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Board of Directors

FSB Community Bankshares, MHC
FSB Community Bankshares, Inc.
Fairport Savings Bank

45 South Main Street

Fairport, New York 14450

To the Boards of Directors:

At your request, we have completed and hereby provide an independent appraisal
(“Appraisal™) of the estimated pro forma market value of the common stock that will be offered in
connection with the stock issuance plan described below. This Appraisal is furnished pursuant to the
conversion regulations promulgated by the Office of Thrift Supervision ("OTS”). Specifically, this
Appraisal has been prepared in accordance with the “Guidelines for Appraisal Reports for the
Valuation of Savings and Loan Associations Converting from Mutual to Stock Form of
Organization” as set forth by the OTS, and applicable regulatory interpretations thereof.

Description of Stock Issuance Plan

In January 2005, Fairport Savings Bank (“Fairport Savings” or the “Bank™) reorganized into
the mutual holding company form of ownership, creating FSB Community Bankshares, MHC (the
“MHC”) and mid-tier holding company FSB Community Bankshares, Inc. (“FSB Community” or
the “Company”). On.January 24, 2007, the board of directors adopted a Stock Issuance Plan (the
“Plan™) pursuant to which the Company will sell a minority of its common stock to the public. It is
anticipated that the public shares will be offered in a subscription offering to the Bank’s Eligible
Account Holders, Tax-Qualified Employee Stock Benefit Plans including the employee stock
ownership plan (the “ESOP”), Supplemental Eligible Account Holders and Other Members, as such
terms are defined for purposes of applicable federal regulatory requirements governing mutual-to-
stock conversions. To the extent that shares remain available for purchase after satisfaction of all
subscriptions received in the subscription offering, the shares may be offered for sale in a
community offering.

The aggregate amount of stock sold by the Company cannot exceed the appraised value of
the Bank. Immediately following the offering, the primary assets of the Company will be the capital
stock of the Bank and the net offering proceeds remaining after contributing proceeds to the Bank.
The Company will contribute at least 50% of the net offering proceeds in exchange for capital stock
of the Bank. The remaining net offering proceeds, retained at the Company, will be used to fund a
loan to the ESOP and as general working capital.
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RP® Financial, LC.

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

Valuation Methodology

In preparing our appraisal, we have reviewed the Bank’s, the Company’s and MHC’s
regulatory applications, including the prospectus as filed with the OTS and the Securities and
Exchange Commission (“SEC”). We have conducted a financial analysis of the Bank that has
included due diligence related discussions with the Company’s management; Beard Miller &
Company, the Bank’s independent auditor; Luse Gorman Pomerenk & Schick, P.C., the Company’s
conversion counsel: and Sandler O’Neill & Partners, L.P., which has been retained as the financial
and marketing advisor in connection with the Company’s stock offering. All conclusions set forth in
the Appraisal were reached independently from such discussions. In addition, where appropriate, we
have considered information based on other available published sources that we believe are reliable.
While we believe the information and data gathered from all these sources are reliable, we cannot
guarantee the accuracy and completeness of such information.

We have investigated the competitive environment within which the Company operates and
have assessed the Company’s relative strengths and weaknesses. We have monitored all material
regulatory and legistative actions affecting financial institutions generally and analyzed the potential
impact of such developments on Fairport Savings and FSB Community and the industry as a whole
to the extent we were aware of such matters. We have analyzed the potential effects of the stock
conversion on the operating characteristics and financial performance as they relate to the pro forma
market value of FSB Community. We have reviewed the economy and demographic characteristics
of the primary market area in which the Company currently operates. We have compared the Bank’s
financial performance and condition with publicly-traded thrift institutions evaluated and selected in
accordance with the Valuation Guidelines, as well as all publicly-traded thrifts and thrift holding
companies. We have reviewed conditions in the securities markets in general and the markets for
thrifts, thrift holding companies and mutual holding companies including mutual holding company
offerings.

The Appraisal is based on the Company’s representation that the information contained in the
regulatory applications and additional information furnished to us by the Company, the Bank and its
independent auditors, legal counsel, investment bankers and other authorized agents are truthful,
accurate and complete. We did not independently verify the financial statements and other
information provided by the Company, or its independent auditors, legal counsel, investment
bankers and other authorized agents nor did we independently value the assets or liabilities of the




Board of Directors
February 23, 2007

Page 3

Company. The valuation considers FSB Community only as a going concern and should not be
considered as an indication of liquidation value.

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

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

Valuation Conclusion

It is our opinion that, as of February 23, 2007, the estimated aggregate pro forma market
value of the shares to be issued immediately following the offering, both shares issued publicly as
well as to the MHC, was $21,000,000 at the midpoint, equal to 2,100,000 shares issued at a per share
value of $10.00. Pursuant to conversion guidelines, the 15% valuation range indicates a minimum
value of $17,850,000 and a maximum value of $24,150,000. Based on the $10.00 per share offering
price determined by the board of directors, this valuation range equates to total shares outstanding of
1,785,000 shares at the minimum of the valuation range and 2,415,000 total shares outstanding at the
maximum of the valuation range. In the event that the appraised value is subject to an increase, the
aggregate pro forma market value may be increased up to a super maximum value of $27,772,500
without a resolicitation. Based on the $10.00 per share offering price, the super maximum value
would result in 2,777,250 total shares outstanding. The board of directors has established a public
offering range such that the public ownership of the Company will constitute a 47.0% ownership
interest of the Company. Accordingly, the offering range to the public of the minority stock will be
$8,389,500 at the minimum, $9,870,000 at the midpoint, $11,350,500 at the maximum and
$13,053,080 at the super maximum.

Limiting Factors and Considerations

The valuation is not intended, and must not be construed, as a recommendation of any kind
as to the advisability of purchasing shares of the common stock. Moreover, because such valuation
is determined in accordance with applicable OTS regulatory guidelines and is necessarily based
upon estimates and projections of a number of matters, all of which are subject to change from time
to time, no assurance can be given that persons who purchase shares of common stock in the
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conversion will thereafter be able to buy or sell such shares at prices related to the foregoing
valuation of the estimated pro forma market value thercof. The appraisal reflects only a valuation
range as of this date for the pro forma market value of FSB Community immediately upon issuance
of the stock and does not take into account any trading activity with respect to the purchase and sale
of common stock in the secondary market on the date of issuance of such securities or at anytime
thereafter following the completion of the public stock offering.

The valuation prepared by RP Financial in accordance with applicable OTS regulatory
guidelines was based on the financial condition and operations of FSB Community as of December
31, 2006, the date of the financial data included in the prospectus.

RP Financial is not a seller of securities within the meaning of any federal and state securities
laws and any report prepared by RP Financial shall not be used as an offer or solicitation with
respect to the purchase or sale of any securities. RP Financial maintains a policy which prohibits RP
Financial, its principals or employees from purchasing stock of its financial institution clients.

The valuation will be updated as provided for in the OTS conversion regulations and
guidelines. These updates will consider, among other things, any developments or changes in the
financial performance and condition of FSB Community, management policies, and current
conditions in the equity markets for thrift stocks, both existing issues and new issues. These updates
may also consider changes in other external factors which impact value including, but not limited to:
various changes in the federal and state legislative and regulatory environments for financial
institutions, the stock market and the market for thrift stocks, and interest rates. Should any such
new developments or changes be material, in our opinion, to the valuation of the shares, appropriate
adjustments to the estimated pro forma market value will be made. The reasons for any such
adjustments will be explained in the update at the date of the release of the update.

Re%)ectfully submitted,
FINANCIAL LC.

William E. Pommerening j

Chief Executive Officer and
Managing Director
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Fairport Savings is headquartered in Fairport, New York, a suburb of Rochester in
upstate New York. The Bank conducts operations through three facilities: a main office and
branch office in Fairport and a newly opened branch office in the adjacent community of
Irondequoit. All of the Bank’s offices are located in Monroe County, New York within the
Rochester metropolitan area. A map of the Bank’s office locations is included as Exhibit I-1.
The Bank is a member of the Federal Home Loan Bank (“FHLB”) system and its deposits are
insured up to the maximum allowable amount by the Federal Deposit Insurance Corporation
(“FDIC”). At December 31, 2006, Fairport Savings had $152.8 million in assets, $108.6 million
in deposits and total equity of $13.9 million equal to 9.1% of total assets. Fairport Savings’

audited financial statements are included by reference as Exhibit 1-2.

Plan of Reorganization and Stock Offering

In January 2005, Fairport Savings Bank (“Fairport Savings” or the “Bank”) reorganized
into the mutual holding company form of ownership, creating FSB Community Bankshares,
MHC (the “MHC”) and mid-tier holding company FSB Community Bankshares, Inc. (“FSB
Community” or the “Company™). On January 24, 2007, the board of directors adopted a Stock
Issuance Plan (the “Plan™) pursuant to which the Company will sell a minority of its common
stock to the public. It is anticipated that the public shares will be offered in a subscription
offering to the Bank’s Eligible Account Holders, Tax-Qualified Employee Stock Benefit Plans
including the employee stock ownership plan (the “ESOP™), Supplemental Eligible Account
Holders and Other Members, as such terms are defined for purposes of applicable federal
regulatory requirements governing mutual-to-stock conversions. To the extent that shares
remain available for purchase after satisfaction of all subscriptions received in the subscription

offering, the shares may be offered for sale in a community offering.

Concurrent with the reorganization, the Company will retain up to 50% of the net stock
proceeds. Immediately after consummation of the reorganization, it is not anticipated that the

MHC or the Company will engage in any business activity other than ownership of their
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respective subsidiaries and investment of stock proceeds that are retained by the Company. The
Company’s initial activities will be ownership of its subsidiary, Fairport Savings, investment of
the net cash proceeds retained at the holding company level (initially in short-term investment
securities} and extending a loan to the Bank’s newly-formed employee stock ownership plan
(“ESOP™). Subsequent activities of the Company, pursuant to regulatory guidelines and
limitations, may include payment of regular or special dividends, acquisitions of other financial

institutions, acquisitions of other financial service providers and/or stock repurchases.

Strategic Overview

Over the Bank’s history since 1888, Fairport Savings’ operations have been fairly
reflective of a traditional thrift in which 1-4 family residential mortgage loans (primarily fixed
rate) and retail deposits have constituted the principal components of the Bank’s assets and
liabilities, respectively. The Bank’s customer base is drawn from the immediate areas
surrounding the offices. Beyond traditional 1-4 family loans, the Bank has pursued only limited
activities into other types of lending such as home equity lines of credit, commercial real estate,
multi-family, land, and consumer loans. Retail deposits have consistently served as the primary
interest-bearing funding source for the Bank, with time deposits constituting the largest portion
of the deposit base. More recently, borrowings have served as an alternative funding source for
the Bank to support growth objectives. The Bank’s use of borrowings has typically been limited
to FHLB advances. As lending has been a continuous focus for the Bank, in recent years growth

in the cash and investments portfolio has been restrained.

Fairport Savings’ core earnings are largely dependent upon net interest income, operating
expense levels and strong asset quality, as the relatively undiversified product line and lower
levels of transaction account deposits result in limited levels of non-interest income. The Bank
intends to raise capital through a minority stock offering. The increase in capital from the
minority stock offering will increase liquidity, leverage capacity and overall financial strength of
Fairport Savings. In addition, the new capital is intended to support earnings through
reinvestment of the net proceeds and will reduce interest rate risk through enhancing the Bank’s
interest-earning-assets-to-interest-bearing-liabilities (“IEA/IBL”) ratio. The additional funds

realized from the stock offering will provide an alternative funding source to deposits and
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borrowings in meeting the Bank’s future funding needs, which may facilitate a reduction in
Fairport Savings’ funding costs. Additionally, Fairport Savings’ higher equity-to-assets ratio
will also better position the Bank to support expansion of the balance sheet. Such expansion
would most likely occur through the establishment or.acquisition of additional banking offices or
customer facilities that would provide for further penetration in the markets currently served by
the Bank or nearby surrounding markets. The Bank will also be positioned better to pursue
growth through acquisition of other financial service providers following the stock offering,
given its strengthened capital position. At this time, the Bank has no specific plans for
acquisitions, but in January 2007 opened its Irondequoit office and has plans for adding two or
three additional branches in adjacent markets over the next several years. The projected use of
proceeds is highlighted below.

0 MHC. The MHC was previously capitalized in conjunction with the 2005

reorganization into the MHC form of ownership and no additional capitalization
of the MHC is anticipated in the Plan.

0 The Company. The Company is expected to retain up to 50% of the net
conversion proceeds. At present, funds at the holding company level are
expected to be initially invested into a loan to the ESOP and short-term
investment grade securities. Over time, the funds may be utilized for various
corporate purposes, which may include acquisitions, infusing additional equity
into the Bank, repurchases of common stock, and the payment of regular and/or
special cash dividends.

0 The Bank. Approximately 50% of the net conversion proceeds will be infused
into the Bank. Cash proceeds (i.e., net proceeds less deposits withdrawn to fund
stock purchases) infused into the Bank will initially be invested in short-term,
liquid investments and over time become part of general funds, pending
deployment into loans and investment securities.

