
regarding all of the material federal income tarsemjuences of the reorganization.

In the following discussion, “Mutual Bank” refers Lake Shore Savings before the reorganization'8tatk Bank” refers to Lake Shore
Savings after the reorganization.

With regard to the Charter Conversion, ThacherfRré Wood LLp has issued an opinion that:

(1) the Charter Conversion will constitute a “reamization” under Internal Revenue Code Section 8§8)(F); and

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

With regard to the Conversion, Thacher Proffitt &¥%dLLp has issued an opinion that:
(1) the Conversion will constitute a “reorganizatiander Internal Revenue Code section 368(a)(1HR) Lake Shore Savings (in either its
status as Mutual Bank or Stock Bank) will recognmipegain or loss as a result of the Conversion;

(2) the basis of each asset of Mutual Bank receliye8tock Bank in the Conversion will be the samméaitual Bank’s basis for such asset
immediately prior to the Conversion;

(3) the holding period of each asset of Mutual Beeteived by Stock Bank in the reorganization imitlude the period during which such asset
was held by Mutual Bank prior to the Conversion;

(4) For purposes of Internal Revenue Code seci#drft§, Stock Bank will be treated as if there hadrbno reorganization and, accordingly, the
taxable year of the Mutual Bank will not end on #iffective date and the tax attributes of MutuahBégsubject to application of Internal Revenue C
sections 381, 382, and 384), including Mutual Bartlkk bad debt reserves and earnings and profltyemaken into account by Stock Bank as if tt
had been no conversion.

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

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

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

With regard to the Exchange, Thacher Proffitt & Waop 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 formemner of Mutual Bank) will recognize gain or lossoughe transfer to Lake Shore, MHC of
Stock Bank stock constructively received in the @ogion in exchange for membership interests ireLskore, MHC;
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(3) the basis of the membership interests in Ldk@r& MHC received by each shareholder of StockkBaexchange for such shareholder’s
shares of Stock Bank stock will be equal to theshassuch shares of Stock Bank stock;

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

(5) Lake Shore, MHC will recognize no gain or logmn its receipt from the shareholders of StockikBafrshares of Stock Bank stock in
exchange for membership interests in the Lake ShiHC;

(6) Lake Shore, MHG basis for each share of Stock Bank stock recdioad a shareholder of Stock Bank in exchange femioership interes
in Lake Shore, MHC will be equal to the basis aftsghare of stock in the hands of such Stock Baakeholder; and

(7) Lake Shore, MHC'’s holding period for each shafr&tock Bank stock received from a shareholde$totk Bank in exchange for
membership interests in Lake Shore, MHC will, asdhate of the Exchange, be the same as the hgdingd 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 marketiue of the nontransferable subscription rigbtpurchase shares of common stock of the Stock
Bank to be issued to members of Mutual Bank is aedy accordingly, that no income will be recogdiby members of Mutual Bank upon the
issuance to them of subscription rights or uporettercise of the subscription rights;

(3) it is more likely than not that the tax basighie holders of shares of Stock Bank common gpocg&hased in the subscription offering
pursuant to the exercise of subscription right$ mélthe amount paid therefor, and that the holgieigod for such shares of common stock will begin
on the date of completion of the subscription offgr

The opinions set forth in (2) and (3) above areetdam the position that the subscription rightsxdbhave any market value at the time of
distribution or at the time they are exercisedhgitgh the Internal Revenue Service (“IRS”) will iggue rulings on whether subscription rights have
market value, we are unaware of any instance iclvtiie IRS has taken the position that nontransfersubscription rights issued by a converting
financial institution have a market value. We umstiemd that the subscription rights will be grardedo cost to the recipients, will be nontransferab
and of short duration, and will afford the recigithe right only to purchase common stock of S®akk at a price equal to its estimated fair market
value, which will be the same price as the purclpae for the unsubscribed shares of such comrumk sBased on the foregoing, we believe thai
more likely than not (i.e., there is a more th&08&o likelihood) that the subscription rights hawemarket value for federal income tax purposes.

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

To the extent permitted by law, all interpretatidaysus of the plan of reorganization will be finewever, such interpretations have no binding
effect on the Office of Thrift Supervision. The plaf reorganization provides that, if deemed nearyssr desirable, we may substantively amend the
plan of reorganization as a result of comments fregulatory authorities or otherwise, without tbetlier approval of our members.

Completion of the reorganization requires the slal shares of the common stock within 24 morith®wing approval of the plan of
reorganization by our members. If this conditiomds satisfied, the plan of reorganization willteeminated and we will continue our business in the
mutual form of organization. We may terminate thenf 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 wié @stablish The Lake Shore Charitable
Foundation as a non-stock Delaware corporatiomimection with the reorganization and offering. Tharitable foundation will be funded with our
common stock, as described below. By further eningraur visibility and reputation in our local coranity, we believe that the charitable foundation
will enhance the long-term value of our communignking franchise. The reorganization and offeringspnts us with a unique opportunity to provide
a substantial and continuing benefit to our comnyuaud to receive the associated tax benefits,ouitny significant cash outlay by us.

Purpose of the Charitable Foundation

Although we intend to continue to emphasize comtydending and community activities following th&ering, such activities are not our sole
corporate purpose. The Lake Shore Charitable Fdiomdaill be dedicated completely to community &ities and the promotion of charitable causes,
and may be able to support such activities in memntiat are not presently available to us. We eltbat The Lake Shore Charitable Foundation will
enable us to assist the communities within our elzakea in areas beyond community developmenteardirig and will enhance our current activities
under the Community Reinvestment Act.

We further believe that the funding of The Lake @hGharitable Foundation with our common stock alibw our community to share in our
potential growth and success long after the ofgrirhe Lake Shore Charitable Foundation will acclishghat goal by providing for continued ties
between it and us, thereby forming a partnershthiwithe communities in which we operate.

We do not expect the contribution to The Lake Si@inaritable Foundation to take the place of ouiti@nal community lending and charitable
activities. For the nine months ended Septembe2@05, and the year ended December 31, 2004, walmaed $80,000 and $124,000, respectively,
to community organizations. We expect to continwkimg charitable contributions within our communilty connection with the closing of the
reorganization, we intend to contribute to The L8k®re Charitable Foundation 100,000 shares of@mmon stock, at the midpoint of the offering,
valued at $1.0 million based on the offering p€&10.00 per share.
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Structure of the Charitable Foundation

The Lake Shore Charitable Foundation will be incogaped under Delaware law as a non-stock corparaiibe Lake Shore Charitable
Foundation’s Certificate of Incorporation will pride that The Lake Shore Charitable Foundationgamized exclusively for charitable purposes as set
forth in Section 501(c)(3) of the Internal Reverieele. The Certificate of Incorporation will furthgmovide that no part of the net earnings of the
charitable foundation will inure to the benefit of,be distributable to, its directors, officersnaembers.

We will select two of our current directors to sion the initial Board of Directors of the charlabbundation. As required by Office of Thrift
Supervision regulations, we also will select onditiahal person to serve on the initial Board ofdaiors of the charitable foundation who will net b
one of our officers, directors or employees and wilbhave experience with local charitable orgatians and grant making. While there are no plans
to change the size of the initial Board of Direstduring the year following the completion of tleermganization and offering, following the first
anniversary of the reorganization and offering,aharitable foundation may alter the size and casitjpm of its Board of Directors. For five yearsea
the reorganization, one seat on the charitabledation’s Board of Directors will be reserved foperson from our local community who has
experience with local community charitable orgatimes and grant making and who is not one of owryr of our affiliate’s officers, directors or
employees, and one seat on the charitable foumdsiBpard of Directors will be reserved for oneoof directors.

The Board of Directors of The Lake Shore Charitdendation will be responsible for establishirgggtant and donation policies, consistent
with the purposes for which it was establisheddiectors of a nonprofit corporation, directorsTtfe Lake Shore Charitable Foundation will always
be bound by their fiduciary duty to advance therithlle foundation’s charitable goals, to protéstassets and to act in a manner consistent wath th
charitable purposes for which the charitable fotiodas established. The directors of The Lake 8t@hnaritable Foundation also will be responsible
for directing the activities of the charitable falation, including the management and voting ofdtsmon stock held by the charitable foundation.
However, as required by Office of Thrift Supervisiegulations, all shares of common stock held g Take Shore Charitable Foundation must be
voted in the same ratio as all other shares oftinemon stock on all proposals considered by owkéimders.

The Lake Shore Charitable Foundation’s place ofnass will be located at our administrative officEee Board of Directors of The Lake Shore
Charitable Foundation will appoint such officersl@mployees as may be necessary to manage itdioperd o the extent applicable, we will comply
with the affiliates restrictions set forth in Sects 23A and 23B of the Federal Reserve Act an@®ffiee of Thrift Supervision regulations governing
transactions between us and the charitable fourtati

The Lake Shore Charitable Foundation will receiweking capital from:
* any dividends that may be paid on our common sitothe future;
» within the limits of applicable federal and sta®s$, loans collateralized by the common stocl

» the proceeds of the sale of any of the common stotike open market from time to time.

As a private foundation under Section 501(c)(3thefInternal Revenue Code, The Lake Shore Chagitadlindation will be required to distribute
annually in grants or donations a minimum of 5%hef average fair market value of its net investnaasets. 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 ave
market value of the assets held by The Lake Shbegitable Foundation, except where the Board oé®ars of the charitable foundation determines
that the failure to sell an amount of common stgpEater than such amount would result in a longrterduction of the value of its assets and/or would
otherwise jeopardize its capacity to carry outhtaritable purposes.

Tax Considerations

Our independent tax advisor has advised us thatgamization created for the above purposes stguadtify as a Section 501(c)(3) exempt
organization under the Internal Revenue Code aadldibe classified as a private foundation. Thed 8kore Charitable Foundation will submit a
timely request to the Internal Revenue Serviceetodzognized as an exempt organization. As lorhad_ake Shore Charitable Foundation files its
application for tax-exempt status within 15 morfilasn the date of its organization, and providedltiternal Revenue Service approves the
application, its effective date as a Section 5qBja)rganization will be the date of its organimati Our independent tax advisor, however, has not
rendered any advice on whether The Lake Shore @bégiFoundation’s tax exempt status will be a#fddby the regulatory requirement that all shares
of our common stock held by The Lake Shore Chdsdt&bundation must be voted in the same ratiolastfzr outstanding shares of common stoc
all proposals considered by our stockholders.

We are authorized under federal law to make chHaeteontributions. We believe that the offeringgaets a unique opportunity to establish and
fund a charitable foundation given the substam=timbunt of additional capital being raised. In mgksnch a determination, we considered the dilutive
impact of the contribution of common stock to Trake Shore Charitable Foundation on the amountminoon stock to be sold in the offering. See
“Capitalization,” “Regulatory Capital Compliance,’and“Comparison of Valuation and Pro Forma Informatid¥iith and Without Charitable
Foundation” The amount of the contribution will not adversatypiact our financial condition. We therefore beli¢ivat the amount of the charitable
contribution is reasonable given our pro forma Ediosition and does not raise safety and sousdrmscerns.

We have received an opinion from our independenativisor that our contribution of our stock to Tlteke Shore Charitable Foundation should
not constitute an act of self-dealing and that tneutd be entitled to a deduction in the amounteffair market value of the stock at the time &f th
contribution less the nominal amount that The L8kere Charitable Foundation is required to payustich stock. We are permitted to deduct only
an amount equal to 10% of our annual taxable incionag@y one year. We are permitted under the laldRevenue Code to carry the excess
contribution over the five-year period followingetieontribution to The Lake Shore Charitable FouondatVe estimate that substantially all of the
contribution should be deductible over the six-yganiod. However, we do not have any assurancdtirdhternal Revenue Service will grant tax-
exempt status to the charitable foundation. Funtloee, even if the contribution is deductible, weymat have sufficient earnings to be able to use th
deduction in full. We do not expect to make anyffer contributions to The Lake Shore Charitablerféation within the first five years following the
initial contribution, unless such contributions wdbe deductible under the Internal Revenue Codg. 9uch decisions would be based on an
assessment of, among other factors, our finanoraition at that time, the interests of our stoddbos and depositors, and the financial conditioth a
operations of the charitable foundation.
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Although we have received an opinion from our irelegent tax advisor that we should be entitleddeuction for the charitable contribution,
there can be no assurances that the Internal Re\@envice will recognize The Lake Shore Charit&ldandation as a Section 501(c)(3) exempt
organization or that the deduction will be perndtten such event, our contribution to The Lake 8@haritable Foundation would be expensed
without tax benefit, resulting in a reduction im@ags in the year in which the Internal Revenus/i8e makes such a determination.

As a private foundation, earnings and gains, if, &mm the sale of common stock or other assetgx@ept from federal and state income
taxation. However, investment income, such aséstedividends and capital gains, is generallydadea rate of 2.0%. Within four and one-half
months after the close of its fiscal year, The L8kere Charitable Foundation will be required tkeniis annual return available for public inspertio
The annual return for a private foundation inclydesong other things, an itemized list of all gsamiade or approved, showing the amount of each
grant, the recipient, any relationship betweenaagrecipient and the charitable foundation’s mansignd 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 theutable foundation;
» the charitable foundation must comply with all simiory directives imposed by the Office of Thi$ftipervision;

» the charitable foundation must provide annuallthi Office of Thrift Supervision a copy of the aahteport that the charitable foundation
submits to the IRS

» the charitable foundation must operate accordingritten policies adopted by its Board of Directareluding a conflict of interest policy;

» the charitable foundation may not engage in sedidg and must comply with all laws necessary tantadn its tax-exempt status under the
Internal Revenue Code; a

» the charitable foundation must vote its sharesiénsame ratio as all of the other shares votedon 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 Tlkeke Shore Charitable Foundation must be separapglyoved by at least a majority of the
total number of votes eligible to be cast by defposiof Lake Shore Savings at the special meetimgembers.

Consummation of the reorganization and relatedrioffieof common stock is not conditioned upon dejoosi approval of the charitable
foundation. Failure to approve the charitable fatimh may, however, materially increase our pronf@market value. SeeComparison of Valuation
and Pro Forma Information With and Without Charital-oundation”
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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 frolNesv York statechartered mutual savin
bank into a federal mutual holding company struetamd includes the adoption of a federal stocktehand bylaws for Lake Shore Bancorp. Certain
provisions in our charter and bylaws may have t&ikgover effects. In addition, provisions in Lake®& Savings’ charter and bylaws may also have
anti-takeover effects. Finally, regulatory restdos may make it more difficult for persons or canges to acquire control of us.

Mutual Holding Company Structure

Following the reorganization, we will own all ofetfissued and outstanding common stock of Lake Sbavengs. Lake Shore, MHC will own a
majority of the issued and outstanding common stddkake Shore Bancorp. As a result, managemebaké Shore, MHC is able to exert voting
control over Lake Shore Bancorp and Lake Shorergavand will restrict the ability of our minorityogkholders to effect a change of control of
management. Lake Shore, MHC, as long as it reniaitiee mutual form of organization, will controhaajority of our voting stock.

Charter and Bylaws of Lake Shore Bancorp

Although our Board of Directors is not aware of affort that might be made to obtain control ofafter the offering, the Board of Directors
believed it appropriate to adopt certain provisipeamitted by federal regulations that may haveefifect of deterring a future takeover attempt that
not approved by our Board of Directors. The follog/idescription of these provisions is only a sunynaaxd does not provide all of the information
contained in our charter and bylaws. Se&tlitional Informatior’” as to where to obtain a copy of these documents.

Limitation on Voting Rights. Our charter provides that, for a period of five igeigom the date of the reorganization, no persaoept Lake
Shore, MHC or a tax-qualified employee stock benm@éin of ours, may directly or indirectly acquire beneficial ownership of more than 10% of any
class of an equity security of ours. If sharesamguired in excess of 10%, those shares will bsidered “excess shares” and 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-thirthe number of directors.
The stockholders elect one class of directors gaahfor a term of three years. The classified Boaakes it more difficult and time consuming for a
stockholder group to fully use its voting poweigtgin control of the Board of Directors without ttensent of the incumbent Board of Directors.

Filling of Vacancies; RemovalThe bylaws provide that any vacancy occurrinthenBoard of Directors, including a vacancy credtg@n
increase in the number of directors, may be fillgdh vote of a majority of the directors then ificd. A person elected to fill a vacancy on the Boa
of Directors will serve until the next electiondifectors. Our bylaws provide that a director mayrémoved from the Board of Directors before the
expiration of his or her term only for cause antyarpon the vote of a majority of the outstandihgres of voting stock. These provisions make it
more difficult for stockholders to remove directarsd replace them with their own nominees.
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Qualification. The bylaws provide that no person will be eligilh serve on the Board of Directors who has irpst 10 years been subject to a
supervisory action by a financial regulatory ageti@at involved dishonesty or breach of trust oreothad actions, has been convicted of a crime
involving dishonesty or breach of trust that is ighable by a year or more in prison, or is curgeotlarged with such a crime, or has been found by a
regulatory agent or a court to have breached aifialy duty involving personal profit or committedhéliful violation of any law governing banking
securities or insurance. These provisions may pitesteckholders from nominating themselves or pessif their choosing for election to the Board of
Directors.

Stockholder Action by Written Consent; Special Meetings of Stockholders . Our stockholders must act only through an annuapecial meetin
or by unanimous written consent. Our charter presithat special meetings of stockholders relatirg¢hange in control of us or amendments to our
charter may be called only upon direction of theBioof Directors. Subject to this restriction, thedaws provide that holders of not less than 10% of
our outstanding shares may request the callingspiaial meeting. At a special meeting, stockhaldeay consider only the business specified in the
notice of meeting given by us. The provisions af chiarter and bylaws limiting stockholder actionviatten consent and calling of special meeting
stockholders may have the effect of delaying casition of a stockholder proposal until the nextwal meeting, unless a special meeting is called at
the request of a majority of the Board of Directorsiolders of not less than 10% of our outstandimares. These provisions also would prevent the
holders of a majority of common stock from unilai®r using the written consent procedure to takeldtolder action.

Advance Notice Provisions for Stockholder Nominations and Proposals. Our bylaws establish an advance notice procedurstéckholders to
nominate directors or bring other business befararmual meeting of stockholders. A person maybeatominated for election as a director unless
that person is nominated by or at the directionwfBoard of Directors or by a stockholder who ga®n appropriate notice to us before the meeting.
Similarly, a stockholder may not bring businesobefan annual meeting unless the stockholder vas gis appropriate notice of the stockholder’'s
intention to bring that business before the meefihg Secretary must receive notice of the nomamagir proposal not less than 30 days before the
annual meeting. A stockholder who desires to naése business must provide us with certain inforarationcerning the nature of the new business,
the stockholder and the stockholder’s interesh@tiusiness matter. Similarly, a stockholder wightmnominate any person for election as a director
must provide us with certain information concernihg nominee and the proposing stockholder.

Advance notice of nominations or proposed busibgsstockholders gives our Board of Directors timedonsider the qualifications of the
proposed nominees, the merits of the proposalstarile extent deemed necessary or desirable bBaand of Directors, to inform stockholders and
make recommendations about those matters.

Authorized but Unissued Shares of Capital Stock . Following the reorganization, we will have authedzbut unissued shares of common and
preferred stock. Our charter authorizes the Bo&fdirectors to establish one or more series ofgrefl stock and, for any series of preferred sttuck,
determine the terms and rights of the series, thietuvoting rights, conversion rates, and liquidatpreferences. Although such shares of common anc
preferred stock could be issued by the Board oé®ars to render more difficult or to discourageattempt to obtain control of us by means of a
merger, tender offer, proxy contest or otherwisis, anticipated that such uses will be unlikelyeyi that Lake Shore, MHC must always own a
majority of 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 madettin control of Lake Shore Savings
after the offering, the Board of Directors believedppropriate to adopt provisions permitted byefial law to protect the interests of the institntanc
its stockholders from any hostile takeover. Theswigions may, indirectly, inhibit a change in catof 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 three classedidctors to staggered terms. In addition, Laker8ISavings’ charter provides that, for a period of
five years from the date of the reorganizationpacson except Lake Shore Bancorp and Lake Shor& biH tax-qualified employee stock benefit
plan of Lake Shore Bancorp or Lake Shore Savingsy, directly or indirectly acquire the beneficial mevship of more than 10% of any class of Lake
Shore Savings’ equity securities. Additionally, spémeetings of stockholders related to changesirol of Lake Shore Savings or amendments to
its charter may only be called upon direction & Board of Directors. Lake Shore Savings’ chantet laylaws also contain other provisions to protect
the interests of the institution including a reguient that vacancies on the Board of Directorslleel oy a majority vote of the Board of Directors,
eligibility requirements for directors, and estahks advance notice procedures for stockholdersrtonate directors or bring other business befos
stockholders.