Balance Sheet Trends

Table 1.1 shows the Bank’s historical balance sheet data for the years ended June 30,
2002 and 2003 and (after a change in fiscal year end) from December 31, 2004 through 2006.
Between June 30, 2002 and December 31, 2006, Fairport Savings’ assets increased at an annual
rate of 11.2%. Growth in the balance sheet has been driven by the Bank’s lending activities,

with significant growth in 1-4 family loans funding with a combination of deposit growth and




'SUQIIBINDED [B[DUBU|Y dY PUE SIUDLIRIRIS [B[QURU| PIPNY 1821N05

£ 007 Alenuel u| 3340 piiyl e pauado sbuiaeg podies (2)

() ¢ 4 z z [4
%il’E %806 0L8°CT %T56 819'¢t %S0T 66T°ET %09°1T ozt %Ip' 2T EPLTT
%81 601 YvE 8T $Z0'82 %Eb P 859°02 %S0'L 1648 %0F'0 9Zp %L0'T Z10't
%869 %S0 TL 08S'801% %EI PL 008'901% %608 9L0°T0T$ %6198 9£9°06% %698 LST'08%
%99°0¢ %i6D 064’1 %080 LPT'T %EL 0 116 %690 6ZL %89°0 0+9
%B6 V- %0t 0 r09 %0F 0 9.8 %S0 GL9 %Ib'T 3T %EE'T 102'2
%969 %ESST 161°ve %26 LT 159°s2 %l8 ¥T 855°8T %VE'6 28’6 %8881 vIB'LT
%0E €2 %EL'T 8Lt %9T L 699'% %S9'T T1E'E S%hTL8 L91'6 %19°L 102t
%ESPT %86 8L 904021 %95°S4 GET'80T %ST 6L £08'86 %6Y LL £35°'18 %9269 755'59
%HET'TT %00°001 £28'251% %00°00T PIT'ELTS %00°00T 8Z8'PIIS %00°00T £0T'S01S %00°001 259'v6%$

(%) (%) {000%) (%) (0003%) (%)} (000%} (%) (000%) (%) (000%)

Bd {TH3d JORGUIY [§9557] TORoWY [§9557] NGy THod Tunouy Td Onowy
2y UIMOID 9002 5002 00¢ £00Z Z00¢

paziienuuy TE 42quIadag jo sy ‘OE BUN[ JO SY
90/TE/TT
-Z0/0E/S0

$139US 2ouejeg |eL0ISIH
yueg sbujaes yodijey

11 aqeL

syasse Buipus Jo Juanlad e se aue sopey (1)

uadQ S301UO

yHom 33N
sBumodiog
susedaq
%2038 §1H4
3|es 1oy s|qejjeay
Ajunjew o) p|eH
SINISS JUIWISTAU]
SjuUljeAINba ysed pue ysed
(19u) 31qeA223y sueqQ]
S19SSY
J0 JUnowy [eyoL




RP® F inancial, LC.
Page 1.5

increased reliance on borrowings. A summary of Fairport Savings’ key operating ratios for the

past two years is presented in Exhibit I-3.

Fairport Savings’ loans receivable portfolio increased at a 14.5% annual rate from June
30, 2002 through December 31, 2006 increasing from $65.6 million to $120.7 million. The
increase in loans receivable during this period is attributed to the increase in 1-4 family
residential real estate loans due to new originations and strong market activity, as customers
were attracted to the fixed rate loan products offered by the Bank. Overall, the increase in loans
compared to assets served to increase the loans-to-assets ratio from 69.3% at year end 2002 to
79.0% at December 31, 2006. Fairport Savings’ historical emphasis on 1-4 family lending for
portfolio is reflected in its loan portfolio composition, as $109.8 million, or 90.6% of total loans
receivable consisted of 1-4 family permanent mortgage loans at December 31, 2006. This
compares to 1-4 family loans of $96.2 million, or 88.6% of total loans as of December 31, 2005.
The Bank’s lending strategy continues to rely on permanent 1-4 family loans, with the only
significant area of diversification being home equity lines of credit (5.7% of total loans) and just
minor amounts of non-residential and consumer loans. Fairport Savings intends to continue
emphasizing the origination of residential real estate loans after completion of the offering,
stressing whenever possible adjustable rate and short term fixed rate loans and selling a portion

of long term fixed rate loans for interest rate risk management purposes.

After 1-4 family and home equity loans, commercial real estate and multi-family loans
represent the next largest area of lending activity for the Bank, with the level of these loans
declining slightly from $4.6 million, or 4.2% of loans at December 31, 2005 to $3.8 million, or
3.1% at December 31, 2006. The Bank does not actively seek out these types of lending
opportunities, but originates such loans based on requests made and appropriate information
supplied by customers. Other loans, primarily construction and consumer loans, are also a
lending activity for Fairport Savings. Such loans are not marketed to customers by the Bank, but
are offered and originated as a service to customers. Construction loans totals $0.4 million and
other loans totaled $0.2 million, or 0.3% and 0.2%, respectively, of loans receivable as of
December 31, 2006.

The intent of the Bank’s investment policy is to provide adequate liquidity and to

generate a favorable return within the context of supporting Fairport Savings® overall credit and
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interest rate risk objectives, Due to the historical emphasis on lending, since fiscal 2002 the
portfolio of cash and investments has declined as a percentage of total assets from 28.8% at June
30, 2002 to 17.7% as of December 31, 2006. Over the past five and one-half fiscal years, the
Bank’s level of cash and equivalents has ranged from a high of 8.7% of assets at June 30, 2003
to a low of 1.4% of assets at December 31, 2006. The remaining investments at December 31,
2006 were comprised $18.2 million of U.S. Treasury and agency securities, $5.9 million of
mortgage-backed securities and $50,000 of municipal securities — all classified as “held-to-
maturity” and $0.6 million of Freddie Mac stock held as “available for sale”. The Bank also
holds $1.5 million of stock in the Federal Home Loan Bank of New York. Exhibit I-4 provides

historical detail of the Bank’s investment portfolio over the lat two years.

Over the past five and one-half fiscal years, Fairport Savings’ funding needs have been
substantially met through retail deposits, internal cash flows and borrowings. From the year
ended June 30, 2002 through December 31, 2006, the Bank’s deposits increased at an annual rate
of 7.0%. Similar to the growth in loans receivable, growth in deposits has been consistent over
the time period shown growing from a low of $80.2 million at year end June 30, 2003 to $108.6
million at December 31, 2006. The increase in deposits was at a slightly slower pace compared
to asset growth recorded during the period, and total deposits decreased from 84.7% of assets at
year end June 30, 2002 to 71.1% of assets at December 31, 2006. Since December 31, 2005, the
Bank has experienced a large increase in time deposits, while there has been a gradual reduction
in savings and money market accounts. At December 31, 2006, transaction and savings accounts
equaled 27.8% of total deposits, and time deposits, including IRAs, equaled 72.2% of total

deposits.

Borrowings serve as an alternative funding source for the Bank to address funding needs
for growth. The Bank’s use of borrowings has been limited to FHLB advances during the past
five and one-half years and as the Bank continues to grow, FHLB advances will help supplement
the deposit gathering function thereby easing any deposit shortfalls. Overall, borrowings
increased from $1.0 million or 1.1% of assets at June 30, 2002 to $28.0 million or 18.3% of
assets at December 31, 2006. The significant increase in borrowed funds in the last few years

has served to reduce the Bank’s net interest income (as a result of higher interest costs) and

]
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reduced the Bank’s future borrowing capacity — both generally unfavorable trends in recent

years.

The Bank’s capital increased at a 3.8% annual rate from year ended June 30, 2002
through December 31, 2006, reflecting the retention of earnings during that period. Equity
growth combined with a slightly higher asset growth provided for a decrease in the Bank’s
equity-to-assets ratio from 12.4% at year ended June 30, 2002 to 9.1% at December 31, 2006.
All of the Bank’s capital is tangible capital and the Bank maintained capital surpluses relative to
all of its regulatory capital requirements at December 31, 2006. The addition of stock proceeds

will serve to strengthen the Bank’s capital position.

Income and Expense Trends

Table 1.2 shows the Bank’s historical income statements for the years ended June 30,
2002 through December 31, 2006. Earnings for the period ending December 31, 2004 reflect
eighteen months of operations with ratios shown on an annualized basis. Over the past five and
one-half years, the Bank’s eamings ranged from a high of 0.51% of average assets for the
annualized from the eighteen months ended December 31, 2004 to a low of 0.16% of average
assets for the year ended December 31, 2006. The recent decline in earnings is attributable to
spread compression — a function of the Bank’s significant level of interest rate risk and the rising
interest rate environment of the last two years. Net interest income and operating expenses
represent the primary components of the Bank’s earnings. Trends in both of these areas has been
negative, as the Bank has experienced spread compression and has (and will) incur increases in
operating expenses particularly as expenses from the newly opened branch office begin to affect
the income statement. Non-interest operating income derived largely from retail banking
activities has been a limited contributor to the Bank’s earnings. Loan loss provisions have had

limited impact on the Bank’s earnings over the past five and one-half fiscal years.

Fairport Savings’ net interest income as a percent of average assets has fluctuated from a
high of 3.34% annualized from the eighteen months ended December 31, 2004 to 2.52% for the
year ended December 31, 2006. The changes in short and long term interest rates over the past
several years have impacted the Bank’s net interest income, in particular the declining interest

rate environment that existed through mid-2004 served to increase net interest income and
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earnings. Since fiscal 2005, as short-term interest rates have increased, the level of interest
expense reported by the Bank has increased substantially, while the longer term fixed rate
residential loans in portfolio maintained the yield on earning assets. The combination of these
trends has adversely impacted the level of net interest income for the most recent twelve month
period. The Bank’s historical net interest rate spreads and yields and costs are set forth in
Exhibits I-3 and [-5.

Other income has been a limited contributor to the Bank’s earnings over the past five and
one-half years, reflecting the Bank’s adherence to a traditional thrift operating philosophy and
resultant limited levels of other products and services that generate non-interest operating
income. Revenue from the Bank’s subsidiary operations and fees and service charges earned on
deposit accounts constitute the largest source of non-interest operating income for the Bank.
Throughout the period shown in Table 1.2, sources of non-interest operating income have ranged
from a low of 0.08% of average assets for the year ended June 30, 2002 to 0.25% of average
assets for the year ended December 31, 2006. The increase in other income has been driven by
new marketing efforts to attract core checking accounts and establishment of a subsidiary
operation engaged in the sale of annuities and securities. Notwithstanding, the potential increase
in non-interest operating income that may be realized through growth of transaction deposits or
the increase in other fee-oriented services, Fairport Savings® earnings can be expected to remain

highly dependent upon the net interest margin.

Operating expenses represent the other major component of the Bank’s income statement,
ranging from a low of 2.26% of average assets for the fiscal year ended June 30, 2002 to a high
of 2.70% of average assets annualized for the eighteen months ended December 31, 2004. For
the most recent twelve month period, operating expenses totaled $3.7 million, or 2.53% of
average assets. The balance of operating expenses has been increasing during the past five and
one-half years, due to increases in most expense areas, including compensation and benefits, and
more recently, increases in advertising and depreciation. In addition, upward pressure will be
placed on the Bank’s operating expenses due to the opening of the Irondequoit branch in January

2007 and, following the stock offering, due to expenses associated with operating as a publicly-

traded company including expenses related to the stock benefit plans. At the same time, the




RPP F. inancial, LC.
Page 1.10

increase in capital realized from the stock offering will increase the Bank’s capacity to leverage

operating expenses.

Overall, the general trends in the Bank’s net interest margin and operating expense ratio
since fiscal 2003 have translated into a declining expense coverage ratio (net interest income
divided by operating expenses). The Bank’s expense coverage ratio equaled 1.35x during 2003
versus a comparable ratio of 1.00x times during the twelve months ended December 31, 2006.
The weakening of the Bank’s expense coverage ratio was realized through a combination of
increases in operating expenses and declines in net interest income. Similarly, as the result of
these factors, Fairport Savings’ efficiency ratio (defined as operating expenses, net of
amortization of goodwill and intangibles, as a percent of the sum of net interest income and non-
interest operating income) of 91.5% for the twelve months ended December 31, 2006 was less

favorable than the 71.4% efficiency ratio maintained during 2003.

Loan loss provisions have generally had a limited impact on the Bank’s earnings over the
past five and one half years, with the amount of loan loss provision established based on such
factors as loan growth, loan portfolio composition, seasoning of the loan portfolio, trends in non-
performing loans, loan charge-offs, past loss experience and economic trends in the Bank’s
lending area. Over the past five and one-half years, the highest loan loss provisions established
by the Bank equaled $0.2 million 0.16% of average assets in fiscal 2003. For the year ended
December 31, 2006, the Bank recorded no provisions for loan losses and at year end maintained
allowance for loan losses of $0.3 million, equal to 188.3% of non-accruing loans and accruing
loans more than 90 days past due and 0.27% of net loans receivable. Exhibit I-6 sets forth the

Bank’s allowance for loan loss activity during the past two and one-half years.

The Bank has recorded substantially no non-operating income or losses since fiscal 2002.
For the twelve months ended December 31, 2006, the Bank’s effective tax rate equaled 32.3%,
which approximated the Bank’s effective tax rate for the previous year as well. As set forth in

the prospectus, the Bank’s marginal effective tax rate equals 35.0%.

Interest Rate Risk Management

The Bank’s lending and funding strategies have resulted in an above-average level of

interest rate risk. Specifically, growth in the Bank’s loan portfolio over the last several years has
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been driven by the origination and retention in portfolio of fixed rate 1-4 family loans which
decreased the interest sensitivity of interest earning assets. At the same time, consumer
preference for short-term deposits has resulted in an interest sensitive portfolio of interest
bearing liabilities. This combination has exposed the Bank to reductions in net interest income
and earnings as interest rates have increased in the past two years. Management of the Bank’s
interest rate risk is conducted on an ongoing basis and is reviewed formally by the asset/liability
committee (“ALCO”) of the Board on the periodic basis. The Bank utilizes both an internal
model and the interest rate sensitivity analysis prepared by the Office of Thrift Supervision to
review the level of interest rate risk. These analyses measure interest rate risk by computing
changes in net portfolio value of cash flows from assets, liabilities and off-balance sheet items in
the event of a range of assumed changes in market interest rates. The analysis assesses the risk
of loss in market risk sensitive instruments in the event of a sudden and sustained 100 to 300
basis point increase or 100 to 200 basis point decrease in market interest rates. Based on this
analysis, as of December 31, 2006, a 200 basis point instantancous and sustained rise in interest

rates would result in a 32% decline in net portfolio value (see Exhibit I-7).

Based on the information in Exhibit [-7, Fairport Savings operates with a relatively high
level of interest rate risk. This risk has resulted in significant reductions in net interest income
and earnings. In response, the Bank has implemented a number of strategies to reduce and
manage interest rates risk. Asset oriented strategies include maintaining a portfolio of cash and
investments with short terms to maturity, originating wherever possible adjustable rate 1-4
family loans and short term fixed rate 1-4 family loans, and selling a portion of longer term fixed
rate loans on a servicing retained basis. The strategy of attracting adjusting rate loans has met
with limited success. As of December 31, 2006, of the total loans due after December 31, 2007,
adjustable rate loans compnsed 14.5% of the Bank’s loan portfolio (see Exhibit I-8). Liability
strategies to management interest rate risk include an aggressive marketing campaign to attract
“totally free checking” accounts to provide core deposits and utilizing longer term FHLB
advances to fund lending activities. Other efforts have included increasing the level of non-
interest income by diversifying the Bank’s operations. The infusion of stock proceeds will
complement the Bank’s efforts to reduce interest rate risk exposure, as most of the net proceeds

will be redeployed into interest-earning assets and the increase to capital will lessen the




RP®F, inancial, LC.
Page 1.12

proportion of interest rate sensitive liabilities funding assets, thereby, strengthening the Bank’s
IEA/IBL ratio.

Lending Activities and Strategy

The Bank’s lending activities have traditionally emphasized 1-4 family loans and 1-4
family loans continue to comprise the largest portion of the loan portfolio. Beyond 1-4 family
loans, other lending activities include home equity lines of credit, commercial real estate, multi-
family, construction and other loans. Going forward, the Bank’s lending strategy is to continue
to pursue a moderate amount of other lending activities beyond traditional residential lending.
However, the origination of 1-4 family loans is expected to remain as the dominant component
of the Bank’s lending activities. Exhibit I-9 provides historical detail of Fairport Savings’ loan
portfolio composition over the past two years and Exhibit I-10 provides the contractual maturtty

of the Bank’s loan portfolio by loan type as of December 31, 2006.

Fairport Savings offers fixed and adjustable rate 1-4 family permanent mortgage loans.
In the current interest rate environment, fixed rate loans have constituted the majority of the
Bank’s 1-4 family loan volume. The Bank offers fixed rate mortgage loans with terms of up to
30 years and are fully amortizing with monthly loan payments. The Bank also offers adjustable
rate mortgage loans that provide an initial fixed interest rate for one, three, five, seven or ten
years and that amortize over a period of up to 30 years. The Bank also originates fixed rate
mortgage loans with terms of less than 15 years but at rates applicable to the 15 year loan and
offers “interest only” loans where the borrower pays interest for an initial period after which the
loan converts to a fully amortizing loan. 1-4 family loans are generally underwritten to Freddie
Mac guidelines, but the Bank will also originate loans that exceed the size limitation of Freddie
Mac up to a maximum loan amount generally of $750,000. Loan-to-value ratios are generally
limited to 90%, unless private mortgage insurance is utilized. The Bank’s current practice is to
sell a portion of longer term fixed rate loans on a servicing retained basis. The majority of all
loans are, however, held as portfolio loans. As of December 31, 2006, the Bank’s 1-4 family

loan portfolio totaled $109.8 million or 90.6% of total loans outstanding.

The primary area of diversification in the loan portfolio is home equity lines of credit.

Home equity lines are generally secured by a second mortgage on 1-4 family properties. The
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underwriting standards for home equity lines include an assessment of the applicant’s credit
history and ability to meet payment obligations and the value of the collateral securing the loan.
The combined loan-to-value ratio for home equity lines is generally limited to 90%. Home
equity lines are generally offering with adjustable rate terms tied to the prime rate a reported in
The Wall Street Journal. As of December 31, 2006, the Bank’s portfolio of home equity lines

totaled $6.9 million or 5.7% of loans receivable.,

The Bank also offers multi-family and commercial real estate secured loans. Commercial
real estate loans are secured by office buildings, mixed use properties, places of worship and
other commercial properties. This lending activity has not been a strategic focus for the Bank in
past years. However, such loans are considered desirable due to their higher interest rates and
generally shorter terms to maturity than 1-4 family loans. Multi-family loans and commercial
real estate loans are offered with either fixed or adjustable interest rates with terms extending to
20 years. Adjustable rate loans are tied to a Treasury index subject to periodic and lifetime
limitations on interest rate changes. Loans are generally underwritten to a maximum 70% loan-
to-value ratio and a debt service coverage ratio of no more than 120%. Multi-family and
commercial real estate loans generally involve a greater deal of credit risk than 1-4 family loans
and carry larger balances. The Bank does not plan a significant increase in multi-family and
commercial real estate lending due to limitations on staffing and the added risk that such lending
entails. As of December 31, 2006, the Bank’s portfolios of multi-family and commercial real
estate loans totaled $1.0 million and $2.7 million, respectively, representing 0.9% and 2.3% of

total loans receivable.

The Bank also offers construction and other loans to its customers. Construction loans
are offered to borrowers to construct personal residences by qualified builders and are generally
construction/permanent loans. Other loans are primarily consumer loans including auto,
passbook, overdraft and unsecured loans. As of December 31, 2006, the construction loan and
other loan categories totaled $0.4 million and $0.2 million, respectively, representing 0.3% and

0.2% of total loans receivable,

Lending activities are conducted by the Bank’s loan personnel operating through the
offices and through local mortgage brokers. The majority of 1-4 family loans are broker

originated loans although additional activity is provided by in-house loan representatives,
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referrals from existing or past customers and be referrals from local builders and real estate
brokers. Lending is conducted in the primary market area surrounding the branch offices.
Exhibit I-11 provides a summary of the Bank’s lending activities over the past two years. Total
loans originated increased from $21.9 million in the year ended December 31, 2005 to $26.4
million in the year ended December 31, 2006. Originations of 1-4 family mortgage loans
accounted for the most active lending area for the Bank during the past two years, with such
originations totaling $22.9 million or 86.7% of total loans originated. The second largest balance
of loans originated consisted of home equity lines, totaling $2.3 million, or 8.7% of total
originations. The Bank sells a small amount of its loan production on a servicing retained basis.
For the fiscal year ended December 31, 2006, the Bank sold $1.2 million of 1-4 family loans in
this manner. At December 31, 2006, the principal balance of loans serviced for others totaled

$1.9 million.

Asset Quality

The Bank’s historical 1-4 family lending emphasis, favorable real estate market
conditions and credit risk management strategies have generally supported favorable credit
quality measures. As shown in Exhibit 1-12, the Bank had non-performing assets of just
$265,000 and $171,000 at the years ended December 31, 2005 and December 31, 2006,
respectively. Non-performing assets at year end 2006 were comprised solely of non-performing
loans with no foreclosed real estate and totaled 0.14% of total loans and 0.11% of total assets.
To track the Bank’s asset quality and the adequacy of valuation allowances, Fairport Savings has
established detailed asset classification policies and procedures which are consistent with
regulatory guidelines. Detailed asset classifications are reviewed monthly by senior management
and the Board. Pursuant to these procedures, when needed, the Bank establishes additional
valuation allowances to cover anticipated losses in classified or non-classified assets. As of

December 31, 2006, the Bank maintained valuation allowances of $322,000, equal to 0.27% of

loans receivable and 188.3% of non-performing assets.
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Funding Composition and Strategy

Deposits have consistently served as the Bank’s primary source of funds and at
December 31, 2006 deposits accounted for 71.1% of Fairport Savings’ funding liabilities and
capital. Exhibit I-13 sets forth the Bank’s deposit composition for the past two years and Exhibit
I-14 provides the maturity composition of the jumbo CD portfolio at December 31, 2006. The
Bank’s deposit composition is concentrated in CDs, and as of December 31, 2006, the CD .
portfolio including IRA accounts totaled $78.9 million or 72.2% of total deposits. As of
December 31, 2006, jumbo CDs (CD accounts with balances of $100,000 or more) amounted to
$14.3 million or 18.1% of total CDs. The Bank does not hold any brokered CDs.

Lower cost savings and transaction accounts comprise the balance of the Bank’s deposit
composition, with such deposits amounting to $30.3 million or 27.8% of total deposits at
December 31, 2006. Comparatively, the concentration of core deposits comprising total deposits
equaled $32.2 million or 31.1% of total deposits at year ended December 31, 2005. The
reduction in core deposits since year ended December 31, 2005 has consisted mostly of savings
and money market account deposits. Increasing the concentration of core deposits in the deposit
base is a strategic initiative that has been targeted in the Bank’s business plan, in which checking
accounts will be pursued as the primary source of core deposit growth. To this end, the Bank is
pursuing a structured marketing program provided by a third party vendor to attract and retain
checking accounts under the “totally free” marketing programs. The Bank’s core deposits
currently consist mostly of savings and money market accounts, which totaled $12.0 million and
$10.6 million, respectively, at December 31, 2006. In addition, the Bank held $14.9 million of
IRA account deposits held in CDs. Although such deposits are generally long-term in nature,

they tend to be generally higher cost deposits.

Borrowings serve as an alternative funding source for the Bank to support asset growth
and supplement retail deposits. The Bank’s utilization of borrowings has typically been limited
to advances from the FHLB of New York. Fairport Savings maintained $28.8 million of FHLB
advances at December 31, 2006, which had maturity dates ranging from January 2007 through
June 2016 and included overnight advances, amortizing advances, floating rate advances and
fixed rate advances. Exhibit I-15 provides further detail of Fairport Savings’ borrowing

activities during the past two years. To the extent additional borrowings are required to fund
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growth, FHLB advances would likely continue to be the primary source of borrowings utilized
by the Bank.

Subsidiary Operations

The Bank maintains one wholly-owned subsidiary called Oakleaf Services Corporation, a
brokerage subsidiary that provides annuities, insurance products and mutual funds. At December
31, 2006, the Bank had an investment in Oakleaf of $50,000 and during the year ended
December 31, 2006 the Bank derived $160,000 of fee income from Qakleaf.

Legal Proceedings

The Bank is periodically involved in routine legal proceedings occurring in the ordinary
course of business which, in the aggregate, involve amounts which are believed by management
to be immaterial to the Bank’s financial condition and results of operations. At December 31,

2006, the Bank was not involved in any legal proceedings.
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II. MARKET AREA

Introduction

Fairport Savings serves selected suburban markets surrounding the city of Rochester,
New York through three facilities in Monroe County, New York, including the main office in
Fairport, and a branch office in Penfield and a newly opened branch office located in
Irondequoit.  Although the facilities serve the greater Rochester area, the primary business
conducted by Fairport Savings are in the suburban communities surrounding the main office and
branches. Fairport Savings’ activities are largely conducted within the markets served by the

retail branches and surrounding contiguous markets. Exhibit II-1 provides information on the
Bank’s office facilities.

The primary market area served by the Bank is within the Rochester metropolitan area
representing one of the largest sources of economic activity in upstate New York. The Bank’s
competitive environment includes a large number of thrifts, commercial banks and other
financial service providers, some of which have a regional or national presence. Due to its small
size, the Bank has more limited resources and a smaller market presence than many of its
competitors.  The primary market area economy is fairly diversified, with services,
wholesale/retail trade, manufacturing and government constituting the basis of the primary

market area economy.

Future business and growth opportunities will be partially influenced by economic and
demographic characteristics of the markets served by the Bank, particularly the future growth
and stability of the regional economy, demographic growth trends, and the nature and intensity
of the competitive environment for financial institutions. These factors have been examined to
help determine the growth potential that exists for the Bank and the relative economic health of
the Bank’s market area.
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Market Area Demographics

Key demographic and economic indicators in the Bank’s market area include population,
number of households and household/per capita income levels. Demographic data for Monroe

County, as well as comparative data for New York and the U.S,, is provided in Table 2.1.