In addition, the charter provides for the issuasfcghares of preferred stock on terms, includingvession and voting rights, as may be
determined by Lake Shore Savings’ Board of Directoithout stockholder approval. Although Lake ShBawings has no arrangements,
understandings or plans at the present time foisgwance or use of the shares of undesignatedrpgdfstock authorized, the Board of Directors
believes that the availability of such shares pitivide Lake Shore Savings with increased flextipila structuring possible future financings and
acquisitions and in meeting other corporate nelegiisnhay arise. If a proposed merger, tender off@tleer attempt to gain control of Lake Shore
Savings occurs of which management does not apptteed3oard of Directors can authorize the issuarficme or more series of preferred stock with
rights and preferences which could impede the cetigpl of such a transaction. An effect of the passissuance of such preferred stock, therefore,
may be to deter a future takeover attempt. The Bo&birectors does not intend to issue any preféstock except on terms which the Board of
Directors deems to be in the best interest of LSth@re 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 dafte o
the completion of the reorganization, no persotingsingly or together with associates in a grotipersons acting in concert, will directly or
indirectly offer to acquire or acquire the benafi@wnership of more than 10% of our class of @ity securities without the prior written approwd
the Office of Thrift Supervision. Where any persdimectly or indirectly, acquires beneficial ownleirs of more than 10% of our class of any equity
securities without the prior written approval oé tBffice of Thrift Supervision, the securities bicially owned by such person in excess of 10% will
not be voted by any person or counted as votingesha connection with any matter submitted todteekholders for a vote, and will not be counte
outstanding for purposes of determining the affiiagavote necessary to approve any matter subntittéide stockholders for a vote.

Remutualization Transactions . Current Office of Thrift Supervision regulationsrpét a mutual holding company to be acquired bywdual
institution in a remutualization transaction. Howegwhe Office of Thrift Supervision has issuedotiqy statement indicating that it views
remutualization transactions as raising signifidasties concerning disparate treatment of minstigkholders and
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mutual members of the target entity and as raisisiges concerning the effect on the mutual memifete acquiring entity. Under certain
circumstances, the Office of Thrift Supervisioreimiis to give these issues special scrutiny andtrapplications for the remutualization of a mutual
holding company unless the applicant can cleanyatestrate that the Office of Thrift Supervisiontsncerns 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 CleaimgBani
Control Act. The Office of Thrift Supervision hals@ adopted a regulation under the Change in BamikrGl Act which generally requires persons
at any time intend to acquire control of a fedgraliartered savings association or its holding cmgpto provide 60 days prior written notice and
certain financial and other information to the ©&fiof Thrift Supervision.

The 60-day notice period does not commence umilriformation is deemed to be substantially conepl€ontrol for these purposes exists in
situations in which the acquiring party has votigtrol of at least 25% of any class of our votgck or the power to direct our management or
policies. However, under Office of Thrift Supergsiregulations, control is presumed to exist wlieeeacquiring party has voting control of at least
10% of any class of our voting securities if spiecif‘control factors” are present. The statute anderlying regulations authorize the Office of Tiri
Supervision to disapprove a proposed acquisitionestain specified 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 preferred si
having a par value of $.01 per share. Each shamerafommon stock will have the same relative sgid, and will be identical in all respects with,
each other share of common stock. Upon paymeihteoptirchase price for the common stock, as reqbiydtie plan of reorganization, all stock will
be duly authorized, fully paid and nonassessabkewill not issue any shares of preferred stock@reorganization.

Common Stock

Dividends . We can pay dividends if, as and when declared byBoard of Directors. The payment of dividendsrisited by law and applicable
regulation. See Our Dividend Policy’ The holders of our common stock will be entittedreceive and share equally in dividends as mayelotared
by the Board of Directors out of funds legally dahle for dividends. If we issue preferred stotie holders of the preferred stock may have a pyiori
over the holders of the common stock with respedividends.

Voting Rights . After the reorganization, the holders of our commtotk will possess exclusive voting rights in Tisey will elect our Board of
Directors and act on other matters as are reqtirée presented to them under federal law or astagrwise presented to them by the Board of
Directors. Except as discussed Restrictions on Acquisition of Lake Shore Bancaru Lake Shore Savings and Loaadch holder of common sto
will be entitled to one vote per share and will have any right to cumulate votes in the electibdiectors. If we issue preferred stock, holddrsur
preferred stock may 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 Lake&Bavings’ capital stock, we
would be entitled to receive all of Lake Shore &gsi assets available for distribution after paymerprawision for payment of all debts and liabilit
of Lake Shore Savings, including all deposit ac¢s@md accrued interest. Upon our liquidation,aligson or winding up, the holders of our common
stock would be entitled to receive all of our assatailable for distribution after payment or pgion for payment of all its debts and liabilitiéswe
issue preferred stock, the preferred stockholdexg Inave a priority over the holders of the commtolsupon liquidation or dissolution.

Preemptive Rights; Redemption . Holders of our common stock will not be entitlecotr@emptive rights with respect to any sharesrifsat 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 issuepagferred stock after the reorganization.
Preferred stock may be issued with designationsepgy preferences and rights as the Board of Qirechay from time to time determine. The Board
of Directors can, without stockholder approvaluspreferred stock with voting, dividend, liquidatiand conversion rights that could dilute thengti
strength of the holders of the common stock and asayst management in impeding an unfriendly tageov attempted change in control.

TRANSFER AGENT AND REGISTRAR
The transfer agent and registrar for our commockstdll be Registrar and Transfer Company.
REGISTRATION REQUIREMENTS

We have registered our common stock with the Steesidnd Exchange Commission under Section 12(tfjeoSecurities Exchange Act of 19
as amended, and will not deregister our commorkdtaca period of at least three years following tffering. As a result of registration, the pranc
tender offer rules, insider trading reporting aestrictions, annual and periodic reporting and ioteguirements 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 their opiim this prospectus. Certain legal matters velipassed upon for Ryan Beck & Co., Inc. by Luse
Gorman Pomerenk & Schick, P.C., Washington, 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 relianctherreport of Beard Miller Company LLP, an indegent registered public accounting firm,
given on the authority of said firm as expertsudiing and accounting.

The financial statements as of December 31, 2083@reach of the two years in the period endedebdaer 31, 2003 included in this
Registration Statement on Form S-1 have been $udied in reliance on the report of Pricewaterhousg@rs LLP, an independent registered public
accounting firm, given on the authority of saidrfins 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 itsnigm as to our estimated pro forma market
value, as converted, and to the use of its namestteiments with respect to it appearing in thispectus.

CHANGE IN ACCOUNTANTS

On January 28, 2004, the Board of Directors of L8kere Savings and Loan Association dismissed WaitsghouseCoopers LLP (“PwC”) as its
independent registered public accounting firm. €hgere no disagreements with PwC during the yede@dDecember 31, 2003 and through July 21,
2004 on any matter of accounting principles or ficas, financial statement disclosure, or audisogpe or procedure, which disagreements, if not
resolved to PwC's satisfaction, would have cause@ Bb make reference thereto in their report onLiflee Shore Savings and Loan Association
financial statements for such years. During the yeded December 31, 2003 and through July 21,,2884e were no reportable events, as defined in
Item 304(a)(1)(v) of Regulation S-K. The reportdwfC on the financial statements of Lake Shorer@svand Loan Association as of and for the year
ended December 31, 2003 did not contain an adwegisén or a disclaimer opinion, or any qualificatior modification as to uncertainty, audit scope
or accounting principle.

PwC has furnished a letter addressed to the Siesugihd Exchange Commission and filed as Exhibit i our registration statement on Form
S-1 agreeing with the statements made herein.

On January 28, 2004, our Board of Directors rethif@gliarone Group CPAs, PC as our independentasador the fiscal year ended
December 31, 2004. Fagliarone Group CPAs, PC eleunieto register with the Public Company Accougtiversight Board. Therefore in order to
file a registration statement for an offering of ctommon stock pursuant to the Securities Act &31%s amended, and to register our common stock
with the Securities and Exchange Commission putsiathe Securities Exchange Act of 1934, as am#énde dismissed Fagliarone Group CPAs, PC
and retained Beard Miller Company LLP as our incejesit registered public company accounting firmAagust 24, 2005.

Effective August 24, 2005, our Board of Directorsndissed the Fagliarone Group CPAs, PC as our gt auditors. There were no
disagreements with the former independent auditorsig the year ended December 31, 2004 or duhiegtibsequent interim period preceding their
dismissal on any matter of accounting principlepraictices, financial statement disclosure, or tingliscope or procedures, which disagreements, if
not resolved to the former accountant’s satisfactieould have caused them to make reference teubgct matter of the disagreement in connection
with their report. Nor did Fagliarone Group CPAE'®audit report on our financial statements fob2@ontain an adverse opinion or a disclaimer of
an opinion, or any qualification or modifications ta uncertainty, audit scope, or accounting ppies.

Fagliarone Group CPAs, PC has furnished a lettdresded to the Securities and Exchange Commisetbfilad as Exhibit 16.2 to our
registration statement on Form S-1 agreeing wighsthtements made herein.
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WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement with theusides and Exchange Commission under the Secsidta of 1933 with respect to the comn
stock offered through this prospectus. As permittgdhe rules and regulations of the SecuritiesExchange Commission, this prospectus does not
contain all the information set forth in the regasion statement. You may examine this informatigtout charge at the public reference facilitiés o
the Securities and Exchange Commission locate@@F1Street, N.E., Washington, D.C. 20549. You miatain copies of the material from the
Securities and Exchange Commission at prescrilied.rBlease call the Securities and Exchange Caiomiat 1-800-SEC-0330 for further
information on the Securities and Exchange Comimissipublic reference rooms. The registration stetet also is available through the Securities
and Exchange Commission’s world wide web site eniiternet at http://www.sec.gov.

This document contains a description of the mdté&&ures of certain contracts and other documiets as exhibits to the registration
statement. The statements as to the contents bfesdmibits are of necessity brief descriptions arelnot necessarily complete. Each such statement i
qualified by reference to the contract or document.

Lake Shore Savings and Loan Association has fipgdieations for approval of the plan of reorgani@zatand minority stock issuance with the
Office of Thrift Supervision. This prospectus ongestain information contained in the applicatiohbe applications may be inspected, without chi
at the offices of the Office of Thrift Supervisidhif00 G Street, N.W., Washington, D.C. 20552 antiebffices of the Regional Director of the Office
of Thrift Supervision at the Northeast Regionali@dfof the Office of Thrift Supervision, HarborsiB@ancial Center, Plaza 5, Suite 1600, Jersey, City
New Jersey 0731:

A copy of the plan of reorganization and minorityck issuance and our charter and bylaws are d@ail@ithout charge from us.
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R EPORT OH NDEPENDENTR EGISTEREDP UBLIC A CCOUNTINGF IRM

To the Board of Directors
Lake Shore Savings and Loan Association
Dunkirk, New York

We have audited the accompanying statement ofdinboondition of Lake Shore Savings and Loan Aggamn as of December 31, 2004, and
the related statements of income, equity, and ftesls for the year then ended. These financiakstants are the responsibility of the Association’s
management. Our responsibility is to express aniopion these financial statements based on out. die financial statements of Lake Shore
Savings and Loan Association as of and for thesyeaded December 31, 2003 and 2002 were auditethby auditors whose report, dated July 21,
2004, expressed an unqualified opinion on thogersents.

We conducted our audit in accordance with the stedsdof the Public Company Accounting Oversightifiq@nited States). Those standards
require that we plan and perform the audit to abtaasonable assurance about whether the finastaiainents are free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then&i@h statements. An audit also includes assessing
the accounting principles used and significantnesties made by management, as well as evaluatirgy#rall financial statement presentation. We
believe that our audit provides a reasonable asisur opinion.

In our opinion, the 2004 financial statements reféito above present fairly, in all material regpethe financial position of Lake Shore Savings
and Loan Association as of December 31, 2004, laedetsults of its operations and its cash flowgHeryear then ended in conformity with accour
principles generally accepted in the United StafeSmerica.

/sl Beard Miller Company LLP

Pittsburgh, Pennsylvania
October 7, 2005

F-2



Table of Contents

Report of Independent Registered Public Accountingrirm

To the Board of Directors of
Lake Shore Savings and Loan Association and shigietso

In our opinion, the accompanying statement of faiancondition and the related statements of incaeneity and cash flows present fairly, in all
material respects, the financial position of Lakei® Savings and Loan Association (the “AssocidjiahDecember 31, 2003, and the results of its
operations and its cash flows for each of the teary in the period ended December 31, 2003 in cavitfjpwith accounting principles generally
accepted in the United States of America. Thesnfiral statements are the responsibility of the @aomy’s management. Our responsibility is to
express an opinion on these financial statemerstsdoan our audits. We conducted our audits of teiegements in accordance with the standards of
the Public Company Accounting Oversight Board (BdiStates). Those standards require that we pthpenform the audit to obtain reasonable
assurance about whether the financial statemeatser of material misstatement. An audit inclueleamining, on a test basis, evidence supportin
amounts and disclosures in the financial statemastessing the accounting principles used andisignt estimates made by management, and
evaluating the overall financial statement preg@maWe believe that our audits provide a reastsbasis for our opinion.

/s/ 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

December 31

2004 2003

(Dollars In Thousands)

$ 7200 $ 7,98
1,617 71
2,751 8,70(

11,573 16,75%
99,17( 83,027
2,35¢ 371
2,70¢ 2,161
199,52¢ 187,13t
6,64: 6,46¢
1,19¢ 1,042
5,52( 5,317
1,141 1,227

$329,84. $303,51:

$232,34¢  $219,50:
11,20¢ 10,99t

243,55«  230,49!
11,72¢ 11,80(
42,26( 31,53t

2,09¢ 1,92¢
3,28¢ 2,81(

302,92¢ 278,56

26,27: 24,09t
642 854

26,91¢ 24,941

September 3C
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,%a2audited); 2004 $2,503; 2003 $: 2,29¢
Federal Home Loan Bank stock, at c 2,50¢
Loans receivable, net of allowance for loan losX#3b $1,267 (unaudited); 2004 $1,288; 2003 $1 202,41°
Premises and equipment, | 6,67¢
Accrued interest receivab 1,20C
Bank owned life insuranc 5,67¢
Other asset 1,39¢
Total Assets $ 334,07:
L 1ABILITIES AND E QuUITY
L IABILITIES
Deposits:
Interest bearin $ 234,68
Non-interest bearini 16,891
Total Deposits 251,57¢
Shor-term borrowings 9,42t
Long-term debt 40,66(
Advances from borrowers for taxes and insurz 1,24(
Other liabilities 3,441
Total Liabilities 306,34:
C OMMITMENTS AND C ONTINGENCIES
E qQuity
Retained earning 27,84¢
Accumulated other comprehensive income (It (119
Total Equity 27,73
Total Liabilities and Equity $ 334,07:

$329,84. $303,51:

See notes to financial statements.

F-4



Table of Contents

L AKE SHORE S AVINGSAND L OAN A SSOCIATION

S TATEMENTS OF | NCOME

| NTEREST | NCOME
Loans, including fee
Investment securities, taxak
Other

Total Interest Income

| NTEREST E XPENSE
Deposits
Shor-term borrowings
Long-term debt
Other

Total Interest Expense

Net Interest Income
P ROVISION FOR L OAN L OSSES

Net Interest Income after Provision for Loan Losse:

N ON -I NTEREST | NCOME
Service charges and fe
Net gains (losses) on sales of securities avaifablsale
Net gains on sales of loa
Earnings on bank owned life insurar
Other

Total Non-Interest Income

N ON -I NTEREST E XPENSES
Salaries and employee bene
Occupancy and equipme
Data processin
Advertising
Postage and suppli
Professional service
Other

Total Non-Interest Expenses

Income before Income Taxe:

| NCOME T AXES

Net Income

See notes to financial statements.
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Nine Months Ended

September 30, Years Ended December 31
2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)
$ 8,74t $ 8,237 $11,10: $10,07: $10,48¢
2,981 2,552 3,541 2,58¢ 2,51:
12C 86 101 122 182
11,84¢ 10,87¢ 14,74« 12,78( 13,18
3,245 2,705 3,67¢ 3,887 4,50¢
23z 13t 197 68 7
1,11¢ 1,01z 1,39¢ 67¢ 39¢
53 49 65 60 39
4,651 3,90¢ 5,33z 4,694 4,94¢
7,19¢ 6,97 9,41z 8,08¢ 8,23¢
2C 207 267 34t 36C
7,17¢ 6,76¢ 9,14% 7,741 7,87¢
1,10¢ 1,07¢ 1,47( 1,122 1,14z
— 33 33 9 17€
2 2 2 12¢ 2
154 152 203 223 253
13¢ 112 167 263 73
1,401 1,37¢ 1,87¢ 1,72¢ 1,64¢
3,29( 3,20t 4,46¢ 3,85¢ 3,241
1,02( 967 1,31(C 1,10% 87¢
30¢ 27¢ 374 43¢ 464
221 13¢ 19z 33¢€ 147
20C 22¢ 274 351 27¢
37% 34¢ 41C 28C 27¢
71€ 71z 91C 852 90¢
6,12¢ 5,86¢ 7,93¢ 7,21¢ 6,201
2,445 2,27¢ 3,081 2,251 3,321
87: 68: 90z 744 1,08¢
$ 157« $1591 $2,17¢ $ 1507 $ 2,23¢
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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) eén
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 aMaifar sale, net of tax and reclassification
adjustmen
Total Comprehensive Income
B ALANCE - D ECEMBER 31, 2002
Comprehensive incom
Net income
Change in unrealized net gains on securities &Mailfar sale, net of tax and reclassification
adjustmen
Total Comprehensive Income
B ALANCE - D ECEMBER 31, 2002
Comprehensive incom
Net income
Change in unrealized net gains on securities aMaifar sale, net of tax and reclassification
adjustmen
Total Comprehensive Income
B ALANCE - D ECEMBER 31, 2004
Comprehensive incom
Net income
Change in unrealized net gains (losses) on sezsiatrailable for sale, net of tax and
reclassification adjustme
Total Comprehensive Income

B ALANCE - SEPTEMBER 30, 200E&

See notes to financial statements.
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Accumulated

Other
etained Comprehensive
Earnings Income (Loss) Total
(In Thousands)

$20,35( $ 1,358  $21,70¢
2,23¢ — 2,23¢
— 1 1
2,237
22,58¢ 1,35¢ 23,94:
1,507 — 1,507
— (502) (502)
1,00t
24,09: 854 24,94;
2,17¢ — 2,17¢
— (211) (211)
1,96¢
26,27: 64z 26,91¢
1,57¢ — 1,57¢
— (757) (757)
817
$27,84¢  $ (114  $27,73:
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

S TATEMENTS OF C ASH F Lows

C AsH F Lows FROM O PERATING A CTIVITIES
Net income
Adjustments to reconcile net income to net caskigea by operatin
activities:
Net (gains) losses on sales of available for saderities
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 FederaldHooan Bank stoc
Proceeds from sales of los
Loan origination and principal collections, 1
Additions to premises and equipmt

Net Cash Used in Investing Activities
C AsH F Lows FROM F INANCING A CTIVITIES
Net increase in deposi
Net increase (decrease) in advances from borrdimetaxes and insurant
Net increase (decrease) in sl-term borrowings
Proceeds from issuance of I-term debi
Repayment of lor-term debt
Net Cash Provided by Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalst
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 3C

Years Ended December 31

2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)

$ 157¢ % 1591 $ 2,17¢ $ 1507 $ 2,23¢
— (33) (33 9 (176)
2 @) 2 (129 )
52 62 81 (145) (284

2C 207 267 34t 36C

454 45€ 607 44t 36E
(51) (14¢€) (57) 81 (110
(154) (152) (209) (229) (259)

(20) (130) (159 (107) 147

(160) 314 517 (522) 272
702 67¢ 622 891 (50)

2,41¢ 2,84¢ 3,82t 2,152 2,50t

— 1,03: 1,03: 2,02¢ 3,17¢

18,32¢ 18,40: 24,40¢ 25,21°¢ 26,27
(16,819 (35,919 (41,979 (58,40¢) (39,289

53 6C 80 39¢ 35¢€

— (2,079 (2,079 — —
20¢ (587) (542) (747) (25¢)

39¢ 51C 592 4,64¢ 40¢
(3,400 (14,370 (13,619 (35,200 (12,907
(531) (422) (789  (3,11%) (430)
(1,779 (33,36) (32,88 (65,180 (22,669
8,022 16,92: 13,05¢ 35,39¢ 13,02¢
(85¢€) (900) 174 287 (18)

(2,300) (375) (75) 9,67( 2,89(

— 12,60( 12,60( 20,00( 10,00¢(
(1,600 (675 (1,879 (1,879 (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¢
$ 4,60¢ $ 3821 $ 529¢ $ 4,711 $ 4,95¢
$ 61C $ 56C $ 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 OTE 1 - O RGANIZATION AND N ATURE OF O PERATIONS

Lake Shore Savings and Loan Association (the “Aission”) is a mutually owned thrift, which is engayprimarily in the business of retail banking in
Erie and Chautaugua Counties of New York State K&xte 15). Its primary deposit products are savenys term certificate accounts and its primary
lending products are residential mortgages. Thewtng and reporting policies of the Associatiarstate chartered FDIC insured association,
conform to generally accepted accounting principles to general practices within the thrift indystr

The interim financial statements included hereinfaSeptember 30, 2005 and for the nine monthseBaptember 30, 2005 and 2004 have been
prepared by the Association, without audit, purst@rthe rules and regulations of the Securities Bxchange Commission. The financial statements
reflect all adjustments that are, in the opiniom@afnagement, necessary for a fair statement ofisfmtmation. These interim financial statements
should be read in conjunction with the financialtsinents and notes thereto included in the aufiitadcial statements herein as of and for the year
ended December 31, 2004. The results of operatioribe nine months ended September 30, 2005 dneewessarily indicative of the results for any
subsequent period or the entire year ending Dece81he€005.