Monroe County is a large, growing suburban market, dominated by the presence of the
city of Rochester, the third largest city in the state. The Bank’s market area county recorded a
population base of 746,000 as of 2006. Since 2000, population growth in Monroe County
(0.3%) has been slightly lower than the statewide (0.6%) and national (1.5%) averages and
household growth closely paralleled population growth with Monroe County experiencing a
slower rate of growth than the comparatives. Population and household growth for the primary
market area is projected to remain slightly below the comparable projected growth rates for the

U.S. and New York over the next five years.

In Monroe County, median household income was higher and per capita income was in
between the averages for the state of New York and the U.S. The higher incomé measure
indicated for Monroe County reflects the influence of economic activity in the Rochester
metropolitan area and the larger base of professional and white collar jobs in the area. The
affluent nature of Monroe County is further implied by household income distribution measures,
which show that, in comparison to New York and the United States, Monroe County maintains a
lower percentage of households with incomes of less than $25,000 and a higher percentage of

households with incomes in the upper income brackets.

Importantly, while income growth rates are modestly below the level for the state, they
are slightly higher than the national aggregate and moderate population growth overall coupled
with increasing income levels projected for Monroe County should enhance the Bank’s ability to

achieve growth objectives targeted herein.

National Economic Factors

The future success of the Bank’s operations is partially dependent upon various national
and local economic trends. In assessing economic trends over the past year, economic data for

March 2006 generally reflected a strong economy, based on robust numbers for retail sales, new
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home sales and durable-goods orders. The national unemployment rate for March declined to
4.7%, with over 200,000 jobs added during the month. First quarter GDP growth was revised

upward to an annual rate of 5.3% compared to an original estimate of 4.7%.

Economic data at the start of the second quarter 2006 was somewhat mixed. April data
for retail sales, manufacturing activity and new home sales all showed positive trends, while,
comparatively, durable-goods orders were down sharply in April, existing home sales were lower
in April and the pace of job growth slowed in April. The national unemployment rate for April
held steady at 4.7%. Following a strong rise in manufacturing activity during April, the index
for manufacturing activity fell in May. The pace of job growth slowed further in May, although
the May national unemployment rate dipped to 4.6% which was the lowest rate since the summer
of 2001. In a sign that higher gasoline prices and weaker home sales may be slowing the
economy, retail sales rose only 0.1% in May from April. Weaker consumer demand also
translated into a decline in factory output for May. New home sales rose in May for the third
straight month, but sales of existing homes fell in May reflecting the impact of higher interest
rates. While first quarter GDP growth was revised upward to a 5.6% annual rate, second quarter
growth was expected to be much slower. Job growth in June fell short of expectations, but the
unemployment rate for June held steady at 4.6%. While strong business investment provided for
a jump in U.S. industrial production in June, other data reflected a slowing economy. Home
sales of new and existing homes fell in June, while inventories of homes for sale swelled to a
nine year high. Second quarter GDP slowed to a 2.5% annual rate and June durable-goods

orders excluding defense products increased at a slower pace.

Despite signs of a cooling economy and record high oil prices, consumer confidence
edged up in July 2006. Manufacturing activity picked up in July and retail sales were up in July
as well, while the number of jobs added in July was less than forecasted. The national
unemployment rate for July rose to 4.8%, the first increase since February 2006. Other signs of
slower economic growth included the index of leading indicators easing slightly in July and July
sales of existing and new homes tumbling, while the inventory of unsold homes rose to a record
high. Consumer spending was up strongly in July, but retailers reported mixed sales for August.
Solid job growth provided for a dip in the August unemployment rate to 4.7%. Home

inventories continued to rise in August, which translated in fewer housing starts in August.
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Existing home sales also declined in August, which put downward pressure on home prices with
the median home price for existing home sales falling in August for the first time since 1995.
Durable-goods orders fell in August, while new home sales posted an unexpected gain in August.
Job growth slowed in September, but the unemployment rate edged down to 4.6%. Overall, the

economy grew at a 2.0% annual rate in the third quarter.

The mid-October 2006 release of the Federal Reserve’s “beige book™ indicated that
consumer spending remained strong, despite the slowdown in the housing market. The Federal
Reserve’s “beige book” also found job markets tightening across the U.S., but without an
accompanying increase in wages. Falling gas prices supported a solid increase in September
retail sales. Excluding gas sales, retail sales increased 0.6% in September. While new home
construction rose in September, building permits declined pointing to a softening in residential
construction. Lower median home prices and a decline in construction spending in September
provided further evidence of a cooling housing market, while new home sales fell 3.2% in
September. A slowing economy was also indicated by a decline in industrial output in
September and a decline in manufacturing activity in October. At the same time the economy
showed signs of resilience, as the October unemployment rate dropped to a five-year low of
4.4% and retail sales, excluding gas sales, rose in October. New home building rose in
November, despite the glut of unsold homes on the market, and retail sales rose more than
expected in November. The November employment report showed continued job growth, but
the unemployment rate edged up to 4.5%. In a sign that the housing slump could be bottoming
out, sales of new and existing homes rose in November. Retailers reported a modest increase in
December same store sales, while job growth was stronger than expected in December. The
December unemployment rate held steady at 4.5%. Housing starts rose in December, although

the housing market remained weak. Fourth quarter GDP increased at a 3.5% annual rate.

Signs of slower economic growth continued to emerge at the start of 2007, as
manufacturing activity declined in January. The employment report for January was also less
favorable, based on fewer jobs added and an increase in the unemployment rate to 4.6%. Retails

sales were flat in January, while economic activity in the service sector continued to expand

during January.
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In terms of interest rate trends over the past year, interest rates edged higher in early-
March 2006 reflecting growing expectations that foreign central banks would keep raising
interest rates based on forecasts of an improving global economy. A positive report on
consumer-price inflation for February helped to pull Treasury yields lower in mid-March, while,
comparatively, an upward revision to consumer-price inflation for the fourth quarter of 2005 and
a quarter point rate hike by the Federal Reserve with hints of more rate increases to come pushed

Treasury yields higher at the close of the first quarter.

The upward trend in interest rates continued into the second quarter of 2006, with the
yield on the 10-year Treasury note moving above 5.0% in mid-April for the first time since mid-
2002. Economic data showing a strengthening economy and higher consumer prices pushed
bond yields higher into early-May, reflecting growing expectations that more rate increases were
in store from the Federal Reserve to contain inflation. As expected, the Federal Reserve
concluded its May meeting by increasing the federal funds rate another quarter point to 5.0% and
kept its options open for future rate increases. Interest rates stabilized during the second half of
May and then edged lower in early-June on news that job growth was weaker than expécted'
during May. A 2.4% increase in core consumer prices for May pushed interest rates higher in
mid-June, as expectations increased that the Federal Reserve would raise interest rates again
despite signs of a cooling economy. Inflation concerns pushed the yield on the 10-year Treasury
note to a four year high in late-June. The Federal Reserve concluded its late-June meeting by
raising the federal funds rate a quarter point to 5.25%, its 17 straight rate increase. Bond prices
rallied following the Federal Reserve meeting, as the Federal Reserve’s statement suggested that

a pause in the current cycle of rate increases may be appropriate.

Long-term Treasury yields eased lower at the start of the third quarter of 2006, based on
expectations of a cooling economy as reflected by the weaker than expected job growth in the
June employment data. A flight to safety, amid violence in the Middle East, furthered the
upward trend in bond prices in mid-July. Economic data showing economic growth slowing and
comments from the Federal Reserve Chairman that slower economic growth was expected to
reverse the rise in inflation extended the bond rally through the end of July, with the vield on the
10-year Treasury note dipping below 5.0% in late-July. Weaker than expected job growth in

July continued the downward trend in long-term Treasury yields in the first week of August, as
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the yield on the 10-year Treasury note dipped to a four-month low of 4.90%. Long-term
Treasury yields continued to ease lower into the second half of August, as the Federal Reserve
left rates unchanged at 5.25%, its first pause after two years of steady increases. Modest
increases in producer prices and core consumer prices for July, as well as weaker home sales in
July, sustained the downward trend in long-term interest rates into late-August. After stabilizing
in the first half of September, long-term Treasury yields trended lower during the balance of
September amid signs of slower economic growth. The September meeting of the Federal

Reserve concluded with no change in interest rates.

The rally in long-term Treasury bonds extended into early-October 2006, as the Federal
Reserve Chairman suggested that the sinking housing market could slow economic growth in the
U.S. Growing expectations that the Federal Reserve would leave rates unchanged at its next
meeting reversed the downward trend in interest rates heading into mid-October. Interest rates
stabilized ahead of the Federal Reserve meeting in October and then trended lower in late-
October as the Federal Reserve held rates steady as expected. After edging up slightly in early-
November, long-term Treasury yields declined slightly in mid-November on upbeat comments
by the St. Louis Federal Reserve about interest rates. A smaller than expected increase in core
consumer prices for October also served to boost bond prices in late-November. Interest rates
stabilized in early-December and then edged higher following the November employment report
which reflected solid job growth. The Federal Reserve left interest rates unchanged at its mid-
December meeting, indicating that inflation remained its principal concern. There was little
change in interest rates through most of December with the inverted yield curve remaining

inverted for a longer period than many economists had forecast

A stable interest rate environment continued to prevail at the beginning of 2007, which
was followed by a mild upward trend in interest rates in mid-January. Lower oil prices and
increased expectations of the Federal Reserve not cutting rates anytime soon contributed to the
rise in long-term Treasury yields. Following the Federal Reserve’s decision to leave rates
unchanged at its end of January, interest rates stabilized during the first half of February.
Treasury bonds rallied in mid-February, based on indications from the Federal Reserve

Chairman that inflation was headed lower. As of February 20, 2007, the bond equivalent yields
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for U.S. Treasury bonds with terms of one and ten years equaled 5.05% and 4.69%, respectively,

versus comparable year ago yields of 4.68% and 4.54%.

Regional Economy

The Bank’s primary market area has a fairly diversified local economy, with employment
in services, wholesale/retail trade, manufacturing and government serving as the basis of the
regional economy. Service jobs represented the largest employment sector in Monroe County.
Jobs in the wholesale/retail trade constituted the second largest employment sector, while
manufacturing jobs provided the third largest source of jobs in Monroe County. The Rochester
area’s increasingly diversified economy continues to support the growth of entreprencurship
throughout the region. Table 2.2 provides an overview of employment by sector for Monroe

County and the state of New York.

Table 2.2
Primary Market Area Employment Sectors
(Percent of Labor Force)(1)

Employment Sectors New York Monroe
Services 44.7% 45.9%
Government 14.2 11.0
Wholesale/Retail 13.5 13.9
Fin., Ins. & Real Estate 10.3 6.8
Manufacturing 59 13.5
Construction 4.4 3.9
Transportation & Warehousing 3.0 1.8
Information 2.9 2.6
Other 1.1 0.6

100.0% 100.0%

(1) As of 2004.

Source: Regional Economic Information System Bureau of Economic Analysis.

The Rochester area is home to a number of international businesses, including Fortune
1000 companies Eastman Kodak, Constellation Brands, and Paychex. Other international
companies with local headquarters are Bausch & Lomb, Sutherland Global Services, Rochester

Midland Corporation, and Gleason Corporation. Xerox, while no longer headquartered in
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Rochester, has its principal offices and manufacturing facilities in the Rochester area. Because
of the high prevalence of imaging and optical science among the industry and the universities,
Rochester is known as the world capital of imaging. The Institute of Optics of the University of
Rochester is ranked number one in the country, and the Rochester Institute of Technology has
one of the best imaging science departments in the country. In 2005, the University of Rochester

became the largest employer in the Rochester area, with 17,075 employees.

Comparative unemployment rates for Monroe County, as well as for the U.S. and New
York, are shown in Table 2.3. December 2006 unemployment rates for Monroe County equaled
3.8%, respectively, versus a comparable unemployment rate of 4.6% for New York and 4.5% for
the U.S. Similar to the U.S. and New York, the December 2006 unemployment rates for Monroe

County was lower compared to a year ago.

Table 2.3
Unemployment Trends (1)

December 2005 December 2006

Region Unemployment Unemployment
United States 4.9% 4.5%
New York 5.0 4.6
Monroe County 4.4 38

(1) Unemployment rates have not been seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.

Market Area Deposit Characteristics and Trends

The Bank’s retail deposit base is closely tied to the economic fortunes of Monroe County,
in particular, the markets that are nearby to one of Fairport Savings’ office locations. Table 2.4
displays deposit market trends from June 30, 2003 through June 30, 2006 for the branches that
were maintained by the Bank during that period. Additional data is also presented for the state of
New York. The data indicates that Monroe County’s balance of total bank and thrift deposits has
largely declined in the past three years, due to a large decline in bank deposits because of recent
consolidation in the industry. Consistent with the state of New York, commercial banks

maintained a larger market share of deposits than savings institutions in Monroe County. For the
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three year period covered in Table 2.4, savings institutions experienced an increase in deposit

market share in Monroe County.

The Bank’s approximate $115.2 million of deposits at the Monroe County branches
represented a 1.2% market share of thrift and bank deposits at June 30, 2006. As part of the
Rochester metropolitan area, the Monroe County market is a highly competitive banking market
where the Bank competes against significantly larger competitors as well as a number of locally-
based institutions that operate primarily in the Rochester MSA. During the three year period
covered in Table 2.4, an 8.3% annual deposit growth rate in Monroe County translated into an
increase in the Bank’s deposit market share from 0.5% at June 30, 2003 to 1.2% at June 30,
2006. The Bank’s new branch, which opened in January 2007 in Irondequoit, will help to
increase in market share throughout the next year. The Bank also plans on opening a number of
branches in the eastside suburbs of Rochester within the next five years, which will help Fairport

Savings to continue to increase in deposits and market share.

Competition

The Bank faces notable competition in both deposit gathering and lending activities,
including direct competition with several financial institutions and credit unions that primarily
have a local or regional presence. Securities firms and mutual funds also represent major sources
of competition in raising deposits. In many cases, these competitors are also seeking to provide
some or all of the community-oriented services as Fairport Savings. With regard to lending
competition, the Bank encounters the most significant competition from the same institutions
providing deposit services. In addition, the Bank competes with mortgage companies and
independent mortgage brokers in originating mortgage loans. Table 2.5 lists the Bank’s largest
competitors in the county currently served by its branches, based on deposit market share as

noted parenthetically. The Bank’s market share and market rank are also provided in Table 2.5.
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Table 2.5
Fairport Savings Bank
Market Area Deposit Competitors
Location Name
Monroe County M&T Bank Corporation (23.9%)

HSBC Holdings (22.1%)

JP Morgan Chase & Co. (19.9%)
Royal Bank of Scotland Group (15.9%)
Bank of America Corporation (4.8%)
Canandaigua National Corp. (4.5%)
KeyCorp (3.5%)

First Niagara Financial Group (2.2%)
Fairport SB (1.2%) — Rank of 9

Sources: SNL Financial and FDIC.
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III. PEER GROUP ANALYSIS

This chapter presents an analysis of Fairport Savings’ operations versus a group of
comparable companies (the “Peer Group”), selected from the universe of all publicly-traded
savings institutions. The primary basis of the pro forma market valuation of Fairport Savings is
provided by these public companies. Factors affecting the Bank’s pro forma market value such
as financial condition, credit risk, interest rate risk, and recent operating results can be readily
assessed in relation to the Peer Group. Current market pricing of the Peer Group, subject to
appropriate adjustments to account for differences between Fairport Savings and the Peer Group,

will then be used as a basis for the valuation of Fairport Savings’ to-be-issued common stock.

Peer Group Selection

The mutual holding company form of ownership has been in existence in its present form
since 1991. As of the date of this appraisal, there were approximately 40 publicly-traded
institutions operating as subsidiaries of MHCs. The universe of all publicly-traded MHC
institutions, exclusive of institutions that have announced second-step conversions, is included as
Exhibit III-2. We believe there are a number of characteristics of MHC shares that make them
different from the shares of fully-converted companies. These factors include: (1) lower
aftermarket liquidity in the MHC shares since less than 50% of the shares are available for
trading; (2) guaranteed minority ownership interest, with no opportunity of exercising voting
control of the institution in the MHC form of organization; (3) the potential impact of "second-
step” conversions on the pricing of public MHC institutions; (4) the regulatory policies regarding
the dividend waiver by MHC institutions; and (5) most MHCs have formed mid-tier Holding
companies, facilitating the ability for stock repurchases, thus improving the liquidity of the stock
on an interim basis. We believe that each of these factors has an impact on the pricing of the
shares of MHC institutions, and that such factors are not reflected in the pricing of fully-

converted public companies.

Given the unique characteristics of the MHC form of ownership, RP Financial concluded

that the appropriate Peer Group for Fairport Savings’ valuation should be comprised of

subsidiary institutions of mutual holding companies. The selection of publicly-traded mutual




RP® Financial LC.
Page 3.2

holding companies for the Bank’s Peer Group is consistent with the regulatory guidelines and
other recently completed MHC transactions. Further, the Peer Group should be comprised of
only those MHC institutions whose common stock is either listed on a national exchange or is
NASDAQ listed, since the market for companies trading in this fashion is regular and reported.
We believe non-listed MHC institutions, including institutions whose shares are traded on the
bulletin board or in the “pink sheets™ are inappropriate for the Peer Group, since the trading
activity for thinly-traded stocks is typically highly irregular in terms of frequency and price and
may not be a reliable indicator of market value. We have excluded from the Peer Group those
public MHC institutions that are currently pursuing a "second-step” conversion and/or
companies whose market prices appear to be distorted by speculative factors or unusual
operating conditions. MHCs which have recently completed a minority stock offering have been
excluded as well, due to the lack of a seasoned trading history and insufficient quarterly financial
data that includes the impact of the offering proceeds. The universe of all publicly-traded
institutions is included as Exhibit III-1.

Basis of Comparison

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

Group institutions.

Both sets of financial data have their specific use and applicability to the appraisal. The
actual financial data, as reported by the Peer Group companies and reflective of the minority

interest outstanding, will be used in Chapter IIT to make financial comparisons between the Peer
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Group and the Bank. The differences between the Peer Group's reported financial data and the
financial data of Fairport Savings are not significant enough to distort the conclusions of the
comparison (in fact, such differences are greater in a standard conversion appraisal). The
adjusted financial data (fully-converted basis) will be more fully described and quantified in the
pricing analysis discussed in Chapter IV. Exhibit I1-2 The fully-converted pricing ratios are
considered critical to the valuation analysis in Chapter IV, because they place each Peer Group
institution on a fully-converted basis (making their pricing ratios comparable to the pro forma
valuation conclusion reached herein), eliminate distortion in pricing ratios between Peer Group
institutions that have sold different percentage ownership interests to the public, and reflect the
implied pricing ratios being placed on the Peer Group institutions in the market today to reflect

the unique trading characteristics of publicly-traded MHC institutions.

Selection of Peer Group

Under ideal circumstances, the Peer Group would be comprised of ten publicly-traded
New York-based MHC institutions with capital, earnings, credit quality and interest rate risk
comparable to Fairport Savings. Although the universe of publicly-traded institutions in the
MHC form of ownership is relatively limited, a large number of the smaller MHC institutions are
headquartered in the State of New York. This provides a relatively good base of candidates from
which to form a representative Peer Group for valuation purposes. The selection criteria we

applied was a two step process:

Selection #1. Smaller New York MHCs. Our first selection criteria was to consider

MHC institutions headquartered in New York that reported assets less than $500 million. These
institutions would share the same general market area as Fairport Savings and would similarly
operate with limited financial resources given their smaller sizes. A total of six (6) institutions
met this selection criterion. All six institutions have been in MHC form for over one year and
none are currently pursuing a second step conversion or other transaction that might cause their

trading prices to be distorted. With no reason for exclusion, we included all six New York MHC

institutions in the Peer Group.
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Selection #2. Smaller Mid-Atlantic MHCs. Our second selection criterion was to

consider MHC institutions from the broader regional market area of the mid-Atlantic and New
England states with assets less than $500 million. These institutions share the same regional
market area as Fairport Savings and operate with similar limited resources. A total of six (6)
institutions met this selection criterion. Of those institutions, we excluded from consideration
those institutions that have been in public form for less than one year, resulting in the exclusion
of two institutions. With no reason for excluding the other companies, we included the four
remaining Mid-Atlantic and New England MHC institutions in the Peer Group to result in a total

of ten (10) institutions consistent with regulatory policy:

Selection #1. New York MHCs < $500 million Asset Size
1. GOV  Gouverneur Bancorp MHC of NY $132 million
2. GCBC Green County Bancorp MHC of NY $312 million
3. LSBK Lake Shore Bancorp MHC of NY $350 million
4. NECB NE Community Bancorp MHC of NY $290 million
5. ONFC Oneida Financial MHC of NY $434 million
6. PBHC Pathfinder Bancorp MHC of NY $298 million
Selection #2. Mid-Atlantic and New England MHCs < $500 million
7. COBK Colonial Bank MHC of NJ $379 million
8. FFCO FirstFed Financial MHC of PA $284 million
- 9, MGYR Magyar Bancorp MHC of NJ $449 million

10.  NVSL Naugatuck Valley Financial MHC of CT $414 million
* Selection #2 institutions excluded due to recent conversion

ALLB Alliance Bank MHC of PA $424 million

MSBF MSB Financial Corp MHC of NJ $328 million

The asset sizes of the Peer Group companies ranged from $132 million to $449 million.
Exhibit I1I-3 provides summary demographic and deposit market share data for the primary
market areas served by each of the Peer Group companies. Table 3.1 on the following page lists
key general characteristics of the Peer Group companies. Although there are differences among
several of the Peer Group members, by and large they are well-capitalized and profitable
institutions and their decision to reorganize in MHC form suggests a commonality of operating

philosophy. Importantly, the trading prices of the Peer Group companies reflect the unique
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operating and other characteristics of public MHC institutions. While the Peer Group is not
exactly comparable to Fairport Savings, we believe such companies form a good basis for the

valuation of Fairport Savings, subject to certain valuation adjustments.

In aggregate, the Peer Group companies maintain a higher level of capitalization relative
to the universe of all public thrifts (14.47% of assets versus 12.08% for the all public average),
generate comparable earnings on a return on average assets basis (0.51% ROAA versus 0.60%
for the all public average), and generate a lower return on equity (4.16% ROE versus 6.42% for
the all public average). The summary table below underscores the key differences, particularly
in the average pricing ratios between full stock and MHC institutions both as reported and on a

fully-converted basis.

Fully
Peer Group Converted
All Reported Basis
Publicly-Traded Basis (Pro Forma)
Financial Characteristics (Averages)
Assets ($Mil) $3,017 $334 $371
Equity/Assets (%) 12.08% 14.47% 22.71%
Return on Assets (%) 0.60% 0.51% 0.64%
Return on Equity (%) 6.42% 4.16% 3.11%
Pricing Ratios (Averages)(1)
Price/Earnings (x) 19.51x 24.05x 2541x
Price/Book (%) 150.95% 163.17% 91.18%
Price/Assets (%) 18.24% 23.56% 20.77%

(H Based on market prices as of February 23, 2007.

The following sections present a comparison of Fairport Savings’ financial condition,
income and expense trends, loan composition, interest rate risk and credit risk versus the figures
reported by the Peer Group. The conclusions drawn from the comparative analysis are then

factored into the valuation analysis discussed in the final chapter.

Financial Condition

Table 3.2 shows comparative balance sheet measures for Fairport Savings and the Peer

Group. Fairport Savings’ and the Peer Group's ratios reflect balances as of December 31, 2006,
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unless otherwise indicated for the Peer Group companies. Fairport Savings’ net worth base of
9.1% was below the Peer Group's average net worth ratio of 14.5%. The Bank’s pro forma
capital position will increase with the addition of stock proceeds and will be more comparable to
the Peer Group’s. Tangible equity-to-assets ratios for the Bank’s and the Peer Group equaled
9.1% and 13.8%, respectively, as the average balance of goodwill and intangibles maintained by
the Peer Group equaled 0.6% of assets. The increase in Fairport Savings’ pro forma capital
position will diminish somewhat the Bank’s interest rate risk and should enhance future earnings
potential that could be realized through leverage and lower funding costs. At the same time, the
Bank’s higher pro forma capitalization will also result in a relatively low return on equity
initially following the stock offering. Both Fairport Savings’ and the Peer Group's capital ratios
reflected capital surpluses with respect to the regulatory capital requirements, with the Peer
Group’s ratios currently exceeding the Bank’s ratios. On a pro forma basis, the Bank’s

regulatory surpluses will be more comparable to the Peer Group’s ratios.

The interest-earning asset compositions for the Bank and the Peer Group were somewhat
similar, with loans constituting the bulk of interest-earning assets for both F airport Savings and
the Peer Group. The Bank’s loans-to-assets ratio of 79.0% exceeded the comparable Peer Group
ratio of 66.6%. Consequently, the Bank’s total amount of cash and investments of 17.6% was
materially lower than the comparable ratio for the Peer Group of 26.7%. Overall, Fairport
Savings’ interest-earning assets amounted to 96.6% of assets, which exceeded the comparable

Peer Group ratio of 93.3%.

Fairport Savings® funding liabilities reflected a funding strategy that was similar to that of
the Peer Group's funding composition, i.e. primary dependence on deposits with moderate use of
borrowed funds. The Bank’s deposits equaled 71.1% of assets, which was slightly above the
comparable Peer Group ratio of 70.7%. Comparatively, borrowings accounted for a higher
portion of the Bank’s interest-bearing funding composition, as indicated by borrowings-to-assets
ratios of 18.3% and 13.3% for Fairport Savings and the Peer Group, respectively. Total interest-
bearing liabilities maintained by the Bank and the Peer Group, as a percent of assets, equaled
89.4% and 84.0%, respectively. Following the increase in capital provided by the net proceeds

of the stock offering, the Bank’s ratio of interest-bearing liabilities as a percent of assets will be

more comparable to the Peer Group’s ratio.
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A key measure of balance sheet strength for a thrift institution is its IEA/IBL ratio.
Presently, the Bank’s IEA/IBL ratio is weaker than the Peer Group’s ratio, based on IEA/IBL
ratios of 108.1% and 111.1%, respectively. The additional capital realized from stock proceeds
should serve to provide Fairport Savings with an IEA/IBL ratio that that is fairly comparable to
the Peer Group's ratio, as the increase in capital provided by the infusion of stock proceeds will
serve to lower the level of interest-bearing liabilities funding assets and will be primarily

deployed into interest-earning assets.