N OTE 2 - SUMMARY OF SIGNIFICANT A CCOUNTING P OLICIES
Use of Estimates

To prepare these financial statements in conformitly generally accepted accounting principles, aggment of the Association made a nur

of estimates and assumptions relating to the riygpof assets and liabilities and the reportingesfenue and expenses. Actual results could
differ from those estimates. Material estimate$ #ne particularly susceptible to significant chamgthe near term relate to the determination of
the allowance for loan losses.

Cash and Cash Equivalents

Cash and cash equivalents include cash on handjrasndue from banks, interest bearing depositdedfetal funds which are generally sold for
one to three-day periods.

Investment Securities

Investment securities are classified as eitheraiai for sale or held to maturity. Securities hteldnaturity are those debt securities that the
Association has the positive intent and abilithadd to maturity. All other securities are classifias available for sale.

Securities available for sale are carried at falug with unrealized gains and losses, net ofetetad deferred income tax effect, excluded from
earnings and reported as a separate componentwhatated other comprehensive income until realiRslized gains and losses are
determined using the specific identification method

Securities held to maturity are recorded at coth giscounts accreted and premiums amortized tanibhatising the level-yield method. If other
than temporary impairment of a security exists,dfeying value of that security is written downféir value with a charge to earnings.

Declines in the fair value of held to maturity emdhilable for sale securities below their cost #ratdeemed to be other than temporary are
reflected in earnings as realized losses. In esitigather-than-temporary impairment losses, mamegg considers (1) the length of time and
the extent to which the fair value has been leas tiost, (2) the financial condition and near-tpnwspects of the issuer, and (3) the intent and
ability of the Association to retain its investmémthe issuer for a period of time sufficient ttoa 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 joartfolio is represented by mortgage
loans in western New York State. The ability of Benk's debtors to honor their contracts is dependent tip® real estate and general econc
conditions in this area.

Loans receivable that management has the intenalaifity to hold until maturity or payoff are stdtat their outstanding unpaid principal
balances, net of an allowance for loan losses apdleferred fees and costs. Interest income isiadoon the unpaid principal balance. Loan
origination fees and costs are deferred and rezedras an adjustment of the yield (interest incoohéf)e related loans. The Association is
generally amortizing these amounts over the contehtife of the loan.

The accrual of interest is generally discontinudetmthe contractual payment of principal or intehes become 90 days past due or
management has serious doubts about further dblldgtof principal or interest, even though theah is currently performing. A loan may
remain on accrual status if it is in the processadiection and is either guaranteed or well setuvéhen a loan is placed on nonaccrual status,
unpaid interest credited to income is reversethéncurrent year. Interest received on nonaccraada@enerally is either applied against princ
or reported as interest income, according to managés judgment as to the collectibility of prinalpGenerally, loans are restored to accrual
status when the obligation is brought current,gexformed in accordance with the contractual teiona reasonable period of time, and the
ultimate collectibility of the total contractualipcipal and interest is no longer in doubt.

Allowance for Loan Losses

The allowance for loan losses is established tHrqargvisions for loan losses charged against incirmans deemed to be uncollectible are
charged against the allowance for loan lossessahsgequent recoveries, if any, are credited talfbe/ance.

The allowance for loan losses is estimated by mamagt and maintained at a level to provide fordeghat are inherent within the loan
portfolio. Management's periodic evaluation of #dequacy of the allowance is based on the Bap#st loan loss experience, known risks ir
portfolio, adverse situations that may affect tbertwer’s ability to repay, the estimated valueny underlying collateral, composition of the
loan portfolio, current economic conditions, andestrelevant factors. This evaluation is inherestlpjective as it requires material estimates
that may be susceptible to significant changepigliclg the amounts and timing of future cash flowgeeted to be received on impaired loans.

A loan is considered impaired when, based on ctiméormation and events, it is probable that thesdciation will be unable to collect the
scheduled payments of principal and interest whenatcording to the contractual terms of the lageement. Factors considered by
management in determining impairment include paytretatus, collateral value, and the probabilitgalfecting scheduled principal and interest
payments when due. Loans that experience insigmifipayment delays and payment shortfalls genesediynot classified as impaired.
Management determines the significance of paymelatyd and payment shortfalls on a case-by-cass,liaking into consideration all of the
circumstances surrounding the loan and the borraweluding the length of the delay, the reasomgtie delay, the borrower’s prior payment
record, and the amount of the shortfall in relatiothe principal and interest owed. Impairmenmhiesasured on a loan by loan basis for
commercial and construction loans by either thegmevalue of expected future cash flows discouatele loan’s effective interest rate, the
loan’s obtainable market price, or the fair valfi¢he collateral if the loan is collateral dependen
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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 laansodlectively evaluated for impairment. Accordinghe Association does not separately
identify individual consumer and residential moggdoans for impairment disclosures.

The allowance consists of specific, general andlaceted components. The specific component retatésans that are classified as either
doubtful, substandard or special mention. For $oahs that are also classified as impaired, anmalhze is established when the discounted cash
flows (or collateral value or observable marketgyiof the impaired loan is lower than the carryimague for that loan. The general component
covers non-classified loans and is based on histidoss experience adjusted for qualitative facctéin unallocated component is maintained to
cover uncertainties that could affect managenseggtimate of probable losses. The unallocated oonem of the allowance reflects the margi
imprecision inherent in the underlying assumptiossd in the methodologies for estimating specifid general losses in the portfolio.

Federal Home Loan Bank Stock
Federal law requires a member institution of thddfal Home Loan Bank system to hold restrictedkstdéts district Federal Home Loan Bank
according to a predetermined formula. The restlisteck is carried at cost.

Premises and Equipment

Land is carried at cost. Buildings, improvementshiture and equipment are carried at cost, natofimulated depreciation. Depreciation is
computed on the straight-line basis over the eséichaseful lives of assets (generally forty yearduildings and three to ten years for furniture
and equipment). Leasehold improvements are amdrtinghe straight-line method over the lesser eflifie 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 daregh Control over transferred assets is
deemed to be surrendered when (1) the assets banadwlated from the Association, (2) the traredeabtains the right (free of conditions that
constrain it from taking advantage of that rigltptedge or exchange the transferred assets, amige(Association does not maintain effective
control over the transferred assets through areaggat to repurchase them before their maturity.

Foreclosed Real Estate

Foreclosed real estate consists of property aadjirirsettlement of loans which are carried at dveelr of cost or fair value less disposal costs.
Foreclosed real estate was $193,000, $140,00048® (00 at September 30, 2005 (unaudited), DeceB81he&t004 and 2003, respectively, and
was included as a component of other assets.
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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 insum(f8OLI") as a source of funding for employee bfinexpenses. BOLI involves the
purchasing of life insurance by the Associatioraahosen group of employees. The Association iswreer and beneficiary of the policies. T
life insurance investment is carried at the cashesder value of the underlying policies. Incomanrthe increase in cash surrender value of the
policies is included in non-interest income in gt@tements of income (see Note 11).

Advertising Costs
The Association follows the policy of charging thasts of advertising to expense as incurred.

Income Taxes

Deferred taxes are provided on the liability metindereby deferred tax assets are recognized faratiéde temporary differences and deferred
tax liabilities are recognized for taxable tempyrdifferences. Temporary differences are the diffiees between the reported amounts of assets
and liabilities and their tax basis. Deferred tageds are reduced by a valuation allowance wheheiopinion of management, it is more likely
than not that some portion of the deferred taxtass#l not be realized. Deferred tax assets aaldilities are adjusted for the effects of changes
in tax laws and rates on the date of enactment.

Off-Balance Sheet Credit Related Financial Instrumats
In the ordinary course of business, the AssocidiEsmentered into commitments to extend credithSocnmitments 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 éatcinchet income. Although certain changes
in assets and liabilities, such as unrealized gaiuslosses on available for sale securities,eperted as a separate component of the equity
section of the statement of financial conditiorgtsitems, along with net income, are componentoafprehensive income.

The components of other comprehensive income datkdetax effects for the nine months ended Sepder®d®, 2005 and 2004 and the years
ended December 31, 2004, 2003 and 2002 are aw/fllo

Nine Months Ended September 3C Years Ended December 31

2005 2004 2004 2003 2002

(Unaudited)
(In Thousands)

Unrealized holding gains (losses) on securitieslabia for sale $ (1,202 % (19€) $(32F) $(782) $ 17¢

Reclassification adjustment for (gains) losseszedlin income (33) 33 9 (17€)
Net Unrealized Gains (Losses (1,2072) (229) (35¢) (773) 3
Income tax effec 44t 85 147 271 2
Net of Tax Amount $ (757 % (1449 $(211) $(502 $ 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@wolard (FASB) issued Statement No. 123 (revis€@dg0Shared-Based Payment.”
Statement No. 123(R) addresses the accountindvésesbased payment transactions in which an eiigerggceives employee services in
exchange for (a) equity instruments of the entsepoir (b) liabilities that are based on the falugaf the enterprise’s equity instruments or that
may be settled by the issuance of such equityunstnts. Statement No. 123(R) requires an entitgd¢ognize the grant-date fair-value of stock
options and other equity-based compensation isuethployees in the income statement. The revisatg@ent generally requires that an entity
account for those transactions using the fair-vélaged method, and eliminates the intrinsic valeéhod of accounting in APB Opinion No. 25,
“Accounting for Stock Issued to Employees,” whichsapermitted under Statement No. 123, as originsdlyed. The revised Statement also
requires entities to disclose information aboutrthture of the share-based payment transactionthareffects of those transactions on the
financial statements. At present, the Associatias ot issued any stock options or other equitgdasmpensation.

In March 2004, the SEC released Staff Accountintiein (SAB) No. 105, “Application of Accounting Piciples to Loan Commitments.” SAB
105 provides guidance about the measurements mfclmamitments recognized at fair value under FASRBesent No. 133, “Accounting for
Derivative Instruments and Hedging ActivitieSAB 105 also requires companies to disclose tlogioanting policy for those loan commitme
including methods and assumptions used to estifaatealue and associated hedging strategies. S¥Bid effective for all loan commitments
accounted for as derivatives that are enteredaftey March 31, 2004. The adoption of SAB 105 ditl mave any effect on the Association’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, 2004 and 2003 wa93$,000, $1,348,000 and $1,035,000, respectively.

Reclassifications
Certain amounts in the 2004, 2003, and 2002 firdstatements have been reclassified to conforim thi 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 (Unauditec

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)
SECURITIES A VAILABLE FOR SALE :
U.S. Treasury bonc $ 211 $ 126 $ — $ 2,241
Municipal bonds 2,00¢ 1 (15 1,992
Mortgage-backed securitie:

Collateralized mortgage obligatio 49,93 36 (85%) 49,11z
Federal National Mortgage Associati 7,46 4 (99 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 — 1,26z

$96,60: $ 1,41¢ $(1,597)  $96,42(

SECURITIES H ELD TO M ATURITY :

U.S. Treasury bonc $205¢ $ 2060 $ — $ 2,26¢
Mortgage-backed securitie:
Government National Mortgage Associat 73 6 — 79
Federal National Mortgage Associati 118 1 — 114
Federal Home Loan Mortgage Corporat 54 2 (0] 55

$229¢ $ 214 $ (1) $ 2510

Approximately 95% of the collateralized mortgagdigdtions at September 30, 2005 are backed by &dgencies, Freddie Mac, Fannie Mae, and
Ginnie Mae. The remaining 5% are issued by prieatgers.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

N OTE 3 - | NVESTMENT SECURITIES (C ONTINUED )

December 31, 200

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)
SECURITIES A VAILABLE FOR SALE :
U.S. Treasury bonc $ 2,118 $ 4 $ — $ 2,16:
Mortgage-backed securitie:
Collateralized mortgage obligatio 47,30¢ 70 (443) 46,93:
Federal National Mortgage Associati 9,15¢ 53 (36) 9,17t
Federal Home Loan Mortgage Corporat 19,15! 12 (240) 18,92
Asse-backed securitie 20,39t 48 (115 20,32¢
Equity securitie: 22 1,627% — 1,64¢
$98,15( $ 1,852 $ (834  $99,17(
SECURITIES H ELD TO M ATURITY :
U.S. Treasury bonc $ 2067 $ 12¢ $ — $ 2,19¢
Mortgage-backed securitie:
Government National Mortgage Associat 8C 8 — 88
Federal National Mortgage Associati 13€ 3 — 13¢
Federal Home Loan Mortgage Corporat 76 4 — 80
$ 235 $ 144 $ — $ 2,50:

Approximately 93% of the collateralized mortgagdigdtions at December 31, 2004 are backed by fédgencies, Freddie Mac, Fannie Mae, and

Ginnie Mae. The remaining 7% are issued by pricataers.
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N OTES TO F INANCIAL S TATEMENTS

N OTE 3 - | NVESTMENT SECURITIES (C ONTINUED )

December 31, 200:

Gross Gross
Amortized Unrealized Unrealized
Fair
Cost Gains Losses Value
(In Thousands)
SECURITIES A VAILABLE FOR SALE :
U.S. Government agenci $ 1,000 $ 63 $ — $ 1,06
U.S. Treasury bonc 2,12z — (39) 2,08¢
Mortgage-backed securitie:

Collateralized mortgage obligatio 34,16( 59 (340 33,87¢
Federal National Mortgage Associati 6,322 79 3 6,39¢
Federal Home Loan Mortgage Corporat 14,19: 77 (69 14,201
Asse-backed securitie 23,82¢ 293 (29 24,097
Equity securitie: 22 1,28¢ — 1,30¢

$81,64¢ $ 1854 $ (475  $83,027

SECURITIES H ELD TO M ATURITY :
Mortgage-backed securitie:

Government National Mortgage Associat $ 8 $ 9 $ — $ 95
Federal National Mortgage Associati 17€ 6 — 182
Federal Home Loan Mortgage Corporat 10¢ 3 — 112

$ 371 $ 18 $ — $ 38¢

Approximately 93% of the collateralized mortgagdigdtions at December 31, 2003 are backed by fédgencies, Freddie Mac, Fannie Mae, and
Ginnie Mae. The remaining 7% are issued by pricataers.

The following table sets forth the Association’sestment in securities with gross unrealized los$dsss than twelve months and gross unrealized
losses of twelve months or more:

Less than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses

(In Thousands)

September 30, 2005 (Unaudited’

Municipal bonds $141¢ $ (15 $ — $ — $141¢ $ (19
Mortgage-backed securitie 31,13¢ (365)  37,05¢ (1,009 68,19¢ (1,379
Asse-backed securitie 6,36¢ (82 8,86¢ (1279 15,23} (209)

$38,927 $ (462 $4592¢ $ (1,136 $84,85 $ (1,599
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N OTES TO F INANCIAL S TATEMENTS

N OTE 3 - | NVESTMENT SECURITIES (C ONTINUED )

December 31, 2004

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)

Mortgage-backed securitie $51,488 $ (523 $7,54¢ $ (19€) $59,03¢ $ (719
Asse-backed securitie 14,20( (209) 744 (6) 14,94« (119
$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), thereewe
36 securities in the less than twelve months cayegiod 40 securities in the twelve months or mategory. At December 31, 2004, there were 52
securities in the less than twelve months categody8 securities in the twelve months or more @catedhese unrealized losses relate principally to

mortgage-backed securities of FNMA and FHLMC. lalgming an issues financial condition, management considers whdtreesecurities are issu
by the federal government or its agencies and venetbwngrades by bond rating agencies have occukethe unrealized losses are interest rate
related and management has the intent and allitpld debt securities until maturity or marketcprrecovery, no declines are deemed to be othe

temporary.

Scheduled contractual maturities of investment iseées are as follows:

Available for Sale

Held to Maturity

Amortized Amortized
Fair Fair
Cost Value Cost Value
(In Thousands)
September 30, 2005 (Unaudited

Within one yeal $ — $ — $ — % —

After one year through five yea — — — —

After five years through ten yee 1,60¢ 1,58¢ — —
After ten year: 2,517 2,64¢ 2,05¢ 2,26¢
Mortgage-backed securitie 74,06¢  72,73¢ 24C 24¢

Asse-backed securitie 18,39( 18,18¢ — —

Equity securitie: 22 1,26 — —
$96,60: $96,42( $ 2,29¢ $2,51:
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N OTES TO F INANCIAL S TATEMENTS

N OTE 3 - | NVESTMENT SECURITIES (C ONTINUED )

Available for Sale Held to Maturity
Amortized Amortized
Fair Fair
Cost Value Cost Value

(In Thousands)
December 31, 2004
Within one yeal $ — ¢ — & — $ —
After one year through five yea — — — —
After five years through ten yee

After ten year: 2,11¢ 2,162 2,067 2,19¢
Mortgage-backed securitie 75,61°¢ 75,03: 29z 307
Asse-backed securitie 20,39t 20,32¢ — —
Equity securitie: 22 1,64¢ — —

$98,15( $99,17( $ 2,35¢ $2,50¢

During the nine months ended September 30, 2002604 (unaudited), the Association sold securdieslable for sale for total proceeds of $-0- and
$1,033,000, respectively, resulting in gross realigains of $-0- and $33,000, respectively. Dugiig4, the Association sold securities available for
sale for total proceeds of $1,033,000 resultingrivss realized gains of $33,000. During 2003, theo&iation sold securities available for sale dbalt
proceeds of $2,024,000 resulting in gross realiasses of $9,000. During 2002, the Association seltlrities available for sale for total proceefds o
$3,176,000, resulting in gross realized gains a%6$100.

At September 30, 2005, December 31, 2004 and @08ty securities consisted of 22,368 shares oéfadHome Loan Mortgage Corporation
common stock.

At September 30, 2005 (unaudited), two asset-bas&edrities and one government security with a ¢b$t,944,000 and fair value of $2,069,000
were pledged under a collateral agreement withrgaeral Reserve for liquidity borrowing. Two moiggabacked securities with a cost of $3,399,000
and fair value of $3,305,000 were pledged undesllateral agreement with the City of Dunkirk HougiAuthority. At December 31, 2004, two asset-
backed securities and one government security avithial cost of $2,205,000 and fair value of $2,800 were pledged under a collateral agreement
with the Federal Reserve for liquidity borrowingnfortgage-backed security with a cost of $32,0aDfair value of $33,000 was pledged under a
collateral agreement with the City of Dunkirk HaugiAuthority.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

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
Chargeoffs
Recoverie:

Balance, endin:

December 31

September 3C
2005 2004 2003
(Unaudited)
(In Thousands)
$ 145,650 $142,22. $135,29:
29,22: 28,44 25,87¢
14,91¢ 15,31( 14,62¢
2,00z 2,46: 2,531
191,79¢ 188,43° 178,32¢
8,081 8,61°¢ 5,957
2,73¢ 2,87( 3,31(
202,60° 199,92: 187,59!
(1,267 (1,28¢) (1,299
1,077 891 83€
$ 202,417 $199,52' $187,13¢
Nine Months Ended Years Ended
September 30, December 31,
2005 2004 2004 2003 2002
(Unaudited)
(In Thousands)
$1,28¢ $1,297 $1,29¢ $1,217 $ 924
20 207 267 34t 36C
(55) (96) (304 (27 (79)
14 26 32 6 12
$1,267 $1,43C $1,28¢ $1,297 $1,217
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N OTE 4 - L oANS R ECEIVABLE (C ONTINUED )

The following is a summary of information pertaigito impaired and nonaccrual loans:

September 3( December 31
2005 2004 2003 2002
(Unaudited)
(In Thousands)
Impaired loans with no valuation allowar $ — $— $ — $ —
Impaired loans with a valuation allowar — — 32C 83
Total Impaired Loans $ — $— $ 32 $ 83
Valuation allowance allocated to impaired lo: $ — $— $ 187 $ 15
Average investment in impaired loz $ — $— $ 326 $ 84
Interest income recognized on impaired loans oash basi: $ — $— $ — $ —
Nonaccrual loan $ 384 $14z $ 584 $ 902
Loans past due 90 days or more and still accruiteyest 617 65C 46€ 50&
Total Nonperforming Loans $ 1,001 $79z $1,052  $1,40¢

The accrual of interest on impaired loans is disooed when, in managemesivpinion, the borrower may be unable to meet paysnes they becon
due. When interest accrual is discontinued, allishpccrued interest is reversed. Interest incanseibsequently recognized only to the extent cash
payments are received. If ultimate collection ohgipal is in doubt, all cash receipts on impaiteghs are applied to reduce the principal balance.