The growth rate section of Table 3.2 shows annual growth rates for key balance sheet
items. Fairport Savings® growth rates are based on annualized growth for the twelve month
period ended December 31, 2006, while the Peer Group's growth rates are based on annual
growth for the twelve months ended December 31, 2006 or the most recent period available.
Fairport Savings’ assets increased at a 6.8% annualized rate, while the Peer Group posted an
asset growth rate of 10.3%. Asset growth for both the Bank and the Peer Group was driven by
growth in loans receivable, with the Bank recording loan growth of 11.6% compared to the Peer
Group growth rate of 11.3%. Both the Bank and the Peer Group recorded moderate shrinkage in
the aggregate balances of cash and investments, with shrinkage of 12.7% and 7.0% respectively,

as both utilized existing liquid assets to partially fund the growth in loans receivable.

The Bank recorded deposit growth of 1.7% for the period, which, along with a 35.6%
increase in borrowed funds, funded the Bank’s asset growth. Comparatively, the Peer Group had
a lower average deposit growth rate of 5.3% and average growth in borrowings of 5.7%. The
Bank’s increasing reliance on borrowed funds to support growth in the balance sheet compares
unfavorably to the Peer Group’s greater reliance on using retail deposits as a funding source.
Capital growth rates posted by the Bank and the Peer Group equaled 1.9% and 2.7%,
respectively. The Bank’s lower capital growth rate is primarily due to weaker earnings than the
Peer Group company, a comparison that is even less favorable after considering that the Peer
Group’s capital growth rate was slowed by dividend payments as well as stock repurchases. The
increase in capital realized from stock proceeds will likely depress the Bank’s capital growth rate
initially following the stock offering. Dividend payments and stock repurchases, pursuant to

regulatory limitations and guidelines could also potentially slow the Bank’s capital growth rate

in the longer term following the stock offering.
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Income and Expense Components

Table 3.3 displays comparable statements of operations for the Bank and the Peer Group,
based on earnings for the twelve months ended December 31, 2006, unless otherwise indicated
for the Peer Group companies. Fairport Savings and the Peer Group reported net income to
average assets ratios of 0.16% and 0.50%, respectively. The Bank operated with earnings
disadvantages with respect to net interest income and non-interest “other income”. These
disadvantages were offset partially by the Bank’s lower operating expenses and loan loss

provisions.

The Peer Group’s stronger net interest margin was realized through maintenance of a
lower interest expense ratio, which was partially offset by the Bank’s higher interest income
ratio. The Bank’s higher interest income ratio was realized through a slightly higher yield on
assets (5.65% versus 5.56% for the Peer Group) on a higher concentration of assets maintained
as interest-earning assets (96.6% versus 93.3% for the Peer Group). These factors combined to
provide the Bank with a slight advantage in interest income as a percent of average assets of
5.56% versus the Peer Group average of 5.32%. The Bank’s advantage in interest income was
more than offset by a disadvantage in interest expense. The Bank’s higher interest expense to
average assets was caused by a higher cost of funds (3.34% versus 2.65% for the Peer Group)
and maintenance of a higher percentage of interest-bearing liabilities funding assets (89.4%
versus 84.0% for the Bank). Overall, Fairport Savings and the Peer Group reported net interest

income to average assets ratios of 2.52% and 2.96%, respectively.

In another area of core earnings strength, the Bank maintained a lower level of operating
expenses than the Peer Group. For the period covered in Table 3.3, the Bank and the Peer Group
reported operating expense to average assets ratios of 2.53% and 3.05%, respectively. The lower
operating expense ratio maintained the Bank versus the Peer Group was consistent with
advantage enjoyed by Fairport Savings in terms of the number of employees maintained relative
to their respective asset sizes. Assets per full time equivalent employee equaled $4.1 million for
the Bank, versus $3.8 million for the Peer Group. Two factors, however, threaten the Bank’s
operating expense advantage. First, the Bank opened a third branch office in January 2007 and

the operating expenses of this expanded operation will begin to be reflected beginning with the
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March 31, 2007 quarter of operations. And second, on a post-offering basis, the Bank’s
operating expenses can be expected to increase with the addition of stock benefit plans and
certain expenses that result from being a publicly traded company, with such expenses already
impacting the Peer Group's operating expenses. At the same time, Fairport Savings’ capacity to
leverage operating expenses will be more comparable to the Peer Group’s leverage capacity

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

When viewed together, net interest income and operating expenses provide considerable
insight into a thrift's earnings strength, since those sources of income and expenses are typically
the most prominent components of earnings and are generally more predictable than losses and
gains realized from the sale of assets or other non-recurring activities. In this regard, as
measured by their expense coverage ratios (net interest income divided by operating expenses),
the Bank’s earnings were slightly stronger than the Peer Group’s. Expense coverage ratios
posted by Fairport Savings and the Peer Group equaled 1.00x and 0.97x, respectively.  An
expense coverage ratio of greater than 1.0x indicates that an institution is able to sustain pre-tax
profitability without having to rely on non-interest sources of income. Both the Bank and the
Peer Group’s expense coverage ratios were at or below this threshold, causing both to rely on

non-interest sources of income to sustain profitability.

As noted above, when compared to the Peer Group average, the Bank also operates with
a less attractive level of non-interest income equal to 0.25% and 0.93% of average assets for the
Bank and the Peer Group, respectively. Taking non-interest operating income into account in
comparing the Bank’s and the Peer Group's earnings, Fairport Savings’ efficiency ratio
(operating expenses, net of amortization of intangibles, as a percent of the sum of non-interest
operating income and net interest income) of 91.3% was less favorable than the Peer Group's

efficiency ratio of 78.4%.

Loan loss provisions had little impact on either the Bank’s or the Peer Group earnings,
with loan loss provisions established by the Bank and the Peer Group equaling 0.00% and 0.05%
of average assets, respectively. The relatively minor impact of loan loss provisions on the
Bank’s and the Peer Group’s earnings were indicative of their generally favorable credit quality

measures and low risk lending strategies.
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Net gains realized from the sale of assets or other non-operating items did not impact the
Bank’s earnings and were a relatively minor net loss equal to 0.03% of average assets for the
Peer Group. Typically, gains and losses generated from the sale of assets or other sources are
viewed as earnings with a relatively high degree of volatility, particularly to the extent that such
gains and losses result from the sale of investments or other assets that are not considered to be
part of an institution’s core operations, Extraordinary items were not a factor in either the
Bank’s or the Peer Group's earnings. Taxes had a more significant impact on the Bank’s
earnings, as Fairport Savings and the Peer Group posted effective tax rates of 32.3% and
22.85%, respectively. As indicated in the prospectus, the Bank’s effective marginal tax rate is
equal to 35.0%.

Loan Composition

Table 3.4 presents data related to the Bank’s and the Peer Group’s loan portfolio
compositions and investment in mortgage-backed securities. The Bank’s composition of assets
reflected a much higher concentration of 1-4 family permanent mortgage loans and mortgage-
backed securities as maintained by the Peer Group (75.7% of assets versus 50.9% for the Peer
Group). The Bank’s and the Peer Group’s ratios resulted from the Bank maintaining a higher
concentration of 1-4 family loans, which was only modestly offset by the higher concentration of
mortgage-backed securities maintained by the Peer Group. Loans serviced for others were
significantly lower for the Bank relative to the Peer Group on average, thereby indicating a
greater influence of mortgage banking activities on the Peer Group’s operations. Servicing

intangibles were not significant for either the Bank or the Peer Group.

The Bank was considerably less diversified into higher risk type loans than the Peer
Group. Consumer loans (including home equity loans) represented a noticeable area of lending
activities beyond residential lending for the Bank (4.7% of assets), followed by commercial real
estate/multi-family loans (2.5% of assets) and construction and land loans (0.2% of assets). The
Peer Group’s lending activities other than residential loans consisted primarily of commercial
real estate/multi-family loans (15.8% of assets), while other areas of lending for the Peer Group

were fairly evenly distributed at between 2-4% of assets between the other loan types shown in

Table 3.4. Lending activities were less significant for the Bank in all lending areas except for
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consumer loans. Overall, the Bank’s lower degree of lending activities other than residential
loans translated into a lower risk weighted assets-to-assets ratio of 46.7%, versus a comparable

Peer Group ratio of 59.7%.

Credit Risk

Overall, the credit risk measures associated with Fairport Savings’ and the Peer Group’s
balance sheets reflected relatively low credit risk exposure. For example, as shown in Table 3.5,
both the Bank and the Peer Group reported low levels of non performing assets and 90+
delinquencies at 0.11% and 0.43% of assets, respectively. Both also reported sufficient loan loss
reserves as a percent of non performing assets and 90+ delinquencies at 188.3% and 238.6%
respectively. The Bank’s credit risk profile reflects its residential lending orientation, with low
risks of default and potential credit losses. The only area of comparability in which the Bank
compares less favorably is in the ratio of loss reserves as a percent of total loans (0.27% versus
0.72% for the Peer Group), a factor that is mitigated by the aforementioned residential lending
emphasis. Net loan charge-offs reported by the Bank were $9,000 while the Peer group recorded
average net loan charge-offs of $20,000.

Interest Rate Risk

Table 3.6 reflects various key ratios highlighting the relative interest rate risk exposure of
the Bank versus the Peer Group companies. In terms of balance sheet composition, Fairport
Savings’ interest rate risk characteristics were considered to be less favorable than the Peer
Group’s. Most notably, Fairport Savings’ lower tangible capital position and lower IEA/IBL
ratio indicate a greater dependence on the yield-cost spread to sustain the net interest margin.
However, a lower level of non-interest earning assets represented an advantage for the Bank with
respect to capacity to generate net interest income and, in turn, limit the interest rate risk
associated with the balance sheet. On a pro forma basis, the infusion of stock proceeds should
provide the Bank with more comparable balance sheet interest rate risk characteristics as
maintained by the Peer Group, particularly with respect to the increases that will be realized in

the Bank’s equity-to-assets and IEA/IBL ratios.
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To analyze interest rate risk associated with the net interest margin, we reviewed
quarterly changes in net interest income as a percent of average assets for Fairport Savings and
the Peer Group. In general, the more significant (and negative) fluctuations in the Bank's ratios
implied that the interest rate risk associated with the Bank’s net interest income was greater
compared to the Peer Group’s, based on the interest rate environment that prevailed during the
period covered in Table 3.6. Although the stability of the Bank’s net interest margin should be
improved by the infusion of stock proceeds, the Bank continues to reflect a weakness in the area

of interest rate risk relative to the Peer Group.

Summary

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

extent necessary.
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IV. VALUATION ANALYSIS

Introduction

This chapter presents the valuation analysis and methodology used to determine Fairport
Savings’ estimated pro forma market value for purposes of pricing the minority stock. The
valuation incorporates the appraisal methodology promulgated by the OTS and adopted in
practice by the FDIC for standard conversions and mutual holding company offerings,
particularly regarding selection of the Peer Group, fundamental analysis on both the Bank and
the Peer Group, and determination of the Bank’s pro forma market value utilizing the market

value approach.

Appraisal Guidelines

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

characteristics of recent conversions and MHC offerings must be considered.
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RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.
Accordingly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in
Chapter III, which constitutes “fundamental analysis” techniques. Additionally, the valuation
incorporates a “technical analysis™ of recently completed conversions and stock offerings of
comparable MHCs, including closing pricing and aftermarket trading of such offerings. It
should be noted that these valuation analyses, based on ecither the Peer Group or the recent
conversions and MHC transactions, cannot possibly fully account for all the market forces which

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

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

resulting range of value continues to be appropriate.

The appraised value determined herein is based on the current market and operating
environment for the Bank and for all thrifts. Subsequent changes in the local and national
economy, the legislative and regulatory environment, the stock market, interest rates, and other
external forces (such as natural disasters or major world events), which may occur from time to
time (often with great unpredictability) may materially impact the market value of all thrift
stocks, including Fairport Savings’ value, the market value of the stocks of public MHC

institutions, or Fairport Savings’ value alone. To the extent a change in factors impacting the
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Bank’s value can be reasonably anticipated and/or quantified, RP Financial has incorporated the

estimated impact into its analysis.

Valuation Analysis

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

Savings coming to market at this time.

1. Financial Condition

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

differences in the Bank’s and the Peer Group’s financial strengths are noted as follows:

0 Overall A/, Composition. Loans funded by retail deposits were the primary
components of both Fairport Savings’ and the Peer Group’s balance sheets. The
Bank’s interest-earning asset composition exhibited a higher concentration of
loans, but a high concentration of fixed rate loans and a lesser degree of
diversification into higher risk and higher yielding types of loans. Overall, the
Bank’s asset composition provided for a higher yield earned on interest-carning
assets and a lower risk weighted assets-to-assets ratio in comparison to the Peer
Group. Fairport Savings’ funding composition reflected a comparable level of
deposits and a higher level of borrowings in comparison to the Peer Group’s
ratios, and the Peer Group maintained a lower cost of funds than the Bank.
Overall, as a percent of assets, the Bank maintained higher levels of interest-
earning assets and interest-bearing liabilities, which translated into a lower
[EA/IBL ratio for the Bank. After factoring in the impact of the net stock
proceeds, the Bank’s IEA/IBL ratio will be more comparable to the Peer Group’s
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ratio. On balance, RP Financial concluded that asset/liability composition was a
slightly negative factor in our adjustment for financial condition.