Residential real estate loans serviced for othethd® Association totaled $15,876,000, $18,763,828,017,000, $20,901,000, and $24,542,000 at
September 30, 2005 and 2004 (unaudited), Decenih@0B4, 2003 and 2002, respectively.

At September 30, 2005 (unaudited), December 314 20@ 2003, loans to directors and executive aBiemd their affiliated entities totaled
$2,830,000, $2,871,000, and $3,030,000, respegtilzeiring the nine months ended September 30, 208&udited) and the year ended December 31,
2004, total principal additions were $107,000 ah@0000 and total principal payments were $1484@0$181,000, respectively. Furthermore,
director retirements in 2004 resulted in the decbhtotal principal of $78,000.

At September 30, 2005, there were approximatelySB)000 of one to four family residential realaéstioans pledged as collateral for advances from
the Federal Home Loan Bank.

Substantially all of the Association’s loans araviestern New York State and, accordingly, the wdtiencollectibility of a substantial portion of the
loans are susceptible to changes in market condifiothis primary market area.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

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¢ 3,38t 3,39¢
10,26: 10,06: 9,49:
Accumulated depreciatic (3,587 (3,419 (3,029

$ 6,67¢ $ 6,64 $ 6,46¢

Depreciation and amortization of premises and egait amounted to $454,000 and $456,000 for themireths ended September 30, 2005 and :
(unaudited), respectively. Depreciation and amatitin of premises and equipment amounted to $607 #945,000 and $365,000 in 2004, 2003 and
2002, respectively, and is included in occupanay equipment expense in the accompanying stateroéittsome.

N OTE 6 - O THER A SSETS

Included within other assets is an investmentliméed liability company. Effective November 1, @8, the Association and Young Title Agency
established Lake Shore Title & Abstract, LLC, a Néark Limited Liability Company with the purpose ehgaging in the business of all core title
services in connection with real estate transasti®he Association made an investment of $1,0@D02 for its 50% ownership interest. The
Association recorded income of $-0-, $22,000, $2@,$62,000 and $-0n the nine months ended September 30, 2005 abdl @maudited) and in tt
years ended December 31, 2004, 2003 and 2002 ctasghe. The investment and related income are actad for under the equity method.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS

N oTE 7 - DEPOSITS
Deposits consist of the following (dollars in thands):

Demand deposit:

Nor-interest bearin
Interest bearin
Money market accoun

Savings account
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¢ — %
37,95, 0.44 39,48¢ 0.3¢ 37,07¢ 0.2¢
27,09¢ 0.8¢ 30,76¢ 0.9¢ 26,21¢ 0.84
29,94 0.5z 30,00: 0.5C 31,48: 0.5C
139,68° 3.1¢€ 132,08¢ 2.57 124,72 2.6(C
$251,57¢ 2.12% $243,55: 1.71% $230,49: 1.62%

September 3C December 31
2005 2004
(Unaudited)
(In Thousands)
$ 24,57 $ 76,56¢
76,60¢ 35,71,
27,17« 16,80¢
9,77z 2,62:
1,071 15E
484 217
$ 139,68 $ 132,08¢

Time deposits in amounts of $100,000 or more ansalitd $31,640,000, $29,312,000 and $22,241,00e@esber 30, 2005 (unaudited),
December 31, 2004 and 2003, respectively. Deposdlat balances in excess of $100,000 are notdbyénsured.
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
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 20z 20z 27% 27€ 364
Savings accouni 11t 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 314,22003 and 2002, the Association had «term borrowings from the Federal Home Loan B

of New York of $9,425,000, $11,725,000, $11,800,808 $3,000,000, respectively. The short-term lvarrgs at September 30, 2005 (unaudited) had
fixed rates of interest ranging from 3.46% and 3%hd mature within one year. The weighted avenstgeest rate was 3.74%, 2.30%, 1.35% and
1.50% as of September 30, 2005 (unaudited), Dece®ihe004, 2003 and 2002, respectively.

At September 30, 2005 (unaudited) and Decembe2(@®¥, the Association had an unsecured line ofittwéth the Federal Home Loan Bank of
$23,449,000 and $15,699,000, respectively, whierdmterest at an adjustable rate and providesenslary funding source for real estate lending,
liquidity, and asset/liquidity management. Thiseeable facility expires on July 31, 2006. The Asatien also has a $23,449,000 unsecured stand-by
line of credit with the Federal Home Loan Bank. Hesociation had no outstanding borrowings on eitihe at September 30, 2005 (unaudited),
December 31, 2004 and 2003.
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N OTES TO F INANCIAL S TATEMENTS

N OTE 8 - B ORROWINGS (C ONTINUED )

Long-term debt from the Federal Home Loan Bank eiNYork consisted of the following:

Maturity

November 8, 200
August 8, 200¢
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, 20C
October 29, 200
November 10, 200
November 19, 200
January 23, 200
September 17, 20C
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, 2

Interest September 3C
Rate 2005

(Unaudited)

2.2=% $ —

2.06% —
2.24% 1,00(
2.7%% 1,00(
2.2% 1,00(
2.01% 1,00(
2.3(% 60C
2.4&% 50C
2.41% 50C
3.1%% 1,00(
2.64% 1,00(
2.86% 1,00(
3.15% 1,00(
2.88% 1,00(
2.5% 1,00(
3.62% 1,00(
3.22% 2,00(
3.3%% 1,00(
3.4&% 1,00(¢
3.36% 1,00(
3.0&% 2,00(¢
4.01% 1,00(
3.62% 2,00(¢
3.6€% 1,00(
3.71% 2,00(
3.85% 1,00(
3.7&% 1,00(
3.45% 1,00(
3.92% 2,00(¢
4.15% 2,00(
4.18% 1,00(
4.08% 1,00(
4.42% 50C
4.3% 1,00(
4.6(% 50C
4.57% 1,00(

Rates vary from 6.26

through 6.32% 1,70(
Rates vary from 5.47

to 6.55% 1,36(

$ 40,66(
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December 31

2004

2003

(Dollars In Thousands)

$ — $ 1,00C
1,00(¢ 1,00(
1,00(¢ 1,00(¢
1,00(¢ 1,00(
1,00(¢ 1,00(
1,00(¢ —
60C —
50C —
50C —
1,00(¢ —
1,00(¢ 1,00(¢
1,00(¢ 1,00(
1,00(¢ 1,00(
1,00(¢ 1,00(¢
1,00(¢ —
1,00(¢ —
2,00( 2,00(
1,00( 1,00(
1,00(¢ 1,00(¢
1,00(¢ 1,00(
2,00¢ —
1,00(¢ —
2,00( 2,00(
1,00(¢ —
2,00( 2,00(¢
1,00(¢ 1,00(
1,00(¢ 1,00(¢
1,00(¢ —
2,00( —
2,00( 2,00(¢
1,00(¢ 1,00(
1,00(¢ 1,00(¢
50C 50C
1,00(¢ 1,00(
50C 50C
1,00(¢ 1,00(
2,00( 2,40(
1,66( 2,13¢
$42,26( $31,53¢
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L AKE SHORE S AVINGSAND L OAN A SSOCIATION

N OTES TO F INANCIAL S TATEMENTS
N OTE 8 - B ORROWINGS (C ONTINUED )

Contractual maturities of long-term debt at Septen#®, 2005 (unaudited) and December 31, 2004sfellaws:

September 3C December 31
2005 2004
(Unaudited)
(In Thousands)
2005 $ 3,18( $ 4,78
2006 8,23( 8,23(
2007 7,51( 7,51(C
2008 10,48( 10,48(
2009 7,46( 7,46(
Thereafte 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 |lgaegments. Certain leases contain options for
renewal. Total rental expense under these operkgarsges amounted to $61,000 and $58,000 for tleemonths ended September 30, 2005 and 2004
(unaudited) and $78,000 for 2004 and 2003 and $D%@r 2002.

The Association is also committed under a long-teamital lease with an outstanding balance of $B&1,,$373,000 and $387,000 at September 30,
2005 (unaudited), December 31, 2004 and 2003, c&sply, (included in other liabilities) having amaining term of 13 years at December 31, 2004.
Assets related to the capital lease are includgaemises and equipment and consist of the fairevaf $400,000 less accumulated amortization of
approximately $73,000, $53,000 and $27,000 at 8dpee 30, 2005 (unaudited), December 31, 2004 af8,2@spectively. The Association has
signed an agreement to commit to a second long-tapial lease, effective December 31, 2005. Tasdegreement is for a term of 23 years and the
future lease payments are included in the tablevshmelow.
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N OTES TO F INANCIAL S TATEMENTS

N OTE 9 - L EASE O BLIGATIONS (C ONTINUED )

Minimum future lease payments for the operating eayuital 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:
Federa
State

Deferred:
Federa
State
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September 30, 200! December 31, 200.
Operating Operating Capital
Capital
Leases Leases Leases Lease
(Unaudited)

(In Thousands)

$ 22 $ 18 $ 80 $ 39

87 141 87 39
86 141 86 38
8C 14t 80 43
78 152 79 43
51¢ 2,69¢ 51¢ 36¢€

$ 87C $3,29( $ 928 $ 571

Nine Months Ended Years Ended
September 30, December 31,

2005 2004 2004 2003 2002
(Unaudited)

(In Thousands)

$ 84¢ $ 781 $95¢ %665 $1,17¢
75 50 — — 19

924 831 95¢ 662  1,19¢

(55) (13 (57 24 (179
4 (12 — 57 61

(51) (146 (57 81 (110

$ 87 $ 68: $90z $744 $1,08¢
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N OTES TO F INANCIAL S TATEMENTS

N oTE 10 - I NcOME T AXES (C ONTINUED )

A reconciliation of the statutory federal incomg & a rate of 34% to the income tax expense irglud the statements of income is as follows:

Federal income tax at statutory r
State tax, net of federal bene
Life insurance incom

Other

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

Nine Months Ended Years Ended
September 30, December 31,
2005 2004 2004 2003 2002
(Unaudited)
34.(% 34.(% 34.(% 34.(% 34.(%
2.1 1.1 0.C 1.7 1.€
(2.1) (23 (22 (B4 (26
1.7 (2.4) (2.5 0.8 (0.3
35.71% 30.4% 29.2% 33.1% 32.7%
September 3¢ December 31
2005 2004 2003
(Unaudited)
(In Thousands)
$ 99¢€ $ 89z $ 714
27¢ 27% 27¢
56 56 56
— 7 61
67 — —
1,39¢ 1,22¢ 1,10¢
— (376) (525)
(410) (412) (382)
(39¢) (329 (309)
(24) (55) (40)
(16) — —
(84¢) (1,179 (1,256
$ 55C $ 54 $ (150
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N OTES TO F INANCIAL S TATEMENTS
N oTE 10 - I NcOME T AXES (C ONTINUED )

In assessing the realizability of deferred tax Bsseanagement considers whether it is more litgy not that some portion or all of the deferiaed t
assets will not be realized. The ultimate real@atf deferred tax assets is dependent upon theraggion of future taxable income during the periimc
which those temporary differences become deductdsed on estimates of the scheduled reversadfefred tax liabilities and projections for future
taxable income, management expects to fully redtizebenefits of those deductible differences.

For the tax years prior to 1996, under the InteR&lenue Code, a special bad debt deduction fati@uklto the Association’s tax bad debt reserves
was allowed. However, federal legislation enactetl996 eliminated this reserve method. For taxs/baginning after January 1, 1996, the
Association is only permitted to take deductionstfad debts for federal tax purposes determineddapon the experience method. This legislation
also required that the Association recapture iaxalble income the portion of existing tax bad deberves created in the years beginning after
December 31, 1987 over a six-year period which émil@003.

Under prior federal law, tax bad debt reservesteteprior to January 1, 1998 were subject to recephto taxable income should the Association fail
to meet certain qualifying asset and definitionge¥he 1996 federal legislation eliminated thés#ttrelated recapture rules. However, under aurre
law, pre-1988 reserves remain subject to recaptueald the Association make certain non-dividersdritiutions or cease to maintain a thrift or bank
charter. Management has no intention of takingsugh actions. At September 30, 2005 (unaudited)Dammber 31, 2004, the Association’s total
pre-1988 tax bad debt reserve was $2,240,000.rébégve reflects the cumulative effect of fedemaldeductions by the Association for which no
federal income tax provision has been made.

Provided the Association continues to satisfy éerafinitional tests and other conditions for N¥ark State income tax purposes, the Association is
permitted to continue to take special reserve ntebaal debt deductions. The deductible annual axidit the state reserve may be computed using a
specific formula based on the Association’s lossdny (“Experience Method”) or a statutory percgetaqual to 32% of the Association’s New York
State taxable income. The Association used theep&age method in 2005, 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 montherefce and attained age 21. Participants may
make contributions to the Plan in the form of saldeferrals of up to 75% of their total compengsasabject to certain IRS limitations. The Associa
contributes a matching contribution equal to 40%hefparticipant salary deferral up to 6% of congagion. The Association may also make a
discretionary profit sharing contribution whichabocated among all eligible employees. The Asdamiés expense for the 401(k) plan for the nine
months ended September 30, 2005 and 2004 (unaléditddhe years ended December 31, 2004, 2003G0&v2as $229,000, $215,000, $297,000,
$255,000 and $220,000, respectively.
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N OTES TO F INANCIAL S TATEMENTS
N oTE 11 - EMPLOYEE AND D IRECTOR B ENEFIT P LANS (C ONTINUED )

Effective October 1, 1999, the Association inittatenon-qualified Executive Supplemental BenefitrPAnd a non-qualified Directors Supplemental
Benefit Plan. Both plans are unfunded and provigesdefined annual benefit to be paid to executaresdirectors for fifteen years upon their
retirement. Although the plans are unfunded, theo&ktion has set aside bank owned life insuranoicthé purpose of funding the liability. The cash
surrender value of bank owned life insurance amexuitd $5,674,000, $5,520,000 and $5,317,000 ae8dgar 30, 2005 (unaudited), December 31,
2004 and 2003, respectively. Annual benefits ineeest a predetermined amount until the executivtirector reaches a predetermined retirement age
Predefined benefits are 100% vested at all timesrathe event of death, are guaranteed to contihtige full amount to their designated benefieisri
The Association had a liability under such plan$b350,000, $1,211,000 and $962,000 at Septenfhe085 (unaudited), December 31, 2004 and
2003, respectively This liability was calculatedngsan assumed discount rate of 7% in 2005, 20042803.

Effective October 1, 2001, the Association initthen additional non-qualified Executive SupplemeBenefit Plan and a non-qualified Director’s
Supplemental Benefit Plan. Both plans are unfuratetiprovide a predefined annual benefit to be maékecutives and directors for fifteen years t
their retirement. Under the Plan Agreement, theo8isdion can set aside assets to fund the liahilliich will be subject to claims of the Associat®n
creditors upon liquidation of the Association. Agggember 30, 2005 (unaudited) and December 31,, 2004 ssociation has set aside U.S. Treasury
bonds with an amortized cost of $2,059,000 and@F20M0, which are included in held to maturity istveent securities in the accompanying
statements of financial condition. Annual bendfitsease at a predetermined amount until the eikecat director reaches a predetermined retirement
age. Vesting requirements are based on lengthraitseand upon reaching the vesting requiremehisptedefined benefits are guaranteed to continue
at the full amounts to the designated beneficiandke event of death. The Association had alitghinder such plans of $637,000, $533,000 and
$371,000 at September 30, 2005 (unaudited), DeceBih@004 and 2003, respectively. This liabilitgsrcalculated using an assumed discount rate o
5.75% in 2005, 2004 and 2003.

The Association’s expense for the non-qualifiedditee Supplemental Benefit Plans and non-qualib@@ctors Supplemental Benefit Plans for the
nine months ended September 30, 2005 and 2004diteduand the years ended December 31, 2004, 20802002 was $289,000, $325,000,
$427,000, $433,000, and $401,000, respectively.

The Association also provides a deferred compemsalan for its directors that allows the directtwr®lect to defer all or a portion of their
compensation and allocate such awards to achieate @f return based on several investment opti@adicipants also elect the timing of distribugon
from the plan. Such distributions are payable ishcdhe Association had a liability under this pidii$665,000 and $597,000 at December 31, 2004
and 2003, respectively. The Association has chtiserparately invest in the investment options iipelcby the Directors. The Association had
$707,000, $665,000 and $597,000 invested in suastment options and recorded as other assetptr®ger 30, 2005 (unaudited), December 31,
2004 and 2003, respectively. The Associasamet expense for the deferred compensation ptahémine months ended September 30, 2005 and
(unaudited) and the years ended December 31, 2008, and 2002 was $57,000, $31,000, $77,000, $ad&0d $(41,000), respectively. The expe
includes the amount of unrealized gain or lossgeized on the market value of the investment opgtfon the period indicated. If an unrealized loss
was recognized during the period, the expense reagduced by the amount of the loss. During the gerded December 31, 2002, the unrealized
losses exceeded the recorded expense.
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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, 200! 2004 2003
Carrying Estimated Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value Amount Fair Value
(Unaudited)

(In Thousands)
Financial asset:

Cash and cash equivale! $ 1548 $ 1548: $ 11577 $ 11577 $ 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¢ 2,50¢ 371 38¢
Federal Home Loan Bank sto 2,50¢ 2,50¢ 2,70¢ 2,70¢ 2,167 2,167
Loans receivabl 202,417 202,99¢ 199,52' 202,71 187,13t 192,41¢
Accrued interest receivab 1,20( 1,20( 1,19¢ 1,19¢ 1,04z 1,04z
Financial liabilities:
Deposits 251,57¢ 250,35' 243,55 243,18! 230,49' 231,95!
Shor-term borrowings 9,42t 9,42¢ 11,72¢ 11,72 11,80¢( 11,80(
Long-term debt 40,66( 39,89 42,26( 42,10:¢ 31,53t 31,817
Accrued interest payab 202 20z 16C 16C 127 127

Off-balancrsheet financial instrumen — — — _ — _

Fair value estimates are based on existing finhimsruments without attempting to estimate theigaf anticipated future business and the value of
assets and liabilities that are not considerechfifa instruments. In addition, the income tax fégations related to the realization of the unrzedi
gains and losses can have a significant effecamrvélue estimates and have not been consideréeée estimates. Fair value methods and
assumptions are set forth below for each typenafitial instrument.

Fair value estimates are made at a specific poititrie, based on relevant market information afarination about the financial instrument, including
judgments regarding future expected loss experjenoeent economic conditions, risk characteristitgarious financial instruments, and ot

factors. These estimates are subjective in nattérevolve uncertainties and matters of signifigaigment and therefore cannot be determined with
precision. Changes in assumptions could signiflgaaftect the estimates.

Cash and Cash Equivalents
The carrying amount approximates the fair valueabse the instruments mature in 90 days or less.

Securities
The fair values are based on quoted market prigaglied by the Association’s custody agent and stwent broker.
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Federal Home Loan Bank Stock
The carrying amount of Federal Home Loan Bank staggiroximates fair value.

Accrued Interest Receivable and Payable
The carrying amount of accrued interest receivabté payable approximates fair value.

Loans Receivable

The fair value of performing variable rate loanattfeprice frequently approximates carrying valllee fair value of fixed-rate performing loans
is calculated by discounting scheduled cash fldwsugh the estimated maturity using the Associasi@urrent origination rates. The estimat:
maturity is based on the Association’s contractaah flows adjusted for prepayment estimates basedirrent economic and lending
conditions. Fair value for significant nonperformitoans is based on carrying value which does xa#ed recent external appraisals of any
underlying collateral.

Deposits

The fair value of deposits with no stated matusiych as savings, money market and checking, iarttent payable on demand at the reporting
date. The fair value of certificates of deposivased on the discounted value of contractual desls fat current rates of interest for similar
borrowings using rates currently offered for defsosf similar remaining maturities.

Borrowings
The fair value of advances from the Federal HomanLBank was calculated by discounting scheduled taw's at current rates of interest for
similar borrowings through maturity of such instremts.

Off-Balance Sheet Financial Instruments
Fair values for the Association’s off-balance shietncial instruments (lending commitments) arsdshon fees currently charged to enter into
similar agreements, taking into account, the reingiterms of the agreements and the counterpadiedit standing.

N oTE 13 - REGULATORY C APITAL R EQUIREMENTS

The Association is subject to various regulatonyited requirements administered by the Federal imgn&gencies. Failure to meet minimum capital
requirements can initiate certain mandatory andiptessadditional discretionary actions by regulatibrat, if undertaken, could have a direct material
effect on the Association’s financial statementsdér capital adequacy guidelines and the reguldtargework for prompt corrective action, the
Association must meet specific capital guideliriess tnvolve quantitative measures of the Assoaigdiassets, liabilities, and certain off-balanceeth
items as calculated under regulatory accountingtipes. The Associatiogs’capital amounts and classifications are alscestip qualitative judgmen
by the regulators about components, risk-weightarys$ other factors.
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Quantitative measures established by regulati@nsure capital adequacy require the Associationaimtain minimum amounts and ratios (set fort
the table below) of total and Tier 1 capital tkngeighted assets, tangible equity to tangibletassed Tier 1 capital to adjusted total assets.
Management believes, as of September 30, 2005 ditedy and December 31, 2004, that the Associatieats all capital adequacy requirements to
which it is subject.

The most recent notification from the Federal baglkigencies categorized the Association as weilatered under the regulatory framework for
prompt corrective action. To be categorized as eaglitalized, the Association must maintain minimuatios as set forth in the following table. There
are no conditions or events since that notificatf@at management believes have changed the Assocsatategory.

The Association’s actual capital amounts and ragiespresented 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 16.7% $=214,17¢ 28.C% $ 217,720 210.(%
Tier 1 capital (to adjusted total asse 27,84¢ 8.3 >13,39: =24.C >16,74. =5.C
Tangible equity (to tangible asse 27,84¢ 8.3z 25,02: =21kt N/A N/A
Tier 1 capital (to ris-weighted asset: 27,84¢ 15.71 N/A  N/A >10,63¢ =26.0
As of December 31, 2004
Total capital (to risk-weighted assets) $28,28¢ 16.3% $>13,847 =8.% $ =17,30¢ =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: =1kt 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¢ 16.31% $=12,68¢ =8.C% $ =1585¢ =10.%
Tier 1 capital (to adjusted total assets) 24,09:  7.97 >12,08¢ =4.C 215,11 =5.C
Tangible equity (to tangible assets) 24,09:  7.97 2453 =1t N/A N/A
Tier 1 capital (to risk-weighted assets) 24,09: 15.1¢ N/A  N/A 29,51t =26.C
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Following is a reconciliation of the AssociatioBAAP capital to regulatory Tier 1 capital at Sepiem30, 2005 (unaudited) and December 31, 2004
and 2003:

December 31

September 3C
2005 2004 2003
(Unaudited)
(In Thousands)

GAAP (Equity) Capital $ 27,73. $26,91¢ $24,947
Plus: Unrealized (gains) losses on securities alvkilfor sale, net of te 114 (643) (854)
Tier 1 Capital 27,84¢ 26,27 24,09:
Plus: Allowance for loan losst 1,267 1,28¢ 1,29¢
Allowed unrealized gain on securities availabledale 55¢ 732 57€
Less: Other investments required to be dedu 5 4 4
Total Capital $ 29,667  $28,28t¢ $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 courseusibess to meet the financing needs of its
customers. Such commitments involve, to varyingeles, elements of credit and interest rate risgkess of the amount recognized in the statements
of financial condition.

The Association’s exposure to credit loss is regmeed by the contractual amount of these commitsnditite Association follows the same credit
policies in making commitments as it does for ofebee sheet instruments.

The following commitments to extend credit werestamding:

Contract Amount

December 31

September 3C
2005 2004 2003
(Unaudited)
(In Thousands)
Commitments to grant loai $ 7,86% $ 3,96¢ $ 3,65¢
Unfunded commitments under lines of cre 20,56¢ 19,22« 17,70¢
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Commitments to extend credit are agreements toteaccustomer as long as there is no violatioanyfcondition established in the contract.
Commitments generally have fixed expiration datestber termination clauses. The commitments faediof credit may expire without being drawn
upon. Therefore, the total commitment amounts daroessarily represent future cash requiremehts.amount of collateral obtained, if it is deemed
necessary by the Association, is based on managsncesdit evaluation of the customer. At Septen@@r2005 (unaudited) and December 31, 2004,
the Association’s fixed rate loan commitments ®da$3,378,000 and $1,166,000, respectively. Thgerafi interest rates on these fixed rate
commitments was 5.25% to 6.375% at September 3% aA0d 5.125% to 6.125% at December 31, 2004.

N oTE 15 - PLAN OF C ONVERSION AND R EORGANIZATION

On August 9, 2005, the Board of Directors of Lak®i® Savings Bank approved a plan of conversionreldyel ake Shore Bancorp, Inc. is offering
common stock for sale in connection with the renizgtion of Lake Shore Savings and Loan Associdtitmthe mutual holding company form of
organization. The shares to be offered for saleesgmt 45% of the to-be outstanding common stodlaké Shore Bancorp. In connection with the
reorganization, Lake Shore Savings and Loan Astonivill convert its New York State mutual savingsd loan charter to a Federal stock savings
bank charter and change its name to Lake Shoren@affiank. In addition, Lake Shore Savings Bank feiln Lake Shore Bancorp to own 100% of
Lake Shore Savings as part of the reorganizatiakelShore, MHC, the federally-chartered mutual ingldompany to be formed by Lake Shore
Savings, will own 53% of the outstanding commorcktof Lake Shore Bancorp. The remaining 2% of theras will be contributed to a charitable
foundation that Lake Shore Savings intends to form.

Conversion costs will be deferred and reduce thegeds from the shares sold in the conversioheltbnversion is not completed, all costs will be
expensed. As of September 30, 2005, the total aostsred, $109,000, have been deferred.

As part of the Conversion, the Bank intends toreint® change of control agreements with certaieceive officers. In addition, as part of the
Conversion, the Bank intends to implement a seweratan, employee stock ownership plan, stock agilan and other benefit and salary
continuation plans for directors, officers and eoyples.

Effective as of the re-organization date, Lake 8Hencorp and Lake Shore Savings Bank will eacérento parallel employment agreements with
Mr. David C. Mancuso to secure his services asiRrrsand Chief Executive Officer. The employmegitements have a fixed term of three years
and may be renewed annually after a review of #eewtive’'s performance. These agreements provida foinimum annual salary of $213,550,
discretionary cash bonuses, and participation oreigdly applicable terms and conditions in othenpensation and fringe benefit plans. The
agreements also guarantee customary corporate mifigation and error and omissions insurance cayetaroughout the employment term and for
six years after termination.
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On October 11, 2005, based on the recommendatitiredoard’s Compensation Committee, the Boardigddlors approved the termination of the
Bank’s deferred compensation plan (refer to Note Einployee and Director Benefit Plans for moreinfation about this plan). This will result in all
accrued benefits under this plan to be distribtettie participants. As a result of terminating thian, the participants will lose the tax benefit
deferring compensation. The plan was terminateN@vember 16, 2005. The total amount accrued byl as of September 30, 2005 was $707,000
and was recorded in other liabilities section @&f financial statements. As indicated in Note 1&,Blank had chosen to separately invest the deferred
compensation in the investment options specifiethbyparticipants. These investments were fullyilgted on November 16, 2005, as part of the plan
termination. As of September 30, 2005, the Bankreadrded $707,000 in its investments for this pléhin other assets of the financial statements.
The Association realized a gain of approximatel$,880 as a result of terminating the plan.

On or about October 27, 2005, the Association waderaware of a check kiting matter involving oné®tustomers. As of December 19, 2005, the
potential loss to the Association is estimatede@pproximately $190,000.
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You should rely only on the information contained i 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 offer to sell, dine solicitation of an offer to buy, any of the
securities offered hereby to any person in any jusdiction in which such offer or solicitation wouldbe unlawful. Our affairs and the affairs of

Lake Shore Savings, Lake Shore, MHC or Lake Shoredhcorp may change after the date of this prospectu®elivery of this document and the
sales of shares made hereunder does not mean othéesev

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 is in additiorto the dealers’ obligation to deliver a
prospectus when acting as underwriters and with rggect to their unsold allotments or subscriptions.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS

Item 13. Other Expenses of Issuance and Distribution.

OTS Application for Conversion ancd-(e)1 fee $ 14,40(
SEC registration fee(: 3,70
Nasdaq National Market Listing and Annual Fee 129,00(
NASD Filing Fee(1, 3,60(
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 underw's expenses (including counsel fees 378,70(
Conversion agent fees and exper 27,50(
Certificate printinc 5,00(
Miscellaneous 12,00(
TOTAL $1,453,90I

* Fees are estimated, except where indice
(1) Basedon 3,107,875 shares of common stock at $p@0share
(2) Includes legal fees of $100,000 for Luse Gorman &enk & Schick, P.C

ltem 14. Indemnification of Directors and Officers.

In accordance with federal law, Lake Shore Bancasm Subsidiary Holding Company, shall indemniffpfiicers, directors and employees of
the Subsidiary Holding Company, and their heirgceors and administrators, to the fullest extemirptted under federal law against all expenses
liabilities reasonably incurred by them in connewtivith or arising out of any action, suit or predeg in which they may be involved by reason of
their having been a director or officer at the tiofiégncurring such expenses or liabilities, suchenses and liabilities to include, but not be ladito,
judgment, court costs and attorn’ fees and the cost of reasonable settlements.

Item 15. Recent Sales of Unregistered Securitie
Not Applicable.

Iltem 16. Exhibits and Financial Statement Schedules
The exhibits and financial statement scheduled filg a part of this Registration Statement arel&sfs:
(a) List of Exhibits. (Filed herewith unless otherwise noti

1.1 Engagement Letter dated June 2, 2005, between$ladee Savings and Loan Association
Ryan Beck & Co., Inc.

1.2 Form of Agency Agreement between Lake Shorec8am Inc., Lake Shore Savings and Loan and
Ryan Beck & Co., Inc.

2.1 Amended and Restated Plan of Reorganization andiy§rStock Issuance

3.1 Charter Lake Shore Bancorp, In
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3.2

4.1

51

8.1

8.2

10.1
10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
16.1
16.2
231
23.2
23.3
234
241
99.1
99.2

*%*

Bylaws of Lake Shore Bancorp, Ir

Form of Stock Certificate of Lake Shore Bancorpe.

Opinion of Thacher Proffitt & Wood LLP regardinglity of securities to be register

Opinion of Thacher Proffitt & Wood LLP regardingdieral tax matter

Opinion regarding state and local tax matte

Form of Executive Employment Agreement by and betwBavid C. Mancuso and Lake Shore Bancorp, |
Form of Executive Employment Agreement by and betwBavid C. Mancuso and Lake Shore Savings Bi
Form of Change in Control Agreemer

Severance Pay Plan of Lake Shore Savings B

1999 Executives Supplemental Benefit Pl

2001 Executives Supplemental Benefit Pl

1999 Directors Supplemental Benefit Ple

2001 Directors Supplemental Benefit Ple

Form of Employee Stock Ownership Plan of Lake Stgaecorp, Inc.*

Letter from PricewaterhouseCoopers LLP to the Seéesrand Exchange Commissio

Letter from Fagliarone Group CPAs, PC to the Séiesrand Exchange Commissic

Consent of Thacher Proffitt & Wood LLP (includedHmhibits 5.1 and 8.1 to this Registration Statetn
Consent of Beard Miller Company LLP (also includedxhibit 8.2 to this Registration Stateme
Consent of PricewaterhouseCoopers |

Consent of RP Financial, LC

Powers of Attorney (included in Signature Pagehefinitial Registration Statemer

Appraisal Report of RP Financial LC (portions filedpaper format only

Form of marketing materials to be used in connectigh the offering

Previously filed
To be filed by amendmer
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(b) Financial Statement Schedules.
All schedules have been omitted as not applicabf@brequired under the rules of Regulation S-X.

Item 17. Undertakings.
The undersigned Registrant hereby undertakes:
1) To file, during any period in which offers or sale® being made, a p-effective amendment to this Registration Staterr
(i)  Toinclude any Prospectus required by Section {8 @y the Securities Act of 193

(i)  To reflect in the Prospectus any facts or evensingr after the effective date of the Registrat8iatement (or the most rece
post-effective amendment thereof) which, individypak in the aggregate, represent a fundamentaigdén the information
set forth in the Registration Statement. Notwithdtag the foregoing, any increase or decrease luimve of securities offere
(if the total dollar value of securities offered i not exceed that which was registered) and awation from the low or
high end of the estimated maximum offering rangg bereflected in the form of prospectus filed vitite Commission
pursuant to Rule 424(b) if, in the aggregate, thenges in volume and price represent no more tt28%@achange in the
maximum aggregate offering price set forth in t@aftulation of Registration Fee” table in the efifiez Registration
Statement

(i) To include any material information with resgt to the plan of distribution not previously désed in the Registration
Statement or any material change to such informatiadhe Registration Stateme

2) That, for the purpose of determining any ligpiinder the Securities Act of 1933, each such-péfective amendment shall be
deemed to be a new Registration Statement reladittye securities offered therein, and the offephguch securities at that time
shall be deemed to be the initial bona fide offgtimereof.

3) To remove from registration by means of a pgftetive amendment any of the securities beingsteged which remain unsold at
the termination of the Offering

Insofar as indemnification by the Registrant fabillities arising under the Securities Act of 1988,amended, may be permitted to directors,
officers and controlling persons of the Regist
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pursuant to the foregoing provisions, or otherwibe,Registrant has been advised that in the apificthe Securities and Exchange Commission such
indemnification is against public policy as expexb the Securities Act and is, therefore, unexg@able. In the event that a claim for indemnificati
against such liabilities (other than the paymentheyRegistrant of expenses incurred or paid biyegtr, officer or controlling person of the
Registrant in the successful defense of any acsioih or proceeding) is asserted by such direcficer or controlling person in connection witheth
securities being registered, the Registrant willeas in the opinion of its counsel the matterlieen settled by controlling precedent, submit ¢owrt

of appropriate jurisdiction the question whethestsindemnification by it is against public policg expressed in the Securities Act and will be
governed by the final adjudication of such issue.

The undersigned Registrant hereby undertakes that:

1) For purposes of determining any liability under 8ecurities Act of 1933, the information omittedrfr the form of prospectus filt
as part of this Registration Statement in reliameen Rule 430A and contained in a form of prospefitad by the Registrant
pursuant to Rule 424(b)(1) or (4) or 497(h) undher $ecurities Act shall be deemed to be part sfReagistration Statement as of
the time it was declared effecti\

2) For the purpose of determining any liabilityden the Securities Act of 1933, each post-effecaiveendment that contains a form of
prospectus shall be deemed to be a new registrst@@ment relating to the securities offered theend the offering of such
securities at that time shall be deemed to benitialibona fide offering thereo
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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 authorized, in the Gitpunkirk, State of New York, on February 8, 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&033, as amended, and any rules and regulgpi@msulgated thereunder, this Registration
Statement, has been signed by the following persotige capacities and on the dates indicated.

Name Title Date
/'s/ Davib C. M ANCUSO President, Chief Executive Officer February 8, 2006
and Director
David C. Mancust (Principal Executive Officer
/s/ ROBERTL. SMITH Chief Financial Officer February 8, 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. Wingel

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
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Date

February 8, 2006

February 8, 2006

February 8, 2006

February 8, 2006

February 8, 2006

February 8, 2006

February 8, 2006



Exhibit 3.2
BYLAWS OF
LAKE SHORE BANCORP, INC.
ARTICLE | - Home Office

The home office of Lake Shore Bancorp, Inc. (theltihg Company”) shall be at 125 Easft 8treet, in the City of Dunkirk, in the State of New
York.

ARTICLE Il - Shareholders

Section 1. Place of MeetingsAll annual and special meetings of shareholder bhaheld at the domicile of the Holding Compamyabsuch
other place in the State of New York as the BodrBitectors may determine.

Section 2. Annual Meeting A meeting of the shareholders of the Holding Conypfan the election of directors and for the trarigacof any
other business of the Holding Company shall be hattually within 150 days after the end of the HuddCompany’s fiscal year at a date and time as
the Board of Directors may determine.

Section 3. Special MeetingsSpecial meetings of the shareholders for any perpogurposes, unless otherwise prescribed byetidations of
the Office of Thrift Supervision (the “Office”), ipebe called at any time by the chairman of the totire president, or a majority of the Board of
Directors, and shall be called by the chairmarheflioard, the president, or the secretary upowtitien request of the holders of not less than 1%
all of the outstanding capital stock of the Holdidgmpany entitled to vote at the meeting. Suchtewitequest shall state the purpose or purposes of
the meeting and shall be delivered to the home®fiif the Holding Company addressed to the chaiwfi#ime board, the president or the secretary.
The business conducted at any special meetinglsidilhited to that set forth in the notice of suoheting.

Section 4. Conduct of MeetingsAnnual and special meetings shall be conducteddonraance with the most current edition of RobeRtges
of Order unless otherwise prescribed by regulatairibe Office or these bylaws or the board of ctines adopts another written procedure for the
conduct of meetings. The board of directors shedighate, when present, either the chairman dfdlaed or president to preside at such meetings.

Section 5. Notice of MeetingsWritten notice stating the place, day, and houhefmeeting and the purpose(s) for which the mgésircalled
shall be delivered not fewer than 20 nor more $@days before the date of the meeting, eitheopaitly or by mail, by or at the direction of the
chairman of the board, the president, or the saredlirectors or other persons calling the meetingach shareholder of record entitled to vosuat
meeting. If mailed, such notice shall be deemduktdelivered when deposited in the mail, addregséue shareholder at the address as it appears on
the stock transfer books or records of the Holdmgnpany as of the record date prescribed in Se6timithis Article Il with postage thereon prepaid.
When any shareholdersieeting, either annual or special, is adjourne@€@days or more, notice of the adjourned meetiradl e given as in the ca
of an original meeting. It shall not be necessargite any notice of the time and place of any ingetdjourned for les



than 30 days or of the business to be transactit ambeeting, other than an announcement at thénges which such adjournment is taken.

Section 6. Fixing of Record Datef-or the purpose of determining shareholders edtittenotice of or to vote at any meeting of shaledws or
any adjournment, or shareholders entitled to recpayment of any dividend, or in order to make t@mheination of shareholders for any other proper
purpose, the Board of Directors shall fix in advaacdate as the record date for any such deteiioninait shareholders. Such date in any case shall be
not more than 60 days and, in case of a meetisyarieholders, not fewer than 10 days prior to #te dn which the particular action, requiring such
determination of shareholders, is to be taken. Whdatermination of shareholders entitled to voing meeting of shareholders has been made as
provided in this Section, such determination sapfily to any adjournment thereof.

Section 7. Voting List.At least 20 days before each meeting of the shidets) the officer or agent having charge of tleelstransfer books fc
shares of the Holding Company shall make a comfittef the shareholders entitled to vote at sangteting, or any adjournment thereof, arranged in
alphabetical order, with the address and the numbghares held by each. This list of shareholdkadl be kept on file at the home office of the
Holding Company and shall be subject to inspedbpany shareholder of record or such shareholdgest at any time during usual business hours
for a period of 20 days prior to such meeting. Sigttshall also be produced and kept open atithe &nd place of the meeting and shall be subject t
inspection by any shareholder or such shareholagest of record during the entire time of the rimgetThe original stock transfer book shall
constituteprima facieevidence of the shareholders entitled to examich st or transfer books or to vote at any meetihghareholders.

In lieu of making the shareholder list available iftspection by shareholders as provided in theqatimg paragraph, the board of directors may
elect to follow the procedures prescribed in 8 6&8).of the Office’s regulations as now or hereaiftesffect.

Section 8. Quorum.A majority of the outstanding shares of the Hold®gmpany entitled to vote, represented in persdyyqroxy, shall
constitute a quorum at a meeting of shareholdékssd than a majority of the outstanding sharespsesented at a meeting, a majority of the sreoves
represented may adjourn the meeting from timente tivithout further notice. At such adjourned megt which a quorum shall be present or
represented, any business may be transacted wijtt have been transacted at the meeting as olligimatified. The shareholders present at a duly
organized meeting may continue to transact busimesisadjournment, notwithstanding the withdrawéknough shareholders to constitute less than a
quorum. If a quorum is present, the affirmativeevof the majority of the shares represented airtbeting and entitled to vote on the subject matter
shall be the act of the shareholders, unless tteeofa greater number of shareholders voting tageatr voting by classes is required by law or the
charter. Directors, however, are elected by a fituraf the votes cast at an election of directors.