Credit Quality. Fairport Savings reported a lower ratio of non-performing assets
to assets than the Peer Group which is a favorable comparison. Fairport Savings
also reported lower loss reserves as a percent of loans and non-performing assets
than the Peer Group which is an unfavorable comparison. As noted above, the
Bank’s risk weighted assets-to-assets ratio was lower than the Peer Group’s ratio.
Although there are some differences between the Bank and the Peer Group,
neither reflected significant credit risk. Overall, RP Financial concluded that no
adjustment was necessary for credit quality.

Balance Sheet Liquidity. The Bank operates with a lower level of cash and
investment securities relative to the Bank (17.6% of assets versus 26.7% for the
Peer Group). Following the infusion of stock proceeds, the Bank’s cash and
investments ratio is expected to increase as the proceeds retained at the holding
company level will be initially deployed into investments. Two factors influenced
our conclusion on liquidity. First, the Bank holds the majority of its investments
in held to maturity status limiting the ability to freely convert those assets into
liquid form if required. And second, the Bank’s future borrowing capacity was
considered to be less than the Peer Group’s, given that the Bank borrowings-to-
assets ratio was more than the comparable Peer Group ratio. Overall, RP
Financial concluded that a slight downward adjustment was warranted for the
Bank’s liquidity.

Funding Liabilities. The Bank’s interest-bearing funding composition reflected a
comparable level of deposits and greater reliance on borrowings relative to the
comparable Peer Group ratios. In conjunction with the composition of deposits
(concentrated in higher cost CDs) and Bank’s greater utilization of borrowings,
Fairport Savings’ overall cost of funds was higher than the Peer Group’s. Total
interest-bearing liabilities as a percent of assets were higher for the Bank
compared to the Peer Group ratio, which was attributable to Fairport Savings’
lower capital position. Following the stock offering, the increase in the Bank’s
capital position should provide Fairport Savings with a more comparable level of
interest-bearing liabilities as maintained by the Peer Group. Overall, RP
Financial concluded that a slight downward adjustment was warranted for
Fairport Savings’ funding composition.

Capital. The Peer Group operates with a higher equity-to-assets ratio than the
Bank. Following the stock offering, Fairport Savings’ pro forma capital position
will be more comparable to the Peer Group’s equity-to-assets ratio. The increase
in the Bank’s pro forma capital position will result in greater leverage potential
and reduce the level of interest-bearing liabilities utilized to fund assets. At the
same time, the Bank’s more significant capital surplus will likely result in a lower
ROE. On balance, RP Financial concluded that capital strength was substantially
comparable to the Peer Group and no adjusted was warranted for this factor.
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On balance, Fairport Savings’ balance sheet strength was slightly weaker than the Peer

Group’s, so a slight downward adjustment was applied for the Bank’s financial condition.

2. Profitability, Growth and Viability of Earnings

Earnings are a key factor in determining pro forma market value, as the level and risk

characteristics of an institution’s earnings stream and the prospects and ability to generate future

earnings heavily influence the multiple that the investment community will pay for earnings.

The major factors considered in the valuation are described below.

0

Reported Earnings. The Bank’s reported eamnings were lower than the Peer
Group’s on a ROAA basis (0.16% of average assets versus 0.50% for the Peer
Group). The Bank maintained a lower net interest margin, lower level of non-
interest operating income and higher effective tax rate, which was partially offset
by the Bank’s slightly lower levels of operating expenses and loan loss
provisions. The lower net interest margin was due to a much higher cost of funds.
Reinvestment of stock proceeds into interest-camning assets will serve to increase
the Bank’s carnings, with the benefit of reinvesting proceeds expected to be
somewhat offset by higher operating expenses anticipated with the opening of the
new branch in January 2007 and the costs associated with operating as a publicly-
traded company and the implementation of stock benefit plans. Overall, the
Bank’s reported earnings were considered to be less favorable than the Peer
Group’s and, thus, the Bank’s reported eamings were considered as a negative
factor in our adjustment for the Bank’s profitability growth and viability of
earnings.

Core Eamnings. Both the Bank’s and the Peer Group’s earnings were derived
largely from recurring sources, including net interest income, operating expenses,
and non-interest operating income. In these measures, the Bank operated with a
lower net interest margin, a lower operating expense ratio and a lower level of
non-interest operating income. The Bank’s lower ratios for net interest income
and operating expenses translated into a slightly more favorable expense coverage
ratio before considering non-interest income compared to the Peer Group’s ratio
(1.00x versus 0.97x for the Peer Group). In a ratio that considers non-interest
income, the Bank’s efficiency ratio of 91.3% was noticeable less favorable than
the Peer Group’s efficiency ratio of 78.4%, as the Bank’s lower operating expense
ratio was more than offset by the Peer Group’s more favorable ratios for net
interest income and non-interest operating income. Loss provisions had a slightly
larger impact on the Peer Group’s earnings, while the Bank had a higher effective
tax rate than indicated for the Peer Group. Overall, these measures, as well as the
expected earnings benefit the Bank should realize from the redeployment of stock
proceeds into interest-earning assets net of the additional expenses associated with
the stock benefit plans, indicate that the Bank’s core earnings will likely continue
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to be less favorable than the Peer Group’s. Accordingly, the Bank’s core earnings
were considered a negative factor in our adjustment for the Bank’s profitability
growth and viability of earnings.

Interest Rate Risk. Quarterly changes in the Bank’s and the Peer Group’s net
interest income to average assets ratios indicated that a higher degree of volatility
was associated with the Bank’s net interest margin, mainly because of the large
portfolio of fixed rate 1-4 family loans and the recently higher interest expense
ratios due to the Bank’s high CD concentration and borrowings. Other measures
of interest rate risk, such as capital and IEA/IBL ratios were more favorable for
the Peer Group with the exception of the Bank’s lower ratio for non-interest-
earning assets, thereby indicating a lower dependence on the yield-cost spread to
sustain net interest income. On a pro forma basis, the infusion of stock proceeds
can be expected to provide the Bank with equity-to-assets and IEA/ILB ratios that
continue to be below the Peer Group ratios. However, on balance, this was a
negative factor in our adjustment for profitability, growth and viability of
earnings.

Credit Risk. Loan loss provisions were a slightly larger factor in the Peer Group’s
carnings. In terms of future exposure to credit quality related losses, lending
diversification into higher risk types of loans was smailer for the Bank and the
Bank maintained a higher concentration of assets in loans. The Bank’s and the
Peer Group’s credit quality measures indicated that the Bank had lower levels of
non-performing assets while the Peer Group maintained higher levels of reserves
as a percent of loans and non-performing assets. Overall, RP Financial concluded
that earnings credit risk was a neutral factor in our adjustment for profitability,
growth and viability of earnings.

Earnings Growth Potential. Several factors were considered in assessing earnings
growth potential. First, the Bank’s historical growth reflected an increase in
assets because of stronger loan growth for the period, while the Peer Group’s
slightly weaker loan growth still supported asset growth for the period. Second,
the infusion of stock proceeds will increase the Bank’s earnings growth potential
with respect to leverage capacity, however there will be just a comparable
leverage capacity (similar equity-to-assets ratios) post conversion compared to the
Peer Group. Third, the anticipated expenses from the new Irondequoit branch
(January 2007) coupled with continued compression in the net interest margin are
expected to place significant downward pressure on the Bank’s earnings in
calendar 2007 even before the added expenses of the stock benefit plans. These
factors could well result in negative earnings for 2007 which would not be
overcome by reinvestment of the offering proceeds and new growth. Finally, the
Peer Group’s higher level of non-interest operating income implies greater
eamnings growth potential and sustainability of earnings during periods when net
interest margins come under pressure as the result of adverse changes in interest
rates. Overall, this was a negative factor in our adjustment for profitability,
growth and viability of earnings.
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) Return on Equity. The Bank’s current return on equity is lower than the Peer
Group’s return on equity ratio. As the result of the increase in capital that will be
realized from the infusion of net stock proceeds into the Bank’s equity, combined
with the Bank’s lower return on assets and the aforementioned downward
pressure on earnings, the Bank’s pro forma return on equity on a core earnings
basis will be well below the Peer Group’s return on equity ratio. Accordingly, this
was a negative factor in the adjustment for profitability, growth and viability of
garnings.

Overall, based on the downward adjustments described above, we concluded that a

significant downward adjustment was warranted for these factors.

3. Asset Growth

Over the most recent twelve month period, the Bank recorded weaker asset growth than
the Peer Group, as both the Bank relied to a greater extent on existing cash and investments to
fund loan growth than the Peer Group. Comparatively, the Bank recorded a 6.8% increase in
assets, which was largely achieved through loan growth, versus the Peer Group asset growth of
10.3% on average. Loan growth was slightly stronger for the Bank (11.6% versus 11.3% loan
growth for the Peer Group). The Bank’s growth has been funded primarily with an increased
reliance on borrowings and lesser reliance on retail deposits, which is less attractive than the Peer
Group that has recorded healthy growth in deposits on average. The Bank’s current lower capital
position compared to the Peer Group places the Bank at a disadvantage in terms of future growth
potential. On a pro forma basis, the Bank’s tangible equity-to-assets ratio will be comparable to
the Peer Group’s tangible equity-to-assets ratio, indicating comparable future leverage capacity
for the Bank. At the same time, the Bank’s new branch office (January 2007) should provide
additional growth potential in retail deposits and lending, which should support continued
growth in the balance sheet. Accordingly, on balance, we believe no adjustment was warranted

for this factor.

4. Primary Market Area

The general condition of an institution’s market area has an impact on value, as future
success is in part dependent upon opportunities for profitable activities in the local market

served. Overall, Monroe County, New York accounts for the major portion of the Bank’s
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deposit and lending activities. Operating in a market area that is a close distance to a major
metropolitan area (Rochester metropolitan statistical area) provides the Bank with growth
opportunities, but such growth must be achieved in a highly competitive market environment.
The Bank competes against significantly larger institutions that provide a larger array of services
and have significantly larger branch networks than maintained by Fairport Savings. The
competitiveness of the Monroe County market area is highlighted by the Bank’s nominal deposit

market share and the relatively low growth rate in deposits recently.

Summary demographic and deposit market share data for the Bank and the Peer Group
companies is provided in Exhibit III-3. The Peer Group companies are located within a range of
rural and urban areas with a similar level of per capita income compared to Monroe County.
Monroe County’s projected population growth rate was below the comparable Peer Group
average and median growth rates. The average and median deposit market shares maintained by
the Peer Group companies were significantly above the Bank’s market share of deposits in
Monroe County. Overall, the degree of competition faced by the Peer Group companies was
viewed as similar to the Bank in Monroe County. As shown in Table 4.1, December 2006
unemployment rates for the majority of the markets served by the Peer Group companies were
generally comparable or above the unemployment rate reflected for Monroe County. On

balance, we concluded that no adjustment was required for the Bank’s market area.
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Fairport Savings - NY

The Peer Group

Colonial Bank MHC of NJ

FedFirst Financial MHC of PA
Gouverneur Bancorp MHC of NY
Green County Bancorp MHC of NY
Lake Shore Bancorp MHC of NY
Magyar Bancorp MHC of NJ

NE Community Bancorp MHC of CT
Naugatuck Valley Fin MHC of CT
Oneida Financial MHC of NY
Pathfinder Bancorp MHC of NY

Table 4.1
Market Area Unemployment Rates
Fairport Savings and the Peer Group Companies(1)

County
Monroe

Cumberland
Westmoreland
St. Lawrence
Greene
Chautauqua
Middlesex
Westchester
New Haven
Madison

Oswego

Peer Group Average

(1) Unemployment rates are not seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.

5. Dividends

At this time the Bank has not established a dividend policy.

December 2006
Unemployment

3.8%

6.2%
4.6
4.9
4.4
4.0
3.4
3.1
4.1
4.3
53

4.4%

Future declarations of

dividends by the Board of Directors will depend upon a number of factors, including investment

opportunities, growth objectives, financial condition, profitability, tax considerations, minimum

capital requirements, regulatory limitations, stock market characteristics and general economic

conditions. Six out of the ten Peer Group companies pay regular cash dividends, with implied

dividend yields ranging from 1.57% to 4.00%. The average dividend yield on the stocks of the
Peer Group institutions equaled 1.60% as of February 23, 2007. As of February 23, 2007,
approximately 84% of all publicly-traded thrifts had adopted cash dividend policies (see Exhibit

IV-1), exhibiting an average yield of 2.52% for fully converted companies and 2.17% for MHC

companies. The dividend paying thrifts generally maintain higher than average profitability

ratios, facilitating their ability to pay cash dividends.
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Our valuation adjustment for dividends for Fairport Savings also considered the
regulatory policy with regard to waiver of dividends by the MHC. Under current policy, any
waiver of dividends by an FDIC regulated MHC requires that the minority stockholders’
ownership interest be reduced in a second-step conversion to reflect the cumulative waived
dividend account. Comparatively, no adjustment for waived dividends is required for OTS
regulated companies in a second-step conversion. As an MHC operating under OTS regulation,
the Bank will be subject to the same regulatory dividend policy as all of the Peer Group
companices, as all of the Peer Group companies also operate under OTS regulation pursuant to the
dividend waiver policy. Accordingly, we believe that to the extent Fairport Savings’ pro forma
market value would be influenced by the OTS’ dividend policy regarding MHC institutions, it

has been sufficiently captured in the pricing of the Peer Group companies.