Section 9. ProxiesAt all meetings of shareholders, a shareholder vagg by proxy executed in writing by the shareholieby his or her duly
authorized attorney in fact. Proxies may be giwephonically or electronically as long as the koldses a procedure for

2



verifying the identity of the shareholder. Proxsedicited on behalf of the management shall bedrasedirected by the shareholder or, in the absence
of such direction, as determined by a majorityhaf Board of Directors. No proxy shall be valid mtvan eleven months from the date of its execution
except for a proxy coupled with an interest.

Section 10. Voting of Shares in the Name of Two ddore Persons.When ownership stands in the name of two or moregpe, in the absen
of written directions to the Holding Company to ttentrary, at any meeting of the shareholders ®Hblding Company, any one or more of such
shareholders may cast, in person or by proxy,ad#sto which such ownership is entitled. In therg\an attempt is made to cast conflicting votes, i
person or by proxy, by the several persons in winasees shares of stock stand, the vote or votehitth those persons are entitled shall be cast as
directed by a majority of those holding such stanll present in person or by proxy at such meefingno votes shall be cast for such stock if a
majority cannot agree.

Section 11. Voting of Shares of Certain HoldersShares standing in the name of another corporateybe voted by any officer, agent, or
proxy as the bylaws of such corporation may prescir, in the absence of such provision, as thedof Directors of such corporation may
determine. Shares held by an administrator, execgtardian, or conservator may be voted by himesr either in person or by proxy, without a
transfer of such shares into his or her name. Shakl in trust in an IRA or Keogh Account, howevaay be voted by the Holding Company if no
other instructions are received. Shares standitigeimame of a trustee may be voted by him ordidrer in person or by proxy, but no trustee shall
entitled to vote shares held by him or her withetitansfer of such shares into his or her nameeStaanding in the name of a receiver may be voted
by such receiver, and shares held by or underghea of a receiver may be voted by such recewiénout the transfer thereof into his name if
authority to do so is contained in an appropriatiepof the court or other public authority by winiguch receiver was appointed.

A shareholder whose shares are pledged shall Bkérb vote such shares until the shares have tvaasferred into the name of the pledgee,
and thereafter the pledgee shall be entitled te tha¢ shares so transferred.

Neither treasury shares of its own stock held leyHlolding Company nor shares held by another catfmor, if a majority of the shares entitled
to vote for the election of directors of such otberporation are held by the Holding Company, sbaloted at any meeting, or counted in determi
the total number of outstanding shares at any divea for purposes of any meeting.

Section 12. No Cumulative VotingShareholders shall not be entitled to cumulate thates for election of directors.

Section 13. Inspectors of Electiorin advance of any meeting of shareholders, the oaDirectors may appoint any persons other than
nominees for office as inspectors of election toesasuch meeting or any adjournment thereof. Turaber of inspectors shall be either one or three.
Any such appointment shall not be altered at thetimg. If inspectors of election are not so appainthe chairman of the board or the president may,
or



on the request of not fewer than 10 percent of/ties represented at the meeting shall, make qumbidment at the meeting. If appointed at the
meeting, the majority of the votes present shatuheine whether one or three inspectors are t@peiated. In case any person appointed as inspectol
fails to appear or fails or refuses to act, theamay may be filled by appointment by the Board o&Etors in advance of the meeting or at the mgetin
by the chairman of the board or the president.

Unless otherwise prescribed by regulations of tffe€ the duties of such inspectors shall inclutietermining the number of shares of stock
and the voting power of each share, the sharessepted at the meeting, the existence of a quandthe authenticity, validity and effect of praxie
receiving votes, ballots, or consents; hearingagetdrmining all challenges and questions in any ar&sing in connection with the rights to vote;
counting and tabulating all votes or consents;rdateng the result; and such acts as may be primpeonduct the election or vote with fairness to al
shareholders.

Section 14. Nominating CommitteeThe Board shall have a nominating committee corefrif at least three directors each of whom shall b
“independent’as such term is defined by the listing standardmgfsecurities exchange on which shares of therammstock of the Holding Compa
trade. Except in the case of a nominee substiageresult of the death or other incapacity obaagement nominee, the nominating committee shall
deliver written nominations to the secretary atghiacipal executive offices of the Holding Compaatyleast 20 days prior to the date of the annual
meeting. Upon delivery, such nominations shall bstgd in a conspicuous place in each office oHbkling Company. No nominations for director
except those made by the nominating committee blealoted upon at the annual meeting unless othraimations by shareholders are made in wri
and delivered to the secretary at the principatettee offices of the Holding Company at leasttth{30) days prior to the date of the annual megtin
provided however, that in the event less than 4@ datice of the annual meeting is given, a writtemination may be accepted from a shareholder
not later than the close of business on th& ddy following notice of the annual meeting. Upotivadgy, such nominations shall be posted in a
conspicuous place in each office of the Holding @any. Ballots bearing the names of all the persmmsinated by the nominating committee and by
shareholders shall be provided for use at the dnmeeting. However, if the nominating committeelkfal or refuse to act at least 20 days priotte
annual meeting, nominations for directors may bderat the annual meeting by any shareholder ehtitleote and shall be voted upon.

Section 15. New Busines#&ny new business to be taken up at the annual ngeshiall be stated in writing and filed with thersgary of the
Holding Company at least thirty (30) days before dlate of the annual meeting, provided, howevat,iththe event less than 40 days notice of the
annual meeting is given, a written proposal mapdmepted from a shareholder not later than thedbbusiness on the ¥@lay following notice of
the annual meeting, and all business so statedppeal, and filed shall be considered at the ammeating so long as the business relates to a proper
matter for shareholder action. Any shareholder maie any other proposal at the annual meetinglendame may be discussed and considered, but
unless stated in writing and filed with the seangtt least thirty (30) days before the meetinghsproposal shall be laid over for action at an
adjourned, special or annual meeting of the shdder®taking place 30 days or more thereafter. #&efolder’s notice to the secretary

4



shall set forth as to each such matter the shadehploposes to bring before the annul meeting (@)ef description of the proposal desired to be
brought and (b) the name and address of such s#ideztand the number of shares of common stockeoHolding Company that such shareholder
owns of record. This provision shall not prever tlonsideration and approval or disapproval aatireial meeting of reports of officers, directorg]
committees; but in connection with such reportsnew business shall be acted upon at such annuingeainless stated and filed as herein provided.

Section 16. Informal Action by ShareholdersAny action required to be taken at a meeting ofsthereholders, or any other action which may
be taken at a meeting of the shareholders, magkss twithout a meeting if consent in writing, gedtforth the action so taken, shall be given by#ll
the shareholders entitled to vote with respechéosubject matter thereof.

ARTICLE Il - Board of Directors

Section 1. General PowersThe business and affairs of the Holding Companyl slkeaunder the direction of its Board of Directoffie Board of
Directors shall annually elect a chairman of thardaand a president from among its members anddggifnate, when present, either the chairman of
the board or the president to preside at its mggtin

Section 2. Number and TermThe Board of Directors shall consist of eight mersland shall be divided into three classes asyegual in
number as possible. The members of each classt®halected for a term of three years and untit theccessors are elected and qualified. One class
shall be elected by ballot annually.

Section 3. Regular MeetingsA regular meeting of the Board of Directors sha&lield without other notice than this bylaw imméeliaafter,
and at the same place as, the annual meeting dtsfiders. The Board of Directors may provide, égotution, the time and place, for the holding of
additional regular meetings without other noticanttsuch resolution. Directors may participate imeeting by means of conference telephone or
similar communications device through which allgmers participating can hear each other at the siame Such participation shall constitute presence
in person for all purposes.

Section 4. Qualification.Each director shall at all times be the beneficiaher of not less than 100 shares of capital std¢ke Holding
Company unless the Holding Company is a wholly ahsgbsidiary of a holding company. A person isqalified to serve as a director if he or she:
(1) is under indictment for, or has ever been coted of, a criminal offense involving dishonestyboeach of trust and the penalty for such offense
could be imprisonment for more than one year, big2 person against who a banking agency hakinitie past ten years, issued a cease and deist
order for conduct involving dishonesty or breachro$t and that order is final and subject to ahpeg3) has been found either by a regulatorynay
whose decision is final and not subject to appedalyca court to have (i) breached a fiduciary dotyolving personal profit or (ii) committed a willf
violation of any law, rule or regulation governibgnking, securities, commodities or insurance ngrfaal
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cease and desist order issued by a banking, sesudgommodities or insurance regulatory agency.

Section 5. Special MeetingsSpecial meetings of the Board of Directors maydlked by or at the request of the chairman of therth, the
president, or one-third of the directors. The pessauthorized to call special meetings of the Baduidirectors may fix any place, within the Holding
Company’s normal lending territory, as the placehfolding any special meeting of the Board of Dices called by such persons.

Directors may participate in special meetings byanseof a conference telephone or similar commuiiggadevice through which all persons
participating can hear each other. Such parti@paghall constitute presence in person for all pses, including the purpose of compensation puts
to Section 12 of this Article.

Section 6. NoticeWritten notice of any special meeting shall be git@ each director at least twenty-four (24) hqarier thereto when
delivered personally or by telegram or at leas fiays prior thereto when delivered by mail atatiéress at which the director is most likely to be
reached. Such notice shall be deemed to be dediveinen deposited in the mail so addressed, wittegeshereon prepaid if mailed or when delivered
to the telegraph company if sent by telegram, cemiie Holding Company receives notice of deliviégtectronically transmitted. Any director may
waive notice of any meeting by a writing filed withe secretary. The attendance of a director aeting shall constitute a waiver of notice of such
meeting, except where a director attends a meéinje express purpose of objecting to the traimsaof any business because the meeting is not
lawfully called or convened. Neither the businesbé transacted at, nor the purpose of, any meefitige Board of Directors need be specified in the
notice or waiver of notice of such meeting.

Section 7. Quorum.A majority of the number of directors fixed by Seat2 of this Article 1l shall constitute a quoruior the transaction of
business at any meeting of the Board of Directous;if less than such majority is present at a ingetr majority of the directors present may adjour
the meeting from time to time. Notice of any adjeenst meeting shall be given in the same mannereasipibed by Section 6 of this Article IlI.

Section 8. Manner of Acting.The act of the majority of the directors preserd ateeting at which a quorum is present shall batt of the
Board of Directors, unless a greater number iscpitesd by regulation of the Office or by these lyda

Section 9. Action Without a Meeting.Any action required or permitted to be taken byBloard of Directors at a meeting may be taken witho
a meeting if a consent in writing, setting fortle ction so taken, shall be signed by all of theadors.

Section 10. ResignationAny director may resign at any time by sending &tem notice of such resignation to the home ofti€¢he Holding
Company addressed to the chairman of the boaftequresident. Unless otherwise specified, suclgmesion shall take effect upon receipt thereof by
the chairman of the board or the president. Moaa three consecutive absences from regular meaifrthe Board of Directors, unless excused by
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resolution of the Board of Directors, shall autoicelty constitute a resignation, effective whentsuoesignation is accepted by the Board of Directors

Section 11. VacanciesAny vacancy occurring on the Board of Directors rbayfilled by the affirmative vote of a majority thfe remaining
directors although less than a quorum of the Bo&iirectors. A director elected to fill a vacangyall be elected to serve until the next electibn o
directors by the shareholders. Any directorshipedilled by reason of an increase in the numbelirefctors may be filled by election by the Boafd o
Directors for a term of office continuing only uritie next election of directors by the sharehader

Section 12. CompensatiorDirectors, as such, may receive a stated salarh&r services. By resolution of the Board of Bimgs, a reasonab
fixed sum, and reasonable expenses of attenddresg;,imay be allowed for actual attendance at eaghlar or special meeting of the Board of
Directors. Members of either standing or speciahicittees may be allowed such compensation for hattendance at committee meetings as the
Board of Directors may determine.

Section 13. Presumption of AssenA director of the Holding Company who is presena ateeting of the Board of Directors at which atim
any the Holding Company matter is taken shall lesymed to have assented to the action taken urnitess her dissent or abstention shall be entered
in the minutes of the meeting or unless he or tha# le a written dissent to such action with fherson acting as the secretary of the meeting®efo
the adjournment thereof or shall forward such disbg registered mail to the secretary of the HwdCompany within five days after the date a copy
of the minutes of the meeting is received. Suchtrig dissent shall not apply to a director whoedoin favor of such action.

Section 14. Removal of DirectorsAt a meeting of shareholders called expresslyHat purpose, any director may be removed for chyse
vote of the holders of a majority of the sharesitéititled to vote at an election of directors. \eer the holders of the shares of any class ditteel
to elect one or more directors by the provisionthefcharter or supplemental sections theretoptbeisions of this Section shall apply, in respedhe
removal of a director or directors so electedhvote of the holders of the outstanding sharékaifclass and not to the vote of the outstanslirage:
as a whole.

For purposes of this section, removal for causkiites, as defined in 12 C.F.R. §563.39, or anyesgur regulation enacted by the Office,
personal dishonesty, incompetence, willful miscaridioreach of fiduciary duty involving personal fitldntentional failure to perform stated duties,
a willful violation of any law, rule or regulatiofother than traffic violations or similar offenses)final cease-and-desist order.

Section 15. Age Limitation.No person 75 years of age shall be eligible foctele, reelection, appointment, or reappointmenh&board of th:
Holding Company. No director shall serve as sugfohd the annual meeting of the Holding Companyofeihg the director becoming 75. This age
limitation does not apply to an advisory director.



ARTICLE IV - Executive And Other Committees

Section 1. AppointmentsThe board of directors, by resolution adopted Inyagority of the full board, may designate threermre of the other
directors to constitute an executive committee. désignation of any committee pursuant to thisoletlV and the delegation of authority shall not
operate to relieve the board of directors, or angoctor, of any responsibility imposed by law oguéation.

Section 2. Authority . The executive committee, when the board of dimacis not in session, shall have and may exeedis# the authority of
the board of directors except to the extent, if,ahgt such authority shall be limited by the resioh appointing the executive committee; and ekcep
also that the executive committee shall not haeeaththority of the board of directors with refereta: the declaration of dividends; the amendmént o
the charter or bylaws of the Holding Company, @oramending to the shareholders a plan of mergesatmation, or conversion; the sale, lease, or
other disposition of all or substantially all oktproperty and assets of the Holding Company otiserthhan in the usual and regular course of its
business; a voluntary dissolution of the Holdingr@any; a revocation of any of the foregoing; ordperoval of a transaction in which any memb
the executive committee, directly or indirectlysteny material beneficial interest.

Section 3. TenureSubject to the provisions of Section 8 of thischetiV, each member of the executive committeel stadtl office for a term
fixed by resolution of the board of directors amdilLa successor is designated as a member ofkd®igve committee.

Section 4. MeetingsRegular meetings of the executive committee malydbe without notice at such times and places agxeeutive
committee may fix from time to time by resoluti@pecial meetings of the executive committee magatled by any member thereof upon not less
than one day notice stating the place, date, and hour of teetimg, which notice may be written or oral. Anymieer of the executive committee
waive notice of any meeting and no notice of angting need be given to any member thereof who dsténperson. The notice of a meeting of the
executive committee need not state the businegmpeal to be transacted at the meeting.

Section 5. Quorum.A majority of the members of the executive comneitshall constitute a quorum for the transactiobusfiness at any
meeting thereof, and action of the executive cotemitnust be authorized by the affirmative vote ofegority of the members present at a meeting at
which a quorum is present.

Section 6. Action Without a Meeting Any action required or permitted to be taken byekecutive committee at a meeting may be taken
without a meeting if a consent in writing, settiiogth the action so taken, shall be signed by falhe members of the executive committee.

Section 7. VacanciesAny vacancy in the executive committee may bedilby a resolution adopted by a majority of the bdbrd of directors.

Section 8. Resignations and RemovaAny member of the executive committee may be rema@teany time with or without cause by resolution
adopted by a



majority of the full board of directors. Any memhsrthe executive committee may resign from thecekige committee at any time by giving written
notice to the president or secretary of the Holddmgnpany. Unless otherwise specified, such resigmatall take effect upon its receipt; the
acceptance of such resignation shall not be negetseake it effective. No notice of any meetiregd be given to any member thereof who atten
person. The notice of a meeting of the executivarodtee need not state the business proposedttarmacted at the meeting.

Section 9. ProcedureThe executive committee shall elect a presidingefffrom its members and may fix its own rulepascedure which
shall not be inconsistent with these bylaws. Itidteep regular minutes of its proceedings and regh@ same to the board of directors for its
information at the meeting held next after the peatings shall have occurred.

Section 10. Other Committees The board of directors may by resolution estaldis audit, loan, or other committee composed refcthrs as
they may determine to be necessary or appropiatiané conduct of the business of the Holding Camgend may prescribe the duties, constitution,
and procedures thereof.

ARTICLE V - Officers

Section 1. PositionsThe officers of the Holding Company shall be a thiecutive officer, president, one or more vicegents, a secretary,
and a treasurer or comptroller, each of whom d¥eklected by the Board of Directors. The BoarDioéctors also may designate the chairman of the
board as an officer. The president shall be thefaxecutive officer, unless the Board of Directdesignates the chairman of the board as chief
executive officer. The president shall be a direofdhe Holding Company. The offices of the seargiand treasurer or comptroller may be held by
same person and a vice president may also be diteecretary or the treasurer or comptroller. Bbard of Directors may designate one or more
presidents as executive vice president or sengar piesident. The Board of Directors also may eleetuthorize the appointment of such other officer
as the business of the Holding Company may requhie.officers shall have such authority and perfeuch duties as the Board of Directors may f
time to time authorize or determine. In the absexi@tion by the Board of Directors, the officerall have such powers and duties as generally
pertain to their respective offices.

Section 2. Election and Term of OfficeThe officers of the Holding Company shall be eldaanually at the first meeting of the Board of
Directors held after each annual meeting of theedt@ders. If the election of officers is not haldsuch meeting, such election shall be held as soo
thereafter as possible. Each officer shall holiteftintil a successor has been duly elected anlifigdar until the officer’s death, resignatiorr, o
removal in the manner hereinafter provided. Electoappointment of an officer, employee, or agdatll not of itself create contractual rights. The
Board of Directors may authorize the Holding Comptmenter into an employment contract with anyoeff in accordance with regulations of the
Office; but no such contract shall impair the righthe Board of Directors to remove any officeaay time in accordance with Section 3 of this &e
V.

Section 3. RemovalAny officer may be removed by the Board of Direstashenever, in its judgment, the best interesta®Holding Compan
will be served thereby, but



such removal, other than for cause, shall be withboejudice to any contractual rights, if any, loé {person so removed.

For purposes of this section, removal for causkides, as defined in 12 C.F.R. §563.39 or any ssaraegulation enacted by the Office,
removal because of the officer’s “personal dishgnescompetence, willful misconduct, breach ofufidary duty involving personal profit, intentional
failure to perform stated duties, willful violatiaf any law, rule or regulation (other than trafficlations or similar offenses) or final cease-atasist
order.”

Section 4. VacanciesA vacancy in any office because of death, resignatiemoval, disqualification, or otherwise, mayfitied by the Board ¢
Directors for the unexpired portion of the term.

Section 5. RemunerationThe remuneration of the officers shall be fixechirme to time by the Board of Directors.
ARTICLE VI - Contracts, Loans, Checks, and Deposits

Section 1. ContractsTo the extent permitted by regulations of the @ffiand except as otherwise prescribed by thesavbylath respect to
certificates for shares, the Board of Directors rmathorize any officer, employee or agent of thédihg Company to enter into any contract or
execute and deliver any instrument in the namendfan behalf of the Holding Company. Such autharityy be general or confined to specific
instances.

Section 2. LoansNo loans shall be contracted on behalf of the HgdCompany and no evidence of indebtedness shakbed in its name
unless authorized by the Board of Directors. Suthaity may be general or confined to specificdanses.

Section 3. Checks, Drafts, EtcAll checks, drafts, or other orders for the paynmafmnoney, notes, or other evidences of indebteslisssied in
the name of the Holding Company shall be signedri®/or more officers, employees, or agents of thkeliig Company in such manner as shall from
time to time be determined by the Board of Direstor

Section 4. DepositsAll funds of the Holding Company not otherwise eoygld shall be deposited from time to time to theglitrof the Holding
Company in any duly authorized depositories aBiterd of Directors may select.

ARTICLE VII - Certificates for Shares and Their Tra nsfer

Section 1. Certificates for SharesCertificates representing shares of capital stdckeHolding Company shall be in such form asldtal
determined by the Board of Directors and approvethb Office. Such certificates shall be signedh®ychief executive officer or by any other officer
of the Holding Company authorized by the Board oEBtors, attested by the secretary or an assiseametary, and sealed with the corporate seal or a
facsimile thereof. The signatures of such offiagyen a certificate may be facsimiles if the cegtife is manually signed on behalf of a transfentge
a registrar, other than the Holding Company iteelbne of its employees. Each certificate for shafecapital stock shall be consecutively numben
otherwise identified. The name and address of #negm to whom

10



the shares are issued, with the number of sharkdate of issue, shall be entered on the stockfeabooks of the Holding Company. All certificates
surrendered to the Holding Company for transfetl fieacanceled and no new certificate shall beedsuntil the former certificate for a like numbér o
shares has been surrendered and canceled, exaejot the case of a lost or destroyed certificateew certificate may be issued upon such terms and
indemnity to the Holding Company as the Board akbtiors may prescribe.

Section 2. Transfer of SharesTransfer of shares of capital stock of the HoldBgmpany shall be made only on its stock transfekbo
Authority for such transfer shall be given onlythg holder of record thereof or by his legal repng¢ative, who shall furnish proper evidence of such
authority, or by his attorney thereunto authoribgd duly executed power of attorney and filed wiite Holding Company. Such transfer shall be r
only on surrender for cancellation of the certifiecéor such shares. The person in whose name #resbf capital stock stand on the books of the
Holding Company shall be deemed by the Holding Camypto be the owner for all purposes.

ARTICLE VIl - Fiscal Year; Annual Audit

The fiscal year of the Holding Company shall endlen31st day of December of each year. The appeintt of such accountants shall be sul
to annual ratification by the shareholders.

ARTICLE IX - Dividends

Subject only to the terms of the Holding Compargfiarter and the regulations and orders of the &ffite Board of Directors may, from time to
time, declare, and the Holding Company may payiddivds on its outstanding shares of capital stock.

ARTICLE X - Corporate Seal

The Board of Directors shall provide a corporata séhich shall be two concentric circles betweerncitshall be the name of the Holding
Company. The year of incorporation or an emblem ampear in the center.

ARTICLE XI - Amendments

These bylaws may be amended in a manner consisgitbntegulations of the Office and shall be effeetafter: (i) approval of the amendment
a majority vote of the authorized board of direstar by a majority vote of the votes cast by tharsholders of the Holding Company at any legal
meeting, and (ii) receipt of any applicable reguiatapproval. When the Holding Company fails to trissequorum requirements, solely due to
vacancies on the board, then the affirmative vbee majority of the sitting board will be requirtmlamend the bylaws.
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Exhibit 4.1
No. Sample Zero Shares

Lake Shore Bancorp, Inc.
| NCORPORATED UNDER THH. AWS OF THEU NITED S TATES OFA MERICA

This Certifies that is the owner of

fully paid and non-assessable Shares, par valuel$per share, of thEOMMON STOCKof
Lake Shore Bancorp, Inc.

(“Stock Holding Company”), a corporation organizedder the laws of the United States of America.shaes represented by this Certificate are
transferable only on the stock transfer books efSkock Holding Company by the holder hereof is@eror by his or her duly authorized attorney or
legal representative upon surrender of this Cardife properly endorsed. The shares representeligyCertificate are not insured by the Federal
Deposit Insurance Corporation or by any other gowveent agency

In Witness Whereof, the Stock Holding Company has caused this Centditabe executed by the signature of its duly@izhd officers and has
caused its corporate seal to be hereunto affixed.

[SEAL]

Secretary President and Chief Executive Offic

Dated:



L AKE SHORE B ANCORP, | NC.

The shares represented by this Certificate aredssubject to all the provisions of the Charter Bglhws of LAKE SHOREB ANCORP, | NC .,
incorporated under the laws of the United States (Etock Holding Company”) as from time to timeemded (copies of which are on file at the
principal office of the Stock Holding Company),dth of which the holder by acceptance hereof assent

The Stock Holding Company will furnish to any stbolder upon written request and without charge¢atement of the powers, designations,
preferences and relative, participating, optiomadtber special rights of each class of stock desehereof and the qualifications, limitations or
restrictions of such preferences and/or rightshSequest may be made to the Stock Holding Compaty its transfer agent and registrar, if any.

For value received, hereby sell(s), assign(s) and transfer(s) unto
shares of capital stock evidenced by this Certéicand do(es) hereby irrevocably constitute(s)appubint(s) as
Attorney, to transfer the said shares on the bobkise herein named Stock Holding Company, with fiolwer of substitution.

Date Signatur:

Signatur:

NOTICE: The signature to this assignment must correspotidtive name as written upon the face of the Ceatiéi, in every particular, without
alteration or enlargement, or any change whatso




Exhibit 5.1

[Thacher Proffitt & Wood LLP letterhead]

February 8, 2006

Lake Shore Bancorp, Inc.
125 East Fourth Street
Dunkirk, New York 14048

Re: Lake Shore Bancorp, In

Ladies and Gentlemen:

We have acted as special counsel to Lake ShoreoBariac., a federal corporation (the “Companyf) connection with the proposed
registration under the Securities Act of 1933, merded, by the Company of an aggregate of up @625 shares of common stock, $0.01 par value
per share, of the Company (the “Shares”), andelsad preparation and filing by the Company wlith Securities and Exchange Commission of a
Registration Statement on Form S-1 (the “RegistraBtatement”) pursuant to the Amended Plan of ggozation and Minority Stock Issuance (the
“Plan”). In rendering the opinion set forth belome do not express any opinion concerning law ctifien the federal law of the United States.

We have examined originals or copies, certifiedtherwise identified, of such documents, corporat®rds and other instruments, and have
examined such matters of law, as we have deemexsey or advisable for purposes of rendering li@an set forth below. As to matters of fact,
have examined and relied upon the factual reprasens of the Company contained in the Registrafitaiement and, where we have deemed
appropriate, representations or certificates dateft of the Company or public officials. We hagswamed the authenticity of all documents submitted
to us as originals, the genuineness of all sigeafuhe legal capacity of natural persons anddah&emity to the originals of all documents subeutt
to us as copies. In making our examination of amgudhents, we have assumed that all parties, diherthe Company, had the corporate power and
authority to enter into and perform all obligatidghereunder, and, as to such parties, we haveaaamed the due authorization by all requisit®acti
the due execution and delivery of such documents tlae validity and binding effect and enforceapithereof.

Based on the foregoing, we are of the opinion tiatShares have been duly authorized and, wheedssicontemplated in the Registration
Statement and the Plan, will be validly issued am$tanding, fully paid and n-assessablt



In rendering the opinion set forth above, we hastepassed upon and do not purport to pass upoapiplecation of securities or “blue-sky” laws
of any jurisdiction (except federal securities laws

This opinion is given solely for the benefit of tBempany and investors who purchase Shares of constook of the Company pursuant to the
Registration Statement, and may not be relied Ugyoany other person or entity, nor quoted in whwlén part, or otherwise referred to in any
document without our express written consent.

We consent to the filing of this opinion as an Exhio the Registration Statement and to the refeg¢o our name in the Prospectus contained in
the Registration Statement under the heading “LegdlTax Opinions.”

Very truly yours,

/s/ Thacher Proffitt & Wood LLP

T HACHERP ROFFITT & W ooDLLP



Exhibit 8.1

[Thacher Proffitt & Wood LLP Letterhead]
February 8, 20C

Lake Shore Savings & Loan Association
128 East Fourth Street

P.O. Box 512

Dunkirk, NY 14048-2291

Ladies and Gentlemen:

You have requested our opinion regarding all offdteral income tax consequences of the propoaeddctions (collectively, the
“Reorganization”)more fully described below, pursuant to which @ke Shore Savings and Loan Association will confrerh a New York chartere
mutual savings and loan association (the “Bankit) enfederal stock savings bank (“Stock Bank”) Badome the wholly-owned subsidiary of Lake
Shore Bancorp, Inc., a newly formed federal capitatk corporation (the “Company”) and (ii) the Guany will become a majority-owned subsidiary
of Lake Shore, MHC, a federal mutual holding comptirat will be chartered as of the closing datéheftransaction (the “MHC”). These transactions
and the related sale of Company common stock,didsmssed below, will be effected pursuant to theeAded and Restated Plan of Reorganization
and Minority Stock Issuance initially adopted bg tBoard of Directors of the Bank on August 9, 20 “Plan”). The Reorganization and its
component and related transactions are describi iRlan and in the Prospectus filed with the 8&esiand Exchange Commission in connection
with the Reorganization (the “Prospectus”). Werarglering this opinion pursuant to Section 22 efften. All capitalized terms used but not defined
in this letter shall have the meanings assignaélldm in the Plan or Prospectus. For purposes sidtter, the term “membership interests”, with
respect to either the Bank or the MHC, shall méanligjuidation rights in, respectively, the Bankiioe MHC.

The Reorganization will be effected, pursuant ®Rtan, as follows:

1. The Bank will exchange its New York mutualisgs and loan association charter for a federalialisavings bank charter (the “Charter
Conversion”).

2. The Bank will organize the MHC, which willifially be organized in stock form and initiallyiskas the Bar’s wholly-owned subsidiary
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3.  The MHC will organize two wholly-owned subisides, one of which will be the Company, and thteeo of which will be an interim stock
savings bank (“Interim”).

4. The following events will occur simultaneguplursuant to the Plan: (i) the Bank will exchaitgdederal mutual savings bank charter for a
federal stock savings bank charter and therebyrbe@tock Bank (the “Conversion”); (ii) the MHC wiléincel its stock and exchange its charter for a
federal mutual holding company charter and thet#nome a mutual holding company; (iii) Interim wilerge with and into Stock Bank with Stock
Bank surviving, and the former holders of membershierests in the Bank (“Bank Members”) will excdige the stock of Stock Bank constructively
received in the Conversion for membership interestae MHC (the “Exchange”). As a mutual entityetMHC will not have any authorized capital
stock. As a result of the merger and charter exgbdsinStock Bank will become a wholly-owned subsidat the MHC, and the Bank Members will
hold membership interests in the MHC comparabbaeéamembership interests they previously held éBhnk.

5. The MHC will then contribute all of the stookStock Bank to the Compar

As a result of these transactions, Stock Banklvélh wholly-owned subsidiary of the Company and@bmpany will be a wholly-owned
subsidiary of the MHC. In substance, upon the @nabnversion and pursuant to the other transactiescribed above, the Bank Members will
constructively receive the stock of Stock Bank wailtithen exchange such stock for membership irstisrgn the MHC.

Simultaneously with the Charter Conversion, thev@osion and the Exchange, the Company will offeseth additional shares of its common
stock pursuant to the Plan, with priority subséoiptrights granted in descending order of priotityEligible Account Holders, certain employee stock
benefit plans of the Bank, Supplemental Eligibledunt Holders, Other Depositors and certain memdieitse general public.

In connection with the opinions expressed belowhaee examined and relied upon originals, or copéesfied or otherwise identified to our
satisfaction, of the Plan and the Prospectus asddf corporate records of the parties to the Rexizgtion as we have deemed appropriate. We have
also relied, without independent verification, ugba factual representations of the Bank containéts letter to us dated of even date herewith. We
have assumed that such representations are trubairttie parties to the Reorganization will achk@cordance with the Plan. In addition, we have
made such investigations of law as we have deemegabpriate to form a basis for the opinions exprddselow.

Based on and subject to the foregoing, it is oumiop that for federal income tax purposes, underent law:
(a) as regards the Charter Convers
1. The Charter Conversion will constitute a gamization under Section 368(a)(1)(F) of the Ceahet
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2. The Bank, in either its status as the statrial savings and loan association or the fedeutilah savings bank, will recognize no gain or
loss as a result of the Charter Conversion.

(b) as regards the Conversion:

3. the Conversion will constitute a reorganiatiinder section 368(a)(1)(F) of the Code, andBtuak (in either its status as the Bank or Stock
Bank) will recognize no gain or loss as a resulhef Reorganization;

4. the basis of each asset of the Bank heldtdgkBank immediately after the Conversion willthe same as the Bank’s basis for such asset
immediately prior to the Conversion;

5. the holding period of each asset of the Bagill by Stock Bank immediately after the Conversidhinclude the period during which such
asset was held by the Bank prior to the Conversion;

6. for purposes of Code section 381(b), StoakkBaill be treated as if there had been no reomgitn and, accordingly, the taxable year of
the Bank will not end on the effective date of Reorganization and the tax attributes of the Bawulbject to application of Code sections 381, 382
384), including the Bank’s tax bad debt reservesearnings and profits, will be taken into accdunStock Bank as if the Reorganization had not
occurred;

7. no Bank Member will recognize gain or lossmphe constructive receipt of shares of Stock Bstokk solely in exchange for such Bank
Member’'s membership interests in the Bank;

8. aBank Member’s basis in the shares of SBakk stock constructively received in the Conversidll be the same as the basis of the Bank
membership interests constructively surrenderezkamange therefor;

9. aBank Member’s holding period for the shareStock Bank stock constructively received in @@nversion will include the holding period
of the membership interests constructively surregdién exchange therefor, provided such membeishdpests were held as capital assets on the date
of the Exchange; and

10. no Bank Member will recognize gain or lopsmi the issuance to such Bank Member of deposBsdok Bank in the same dollar amour
such Bank Member’s deposits in the Bank.

(c) asregards the Exchange:

11. the Exchange will qualify as an exchangproperty for stock under Code section 3
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12. no shareholder of Stock Bank (i.e., a forBa&nk Member) will recognize gain or loss uponftitamsfer to the MHC of Stock Bank stock
constructively received in the Conversion in exg@®&for membership interests in the MHC;

13. the basis of the membership interests iMHE received by each shareholder of Stock Bargxithange for such shareholder’s shares of
Stock Bank stock will be equal to the basis of ssitéires of Stock Bank stock;

14. the holding period of the membership interé@sthe MHC received by each shareholder of SBehk will, as of the date of the Exchange,
be equal to the holding period of the shares oflSBank stock transferred in exchange thereforyigesl such shares of Stock Bank stock were he
a capital asset on the date of the Exchange;

15. the MHC will recognize no gain or loss ujitsireceipt from the shareholders of Stock Bankhafres of Stock Bank stock in exchange for
membership interests in the MHC;

16. the MHC's basis for each share of Stock Bstokk received from a shareholder of Stock Bangkxitchange for membership interests in the
MHC will be equal to the basis of such share oflsto the hands of such Stock Bank shareholder; and

17. the MHC's holding period for each share mfc® Bank stock received from a shareholder of IS@&nk in exchange for membership
interests in the MHC will, as the date of the Exulp, be the same as the holding period of sucleshathe hands of such Stock Bank shareholder.

(d) as regards the offering under the Plan:
18. no gain or loss will be recognized by therPany upon the sale of shares of the Company consteok under the Plan;

19. itis more likely than not that the fair rkeir value of the nontransferable Subscription Rigbtpurchase shares of common stock of the
Company to be issued to Bank Members is zero amdydingly, that no income will be recognized bynB&embers upon the issuance to them of
Subscription Rights or upon the exercise of thesS8rption Rights;

20. itis more likely than not that the tax Isatsi the holders of shares of Company common siaothased in the Subscription Offering
pursuant to the exercise of Subscription Rightsvélthe amount paid therefor, and that the holgieigod for such shares of common stock will begin
on the date of completion of the Subscription Qffgr

The opinions set forth in (19) and (20) above a®edl on the position that the Subscription Righteat have any market value at the time of
distribution or at the time they are exercisedhgitgh the Internal Revenue Service (“IRS”) will ggue rulings on whether subscription rights have
market value, we are unaware of any instance ichvtiie IRS has taken the position that nontransfersubscription rights issued by a converting
financial institution have a market value. We urstiend that the Subscription Rights will be grargedo cost to the recipients, will be nontransferab
and of short duration, and will afford the recigi
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the right only to purchase common stock of the Camypat a price equal to its estimated fair markdte, which will be the same price as the purcl
price for the unsubscribed shares of such commamksBased on the foregoing, we believe thatiitée likely than not (i.e., there is a more than a
50% likelihood) that the Subscription Rights hawvenmarket value for federal income tax purposes.

Except as set forth above, we express no opini@mygparty as to the tax consequences, whetheraledeate, local or foreign, of the Charter
Conversion, the Conversion and the Exchange, angftransaction related thereto or contemplatethéyPlan. This opinion is given solely for the
benefit of the parties to the Plan, the sharehsldéStock Bank and Eligible Account Holders, Seppéntal Eligible Account Holders and other
investors who purchase shares pursuant to the &ta@nmay not be relied upon by any other partyntityeor referred to in any document without our
express written consent. We consent to the filihthis opinion as an exhibit to the FormlSied with the Securities and Exchange Commissiod tc
the references to us in the Prospectus under “Boedanization and Offering — Accounting Consequshaad the Form MHC-2 filed with the Office
of Thrift Supervision.

Very truly yours,

/s/ Thacher Profitt & Wood LLP

Thacher Profitt & Wood LLF



Exhibit 23.2
Consent of Independent Registered Public Accouriing

We hereby consent to the use in the Prospectual@ Ehore Savings & Loan Association, constitusirgart of this Amendment No. 2 to the

Registration Statement (Form S-1) and Forms MH@dL.MHC-2, of our report dated October 7, 2005,thegato the financial statements of Lake
Shore Savings & Loan Association which is includethat Prospectus.

We also consent to the reference to us under th@oa'Experts” in the Prospectus.

/sl Beard Miller Company LLP

Pittsburgh, Pennsylvania
February 8, 2006



Exhibit 23.3
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We hereby consent to the use in this Amendmen@No.Registration Statement on Form S-1 of our neghated July 21, 2004 relating to the
financial statements of Lake Shore Savings and |Association as of December 31, 2003 and for tleeyears then ended, which appears in such
Amendment No. 2 to Registration Statement. We edssent to the reference to us under the headirgeis” in such Amendment No. 2 to
Registration Statement.

/s/ PricewaterhouseCoopers LLP
Buffalo, New York
February 8, 2006



Exhibit 99.2

Lake Shore Bancorp, Inc.

Dear Valued Customer:

| am pleased to inform you of an investment oppuotyuand to request your vote. Lake Shore Saviageadrganizing into the mutual holding compi
corporate structure, pursuant to our plan of remimgdion. To facilitate the reorganization, we wveilange our corporate charter to a federal stock
savings bank charter. In connection with the rewizgion, we are forming Lake Shore Bancorp, Imtich is now conducting an initial public stock
offering. As a result of the corporate reorganzatind related offering, Lake Shore Bancorp, Irtt.ngcome partially owned by investors, while a
majority of its common stock will be owned by a mmitholding company that we are forming. Also parsito the reorganization, we are forming a
non-profit charitable foundation to be funded wstrares of Lake Shore Bancorp, Inc. common stock.

As an eligible Lake Shore Savings depositor as ofide 30, 2004, December 31, 2005 or [voting recordt@] you have an opportunity, without
any obligation, to subscribe for shares of Lake Shie Bancorp, Inc. common stock, before shares arefefed for sale to the public. The commol
stock is being offered at $10.00 per share, and mommission will be charged to investors during theffering.

THE PROXY VOTE  We have received conditional regulatory apprtwamplement the reorganization, as describetthénenclosed Proxy
Statement. We must also receive the approval oflepositors for three proposals — the plan of r@oiation, establishment of the charitable
foundation and the change to our corporate chaf@tJ/R PROMPT VOTE ON THE PROPOSALS IS VERY IMPORTANT . Please vote and sit
the enclosed proxy card(s), and return the catd(s¥ promptly, using the Proxy Reply Envelope med. You may receive more than one proxy ¢
depending on the ownership structure of your actsoanlLake Shore Savings. There moaluplicate proxy carddNOT RETURNING PROXY
CARDS HAS THE SAME EFFECT AS VOTING “AGAINST” THE P ROPOSALS. Our Board of Directors urges you to vote “FOR” each
proposal Please note that :

. The reorganization is an internal corporate resinirgg meant to provide flexibility to better achefuture business goals.

. Our business focus will not change. Lake Shorer@gswill continue to operate as an independenteonity-oriented bank.

. Deposit accounts will remain insured by the FedBeposit Insurance Corporation, up to the maximegal limits. Like all common stock, ti
common stock offered for sale cannot be inst

. The reorganization will not result in changes t ltfalance, interest rate or maturity of your depmrsioan accounts. You will continue to enjoy
the same services, with the same Board of Directodsstaff.

THE STOCK OFFERING  Before making an investment decision, pleagewethe enclosed Prospectus, including the seetditled “Risk
Factors.” If you are interested in purchasing shafd_ake Shore Bancorp, Inc. common stock, coreglet enclosed Stock Order Form and return it,
with full payment, in the Order Reply Envelope pdd. Payment may be in the form of check, moneégioor authorization to withdraw funds
(without early withdrawal penalty) from certain ggof Lake Shore Savings deposit accoun§gck Order Forms, properly executed and with full
payment, must bereceived (not postmarked) no later than 11:00 a.m. Eastern ifne, on , 2006.

After the offering concludes, the common stock wilde on the Nasdaq National Market, under thebs}riL SBK.”

If you have questions about the offering or votirgjer to the Prospectus and the Proxy Statemespectively, or call our Stock Information Center a
the number shown below.

Sincerely,

J@M‘ﬁ’ C ancassr
David C. Mancuso
President and Chief Executive Officer

This letter is neither an offer to sell nor a solitation of an offer to buy common stock. The offelis made only by the Prospectus. The shares of
common stock are not savings accounts or savingspesits and are not insured by the Federal Deposihsurance Corporation or any other
government agency.

Questions?

Call our Stock Information Center toll-free at (800) 80-8430,
from 10:00 a.m. to 4:00 p.m. Eastern Time, Mondayhrrough Friday, except bank holidays



| am pleased to inform you of an investment oppotyu Lake Shore Bancorp, Inc., the newly formeatktholding company
of Lake Shore Savings, is conducting an initiallmustock offering. As a result the offering, La8bore Bancorp, Inc. will
become partially owned by investors, while a méjyoof its common stock will be owned by a mutualdimg company that
we are forming as part of our plan of reorganizatidlso in connection with the reorganization, we forming a non-profit
charitable foundation to be funded with sharesaifd_Shore Bancorp, Inc. common stock. After thegaization and relatt
offering, we will continue to operate as an indegent, community-oriented bank.

As an eligible Lake Shore Savings depositor as ofide 30, 2004 or December 31, 2005, whose accourd baen closed,
you have an opportunity, without any obligation, tosubscribe for shares of common stock, before sharare offered for
sale to the public. The common stock is being offed at $10.00 per share, and no commission will bearged to
investors during the offering.

Before making an investment decision, please rett@renclosed Prospectus, including the sectiatiexhtRisk Factors.” If
you are interested in purchasing shares of LakeeSBancorp, Inc. common stock, complete the endl&eck Order Form
and return it, with full payment, in the Order Refinvelope providedStock Order Forms, properly executed and with ful
payment, must bereceived (not postmarked) no later than 11:00 a.m. Eastern ime, on , 2006.

After the offering concludes, the common stock walde on the Nasdaq National Market, under thebsy . SBK.”

If you have questions regarding the offering, pbesefer to the Prospectus or call our Stock InfdimmaCenter at the number
shown below.

Sincerely,

awid (S ancadd
David C. Mancuso
President and Chief Executive Officer

This letter is neither an offer to sell nor a solitation of an offer to buy common stock. The offeiis made only by the
Prospectus. The shares of common stock are not sags accounts or savings deposits and are not insdrby the
Federal Deposit Insurance Corporation or any othegovernment agency.

Questions?
Call our Stock Information Center toll-free at (800) 806-8430,
from 10:00 a.m. to 4:00 p.m. Eastern Time, Mondayhrrough Friday, except bank holidays



| am pleased to inform you of an investment oppotyu Lake Shore Bancorp, Inc., the newly formeatktholding company
of Lake Shore Savings, is conducting an initiallpustock offering. As a result of the offering, keaShore Bancorp, Inc. will
become partially owned by investors, while a méjyoof its common stock will be owned by a mutualdimg company that
we are forming as part of our plan of reorganizatidlso in connection with the reorganization, we forming a non-profit
charitable foundation to be funded with sharesaifd_Shore Bancorp, Inc. common stock. After thegaization and relatt
offering, we will continue to operate as an indegent, community-oriented bank.

Before making an investment decision, please rett@renclosed Prospectus, including the sectiatiexhtRisk Factors.”
The common stock is being offered at $10.00 perestzand no commission will be charged to investionéng the offering. If
you are interested in purchasing shares of LakeeSBancorp, Inc. common stock, complete the endl&eck Order Form
and return it, with full payment, in the Order Refinvelope providedStock Order Forms, properly executed and with ful
payment, must bereceived (not postmarked) no later than 11:00 a.m. Eastern ime, on , 2006.

After the offering concludes, the common stock walde on the Nasdaq National Market, under thebsy.SBK.”

If you have questions regarding the offering, ptegeger to the enclosed Prospectus or call ourkStdormation Center at tr
number shown below.

Sincerely,

awid (S ancadd
David C. Mancuso
President and Chief Executive Officer

This letter is neither an offer to sell nor a solitation of an offer to buy common stock. The offeiis made only by the
Prospectus. The shares of common stock are not sags accounts or savings deposits and are not insdarby the
Federal Deposit Insurance Corporation or any otheigovernment agency.

Questions?
Call our Stock Information Center toll-free at (800) 806-8430,
from 10:00 a.m. to 4:00 p.m. Eastern Time, Mondayhrough Friday, except bank holidays



RYAN Beck & CO.

Dear Sir/Madam:

At the request of Lake Shore Bancorp, Inc., weeaidosing materials regarding the offering of L&kere Bancorp, Inc.
common stock. We have included in the package spRatus describing the stock offering.

Ryan Beck & Co., Inc. has been retained by Lake&Bancorp, Inc. as selling agent in connectioin wie stock offering.

Sincerely,

RYAN BEck &.CO.
This letter is neither an offer to sell nor a solitation of an offer to buy common stock. The offeiis made only by the

Prospectus. The shares of common stock are not sags accounts or savings deposits and are not insdréy the
Federal Deposit Insurance Corporation or any otheigovernment agency.

D



— Lake Shore Bancorp, Inc.

You're
Invited!

You are cordially invited to a Community Meetingléarn more about the offering of Lake Shore Bapcbrc. common stoc
and the business focus of Lake Shore Savings. Sexézutives of Lake Shore Bancorp, Inc. will préseformation and

, 2006
7:00 p.m.
< Place >
< Address >

For reservations, call our Stock Information Centertoll-free at (800) 806-8430, from
10:00 a.m. to 4:00 p.m. Eastern Time,

answer your guestions.

Monday through Friday, except bank holidays.
Thisinvitation is neither an offer to sell nor a solicitation of an offer to buy common stock. The offer is made only by the Prospectus. The shares of
common stock are not savings deposits or savings accounts and are not insured by the Federal Deposit | nsurance Corporation or any other

government agency.



YOUR VOTE IS IMPORTANT TO US!

Please vote and return the enclosed
Proxy Card!

IF YOU HAVE NOT YET VOTED THE PROXY CARD(S) WE RECE NTLY MAILED TO YOU
PLEASE VOTE THE ENCLOSED REPLACEMENT PROXY CARD.

FOR YOUR CONVENIENCE, WE HAVE ENCLOSED A REPLY ENVE LOPE.

Note that:
. VOTING DOES NOT OBLIGATE YOU TO PURCHASE SHARE3F COMMON STOCK DURING OUR

OFFERING.
THE PLAN OF REORGANIZATION CHANGES OUR CORPORETFORM OF ORGANIZATION. IT WILL

NOT RESULT IN CHANGES TO OUR STAFF OR YOUR ACCOUNRELATIONSHIPS. DEPOSI

ACCOUNTS WILL CONTINUE TO BE FDIC- INSURED.
YOUR BOARD OF DIRECTORS RECOMMENDS A VOT* FOR” EACH PROPOSAL LISTED ON YOUE

PROXY CARD.
If you receive more than one of these reminder marlgs, please vote

each proxy card received. None are duplicates!

QUESTIONS?
Please call our Stock Information Center toll-freeat (800) 806-8430
Monday through Friday, from 10:00 a.m. to 4:00 p.mEastern Time,
except bank holidays

. Lake Shore Savings

P1



REMINDER

PLEASE VOTE AND RETURN THE ENCLOSED
PROXY CARD!

If you are unsure whether you voted the Proxy Card)
we sent to you, please vote the enclosed
replacement Proxy Card.

Your vote cannot be counted twice!

YOUR BOARD OF DIRECTORS URGES YOU TO VOTE “ FOR " EACH
PROPOSAL LISTED ON YOUR PROXY CARD.

NOT VOTING HAS THE SAME EFFECT AS VOTING
“‘“AGAINST” THE PROPOSALS.

Voting does not obligate you to purchase shares obmmon stock during our
offering, nor does it affect your deposit accountsr loans.

If you receive more than one of these remainder miangs, please vote each proxy card received. Noneez

duplicates!

THANK YOQOUI!
Questions?

Please call our Stock Information Center toll-freeat (800) 806-8430,

Monday through Friday, from 10:00 a.m. to 4:00 p.mEastern Time,
except bank holidays

: Lake Shore Savings

P2
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Bupness Sateqy And Could Be Harmed By The Loss O Thes 13 Cwr Conbribution To The Lake Shore Charfiable Foundation bay Mot Be Tax

Cesdipctibie, WNCH Could Hurt Qur Profits
B, The implemesation OF Siock-Based Benefds Wil Incmase Our Fulun
Compenaation. Expenea And Reduce Owr Eamings, And May Didle Your 14 I'..mpnlllm ant.lFrmta.q.- Mu:mmmww-wmm"mm

Crwmarsiig Imomst In Laia Shom Bancorp. Aetmn Dvposis And Onignats Lopns

7, Ator Tha Cﬂ'ﬂll , G Asbum On &y Wil Be Lo- E.{IHIJ-I!N{I To Omar 15 mmlﬂlmﬂlﬂmm Ciould Alvirsely Afoc] Qur Resuns OF Opamtons And
Comparies. This et Mot The Price O Your Camiman 53 Finaresal Condit

B, Our Abddity To Grow May Be Lmited 1 o Cannot Make Acquisiions

Sulsscaiption nﬂmnmmmmmu'ubinmmm-ummmmmm. Laka Shorg , Ing, will pursun arry and 5l legal and eiuitable remodes n
they avnt i boccames awnnn of the trarsder of subscription rghts, and wil nob honor grdirs, kncem b i sasch ranater.

= DRDER NOT VALID UNLESS SIGNED —=%

ONE SIGNATURE RECUIRED, UNLESS SECTION & OF THES FORM IMNCLUDES ACCOUNTS RECUIRING MORE THAN ONE SIGHNATURE TO AUTHORIZE WITHDRAWAL
IF SIGNING AS A CUSTODWN, CORPORATE OFFICER, ETC,, PLEASE INCLUDE YOUR FULL TITLE.

i

Signiahirs (I, i appecaliie) {Dte)  Signatues [1ifte,  apitcatial {Dala)

GUESTIONS? Cail our Stock information Center toll-free at (200] 806-8430, Monday through Friday from 10:00 a.m. to 4:00 pom., Eastern Time.







Lake Shore Bancorp, Inc.
Stock Order Form Instructions

Sections (1] and [2) - Number of Shares and Total Payment Due. Indicate the Number of Shams for which you wish b subscribe and the Total
Payment Due. Calculate the Total Payment Due by multiplydng the number of shanes by the S10.00 price per share. The menimurm: purchase s 25 shaes
(5250}, Tha maximum allowable purchase by an Individusl, or by Individuals exercising subscription nights through a single quasitying deposit nocount hold
jaintly, s 30,000 shares [$200,000), Further, no person, together with associates or persons acting In concer, may purchase an aggregate of mom than
40,000 shares ($400,000), in all categonies of the offering, combined. Please soe the Prospectus section entitled *The Recmanization and Cffering” for
miore spacific information. By signing this form, you am certitying that your order doos not conflict with thess purchase Emitations. - After maaipt of this
aeder, it may nat ko modified or canceled without Loke Shore Bancorp, Ino.'s consant,

Section (3] - Payment by Check or Money Order. Payment may be made by including with this form a personal check, bank chack or manoy order
payable to Lake Shore Bancorp, lnc. These will be cashed immaediately upon necaipt, so the funds must be availabla within the accounis whon your
Oirder Form |8 received. You may nol remit cash, o Laoke Shom Sovings line of credi check, o third party cheok or wine tranaders, Inberest on your funds
will be sarned al 1he Lake Shore Savings passbook savings rate until the aferng ia completed.

Section (4] - Payment by Account Withdrawal, Payment may ba made by authodzing direct withdrawal from your Lake Shome Sovings deposit
accountis). Indicate the account numbens) and the amownt(s] that you wish withdeswm, Funds designated for withdrowal must be availables within the
accountis) at the time this stock ondor form is received, Upon receipt of this ordes, we will place a hold on the amounts) designated by you -- thoy will
b unavadlable o you lor withdrowal during tha stock offering. The funds will continue 19 sarm intenest within the account(s) at the contractund rate, and
account withdrvwnls will be made at tha compietion of the offering. Thone will bo no eary withdrawal penatty for withdrawal from a Lake Shore Sovings
cortificate of deposit pocount. Note that you may NOT designate Lake ﬂmchwllu' or NOW acoounts for direct withdrawal, Submit a check
instead. You may authorize withdrawal from all types of M Market s Sawings sccounts and Certificat q’lbﬂpuﬂt.\hlm-'
mtdﬂ.mhmllrnﬁmmwhhrmﬂﬂdm Fugﬁl-m-ulu.mhuhhrﬁh,,_‘ t the
Stock Information Center as Soon as possible - preferably at least two weeks before the _,mmm“

Section (5) - Purch Infarmati Pisase check the one box that apphes to the purchaser(s] listed in Seclion 7 of this form. Purchase prioriias
are based on eligibility dotes. Boxes (o), (b} and (c] refer to the Subscription Offering. Il you checkod box {a, (b) or {c), lis1 ofl Lake Shore Sovings
deposit account numbers that the purchasens) ha ownership in as of the applicabde elgibiity date. Include ol forms of pocaurt ownarship (indwidual,
joint, IRA, elc). H purchasing shares for a minor, 51 only the minor's eligle sccounts. W purchasing shares for a cowporation or parnecship, Bt only
that entity's eliphis accounts. Attach a soparls page, If necessare. Failure Lo complate this section, or providing Incorract or Incomplets infor-
mation, could result In a loss of part or all of your share allocation in the event of an eversubscription. Box (d) rofors to 8 Community
Offering, if held, Orders placed in the Subsoniption Offenng will take prefarence over orders placed in o Community Offering. See "The Reorganization
and Cifering® section of the Prospectus for furthor dotads about the Subscription Offering and Community Otfering. and the mathod for aliocating shams
In the event of an oversubscription,

Section (6} - M 1t and Employees, Check the box if you are a Like Shore Savings diroctor, officer or employes ar a membor of thiie imeme-
diate family. mmodeate family Inchrdes spouse, parents, silings and children who live in the sShme house a2 the direclon officer or employes.

Section (T) - Stock Registration. Clearly PRINT the name|s) in which you want the shores registersd and the madling addras for ol comespontence
redpted 1o this order, including & stock cerificate, Each Stock Order Form will generate one stock certificate, subject 1o the stock allocation proviskons
described in the Prospectus. IMPORTANT: Subscription rights are t ferable. I you checkied box {a), (b} or (¢} as & purchaser aligible in the
Subscription Offering, you may not add the namaels) of personsfontitas who do not have subscription rghts or who qualily only in & lower purchase
priority than yours. A Social Security or Tax ID Number must be provided.  The first numboer listed will be idontified with the stock cortificats for tax
reporting purposes. Listing at least one phone nember is impodand, in the ovont wo need to contact you about this form. NOTE FOR NASD MEMBERS:
If you are a mambar of the MASD {"National Association of Securities Dealars”), or o perscn affiiated or associated with an NASD member, you may hove
additicnal reporting requiremants. Ploass report this subssription in writing to the applicabls MASD membor within cno day of paymant tharool.

Section [B) - Form of Stock Ownership. For reasons af clardty and standardization, the steck transler industry has developed unilorm stockholdes
registrations for issuance of slock cerlificates, Beneficianies may not ks named on steck registraion. 1f you have any guastions on wills, astates,
benaficiarien, ote., ploass consull your Jogal adviscr, When regiatering stock, do nol use twe initials - use the Tull fired name, middle iniial and |ast nome.
Omit words that do ot affect ownership such o8 “Or”, "Mra.", ste. Check the one box that sppbies,

Mu!hﬂ:lnﬂhﬂduﬂlu Used when shares ane regesterad in the nama of only one owner. To qualify In the Subscription Offering, the
namad In Section 7 of this form mazet have had an eligitle doposit account at Lake Shore Savings on either June 30, 2004, Decembar
31.2905w_ . 2008,

Joint Tenants - Jont Tonancy [with Right of Surdivorship] may be specified to identify two or more ownors wherm ownership is intended to
pass automatically to the Surviving tenant{s). Al gwners must agroe 1o the sale of shars. To qualify in the Subscription Otfering, the purchasens
named in Section 7 of this form must kave had an cligible deposit account ol Lake Shom Bavings on sither June 30, 2004, Decombear 31,
2005 or L« 2008,

Tenants in Common - May be specified to ldanily two or mote cwners whene, upon the dasth of one so-tenant, ownersiip of the stock will
st hatilel by e suviving co-tenant(s) and by the heirs of the deceased co-lenant. Al cwnors must agnee o the sale of shares. To qualify in the
Subscription Ofering, the par in Secticn T of this form must hove had an sligible deposit account 81 Lake Shore Savings on
pither Jurs 30, 2004, December 31, 2005 or . 20086,

Buying Stock for a Minor - Sharms may be held in the name of a custadian for o minor undar the Unifgem Trnsfer to Minors Act. To
wualify i the Subscription (foring, the mince inot the custodian) named in Section 7 of this form must have had an eligible deposit account
at Lake Share Saving on either June 30, 2004, December 31, 2005 or . 2006, The standard abbreviation for custodian is "CUST",
while tha Unitorm Transfer to Minors Act is "UTMA®, followed by the state abbreviation. For exnmple, stock held by John Smith as custodian
for Susan Smith under the NY Uniform Transfoer to Minoes Act, should be registerod as John Smith CUST Susan Smith UTMA NY (st only tho
minar's social security number],

Buying Stock for a Corporation/Partnership - On the firsl nama line, indicate tha name of the corporation or partnarship and indicate that
antity's Tax |0 Number for reporting purposas. To qualify in the Subserption Offaring, the corparntion of pannershe ramed in Seetion T of this
farm must hivvo hod on ebgible deposit scoount &t Lake Shore Savings on either Juns 30, 2004, December 31, 2004 or 06,

Buying Stock in a Trust/Fiduclary Capacity - Indicate the name of the fiduclary and the capacity under which they ame acting {for
oxamplo, "Exocutart], o the name of the trust, the tusiees and the date of the trest, indicate the Tax D Numbor to be wsod for mparting
purpases. To qualify in the Subscription Oftering, the entity named in Section T of this form must have had an eligible deposit sccount at Lake
Shore Savings on either June 30, 2004, December 31, 2005 or + 008,

Buying Stock in a Self-Directed IRA - [Tor frusfoabroker vse only) Registration should reflect the custodian or trustes firm's registration
requirements. For example, on the first name line ndicate the name of the brokerage firm, followed by CUST or TRUSTEE. On the second
name fine, indicate the nams of the beneficial owner (for axample, “FBO JOHN SMITH IRA%). You can indicate an account number of othis
undesfying information, and the custodian or Trustee finm's sddress and department 1o which all correspondence should be maiked related to
thiz ordar, mciuding & stock conificate. Indicate the Tax ID Number undar which the IRA sccount should be reported lor tax purposes, To

qualify in the Sulbscription O . i benaficial owher d bn Section T of this form must have had an efigible deposit account ot Lok
ﬂwu&umm-lﬁmdmmmmal 200500 2006,
Saction (9] - Ach ledp and Slgnature. Sign and date this form whore indicated. Before you sign, ploase carsfully review the information you

provided and read the acknowledgmeont.  Verify that you hove printed clearly, and comploted all applicable shaded arcas on this form. Only ono
signature is required, unless any account listed in Section 4 of this form mquines more than one signature to authorize a withdmavwal.

Pleass review the Prospecius canefully bafor m}ungmlmﬂuhﬂhidbcmmpwmﬂuhd Stock Order Form, with full payment andfor
withdrawal authorization, so that it is received [not p ked} by Lake Shore Bancorp, Inc. by 11:00 a.m., Eastern Time, on

., BODB. W are nel required o accept Stock Order Farms that am found 1o ba deficient o ncamsct, that do not inchuds proper payment
ummawuu{s; An oeder reply envelope has Boen included for your convenience. OVERNIGHT DELIVERY can be made to the Stock
Information Cenber which is located at sur adminisirative office, 31 Esst Fourth Street, Dunkirk, NY 14048. You may also hand deliver
to this location. Ploase do not deliver Stock Order Forms to our main banking office in Dunkirk or to Lake Shore Savings branch offices.

QUESTIONS? call our Stock Information Center toll-free at (B00] 808-8430, Monday through Friday from 10:00 a.m. to 4:00 p.m., Eastern Time.