While the Bank has not established a definitive dividend policy prior to converting, the
Bank’s lower pro forma equity/assets ratio and lower pro forma profitability restricts the ability
to pay a competitive dividend. On balance, we concluded that a slight downward adjustment

was warranted for purposes of the Bank’s dividend policy.

6. Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the public
markets. Nine of the Peer Group members trade on the NASDAQ system and one Peer Group
member trades on the AMEX. Typically, the number of shares outstanding and market
capitalization provides an indication of how much liquidity there will be in a particular stock.
The market capitalization of the Peer Group companies, based on the shares issued and
outstanding to public shareholders (i.e., excluding the majority ownership interest owned by the
respective MHCs) ranged from $11.5 million to $73.7 million as of February 23, 2007, with
average and median market values of $34.4 million and $33.1 million, respectively. The shares
issued and outstanding to the public shareholders of the Peer Group members ranged from 0.9
million to 5.9 million, with average and median shares outstanding of 2.7 million and 2.8
million, respectively.  The Bank’s minority stock offering is expected to have a pro forma
market value that is below the range of market values indicated for the Peer Group companies,

while the number of public shares outstanding for the Bank (8.3 million at the minimum to 13.1
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million at the supermaximum) is expected to be below the average and median number of shares
outstanding indicated for the Peer Group. It is anticipated that the Bank’s stock will be listed for
trading on the OTC Bulletin Board or the pink sheets following the stock offering, which
generally suggests lower liquidity compared to a stock listed on NASDAQ or an exchange.
Overall, we anticipate that the Bank’s public stock will have a less liquid trading market as the
Peer Group companies on average and, therefore, concluded a slight downward adjustment was

necessary for this factor.

7. Marketing of the Issue

Three separate markets exist for thrift stocks: (1) the after-market for public companies,
both fully-converted stock companies and MHCs, in which trading activity is regular and
investment decisions are made based upon financial condition, earnings, capital, ROE, dividends
and future prospects; (2) the new issue market in which converting thrifts are evaluated on the
basis of the same factors but on a pro forma basis without the benefit of prior operations as a
publicly-held company and stock trading history; and (3) the thrift acquisition market. All three

of these markets were considered in the valuation of the Bank’s to-be-issued stock.

A. The Public Market

The value of publicly-traded thrift stocks is easily measurable, and is tracked by
most investment houses and related organizations. Exhibit IV-1 provides pricing and financial
data on all publicly-traded thrifts. In general, thrift stock values react to market stimuli such as
interest rates, inflation, perceived industry health, projected rates of economic growth, regulatory
issues and stock market conditions in general. Exhibit IV-2 displays historical stock market
trends for various indices and includes historical stock price index values for thrifts and

commercial banks. Exhibit IV-3 displays historical stock price indices for thrifts only.

In terms of assessing general stock market conditions, the performance of the
overall stock market has generally been positive over the past year, The broader stock market
rallied higher at the start of 2006 on indications that the Federal Reserve was nearing an end to
the current cycle of rate increases. In the second week of January, the Dow Jones Industrial

Average (“DJIA”) closed above 11000 for the first time since before September 11, 2001.
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Higher oil prices, some disappointing fourth quarter earnings and worries about Iran pushed
stocks lower in mid-January, which was followed by a rebound in the broader stock market in
late-January. The late-January gains were supported by some favorable fourth quarter earnings
and economic news showing strong December orders for durable goods and lower than expected
unemployment. Mixed reaction to some fourth quarter earnings reports and concerns about the
housing market cooling off provided for a choppy market during the first half of February. Some
favorable economic data, which included a surge in January retail sales and only a slight rise in
core consumer prices for January, supported gains in the broader stock market heading into late-
February. Major indexes approached multi-year highs in late-February, before faltering at the
end of February on economic data showing a decline in consumer confidence and the housing
market slowing down. However, in early-March 2006, stocks trended lower on concerns that
rising global interest rates would hurt corporate profits. Stocks rebounded in mid-March, as
economic data showing steady economic growth and little consumer inflation helped to lift the
DIJIA to a four and one-half year high. Stocks trended lower at the close of the first quarter on
interest rate worries, as the Federal Reserve lifted rates another quarter point and hinted at more

increases to come.

The broader stock market traded up at the start of the second quarter of 2006,
reflecting optimism about first quarter earnings and that tame inflation would bring an end to rate
increases by the Federal Reserve. Higher oil prices curbed the positive trend in stocks during
mid-April, which was followed by the biggest gain of the year for the DIIA. The release of the
minutes from the Federal Reserve’s March meeting, which signaled that the Federal Reserve was
about to stop raising rates served as the catalyst to the rally. Stocks generally edged higher
through the end of April, as investors focused on strong first quarter earmings reports by a
number of blue chip stocks. However, the positive trend was somewhat subdued by new
inflation fears resulting from March economic data. Lower oil prices and a strong retail sales
report for April helped to lift the DJIA to a six year high in early-May. Stocks traded flat on
news of another rate increase by the Federal Reserve, which was followed by a sharp sell-off in
mid-May as a larger than expected rise in April consumer prices sparked inflation fears. An
upward revision to first quarter GDP growth provided a boost to stocks heading into late-May,

but the rally was cut short as a drop in consumer-confidence numbers for May and concerns of
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slower economic growth hurting corporate profits spurred another sell-off in late-May. Despite
closing up on the last day of May, the month of May was the worst monthly performance for the

DJIA in eleven months.

The down turn in the broader stock market continued during the first part of June
2006, as stocks tumbled after an inflation warning by the Federal Reserve Chairman stoked fears
of future rate increases. Comparatively, stocks rallied in mid-June following reassuring inflation
comments by the Federal Reserve Chairman. Higher interest rates dampened the rally ahead of
the Federal Reserve meeting in late-June. Stocks surged higher following the Federal Reserve
meeting in late-June, as comments from the Federal Reserve served to calm inflation worries and

raised expectations of an end to the current cycle of rate increases.

Geopolitical turmoil and higher oil prices pulled stocks lower at the start of the
third quarter of 2006. The broader stock market rallied briefly in mid-July on comments from
the Federal Reserve that hinted at the possibility of a pause in the current cycle of rate increases
and some favorable second quarter earnings reports. After trading in a narrow range during late-
July and early-August, stocks retreated following the Federal Reserve meeting in August. While
the Federal Reserve left rates unchanged, stocks declined on concerns of an economic slow
down. Favorable inflation data reflected in wholesale and retail prices for July provided a boost
to stocks in mid-August. Stocks traded in a narrow range before strengthening at the end of
August, as oil prices dropped below $70 a barrel for the first time in two months and the
unemployment rate for August dropped to 4.7%. The DJIA moved to a four-month high in mid-
September, with further declines in oil prices and the Federal Reserve’s decision to leave rates
unchanged helping to sustain the positive trend. Stocks retreated modestly heading into late-
September, as investors reacted negatively to an economic report showing a slow down in
business activity in the Mid-Atlantic region. Lower oil prices and a strong consumer sentiment

report helped stocks to rally at the close of the third quarter.

The broader stock market rally was sustained into the fourth quarter of 2006, as
the DJIA moved to an all-time high in early-October. Lower oil prices and growing expectations
that the next move by the Federal Reserve would be to cut rates extended the stock market rally

into mid-October, with the DJIA approaching the 12000 mark. The DJIA closed above 12000
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heading into late-October, with optimism about corporate earnings, the Federal Reserve’s
decision to hold rates steady and lower oil prices sustaining the rally. Despite a slight pullback at
the end of October, the 3.4% gain in DJIA for October was the best monthly gain since
November 2005. Stocks continued to edge lower at the beginning of November, but then
rebounded strongly in mid-November. Favorable inflation data reflected in wholesale and
consumer prices for October, merger news and upbeat comments by the Federal Reserve about
interest rates were factors that contributed to rally in the broader market. Stocks traded in a
narrow range ahead of the holiday shopping season in late-November. After posting a big one
day loss in late-November on concerns about retail sales, lower oil prices, merger news and
favorable economic reports provided a boost to stocks in early-December. The DJIA traded to
record highs in mid- and late-December, as stocks benefited from some robust economic reports

and investors betting on a strong finish for the year.

Mixed fourth quarter earnings reports and investor nervousness ahead of the
Federal Reserve rate meeting provided for a choppy trading market for thrift issues in mid- and
late-January 2007. However, the broad stock market indices rebounded in February as the
Federal Reserve left its short term interest rate benchmarks unchanged, oil and commodity prices
continued to remain moderate, and inflation and economic news were generally benign. As a
result, the DJIA reached a new record high on February 20, 2007, before puiling back slightly at
the end of the trading week. As an indication of the general trends in the nation’s stock markets
over the past year, as of February 23, 2007 the DJIA closed at 12,467.48, an increase of 1.5% for
the year and 14.3% over the last twelve months. Comparatively, the NASDAQ closed at
2515.10 on February 23, 2007, an increase of 4.1% for the year and 10.3% over the last twelve
months, while the S&P 500 closed at 1451.19, an increase of 2.3% for the year and 12.7% over

the last twelve months.

The market for thrift stocks has been mixed during the past twelve months, but, in
general, thrift stocks have been outperformed by the broader market during the past year. Thrift
stocks participated in the broader stock market rally at the beginning of the New Year, as interest
rate sensitive issues benefited from news that rate increases by the Federal Reserve may be
nearing an end. Thrift stocks continued to parallel the broader market in mid-January, as the

sector traded down following some disappointing fourth quarter earnings caused by net interest
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margin compression. Short covering and a slight improvement in the yield curve provided for a
brief rebound in thrift stocks in late-January 2006, followed by a downward move in the sector at
the end of January as investors anticipated another rate hike by the Federal Reserve. The
downward trend in thrift stocks continued through mid-February, reflecting concerns that
valuations were too high in light of a number of thrift issues experiencing a weaker earnings
outlook due to spread compression resulting from the inverted yield curve. Thrift stocks
strengthened along with the broader market heading into late-February, as mortgage lenders
benefited from inflation data that showed only a small rise in core consumer prices for J anuary
and news that housing starts surged in January. Comparatively, reports of declining home sales,
lower consumer confidence and higher oil prices depressed thrift stocks at the end of February
and the first week of March. Thrift stocks rebounded in conjunction with the broader market in
mid-March 2006, as interest rate sensitive issues benefited from tame inflation data reflected in
the February consumer price index. The proposed acquisition of North Fork Bancorp by Capital
One helped to further the advance in thrift stocks, particularly in the Northeast states. Higher
interest rates pushed thrift stocks lower in late-March, particularly after the Federal Reserve

increased rates another quarter point and indicated that more rate increases were likely.

Thrift issues traded in a narrow range during the first half of April 2006, in which
mixed earnings reports and concerns about interest rates and inflation provided for an uneven
trading market. Thrift stocks spiked higher in conjunction with the broader market heading into
the second half of April, as investors reacted favorably to news that the Federal Reserve was
contemplating an end to rate increases during its March meeting. The rally in thrift stocks was
short-lived, with renewed concerns about interest rates and inflation providing for a modest pull
back in thrift stocks during late-April. However, thrift stocks rebounded at the end of April, as
comments from the Federal Reserve Chairman fueled speculation that the current cycle of

Federal Reserve rate hikes may be nearing an end.

Strength in the broader market sustained a rally in thrift stocks during early-May.
Higher interest rates, weakness in the broader market and a drop in consumer confidence pushed
thrift stocks lower in mid-May. Inflation fears continued the slide in thrift stocks in late-May,
although thrift stocks closed out May advancing in conjunction with the broader market.

Inflation fears, sparked by comments from the Federal Reserve Chairman, pulled thrift stocks
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lower along with the broader market in early-June. Acquisition speculation helped thrift stocks
to stabilize ahead of the broader market heading into mid-June. Interest rate concerns weighed
on thrift stocks in mid-June, although thrift stocks moved higher following comments from the
Federal Reserve Chairman that eased inflationary concerns. Thrift stocks traded in a narrow
range ahead of the Federal Reserve meeting in late-June and then rallied strongly following
statements from the Federal Reserve that hinted at the possibility of taking a break from raising

interest rates further.

Activity in thrift stocks was neutral at the beginning of the third quarter of 2006,
which was followed by a downturn in thrift stocks along with the broader market in mid-July.
Comments from the Federal Reserve indicating expectations of inflation moderating and some
positive second quarter earnings sparked a brief rally in thrift stocks, which was followed by a
pull back in late-July. Earnings falling short of expectations due to margin compression
contributed to the sell-off in thrift stocks. Thrift stocks bounced higher in early-August, as July
employment data provided signs of a slowing economy and increased expectations that the
Federal Reserve would stop raising rates. Mortgage data showing a drop in loan fundings
reversed the positive trend in thrift stocks heading into mid-August, which was followed by an
upturn in mid-August as thrift stocks participated in the broader market rally that was powered
by favorable inflation data. Thrift stocks trended lower in late-August, reflecting concerns of a
slowdown in housing. A favorable August employment report provided a boost to the thrift
sector at the beginning of September. Inflationary fears prompted a brief sell-off in thrift stocks
heading into mid-September, which was followed by a rebound as falling oil prices benefited

stocks in general.

Thrift stocks advanced at the start of the fourth quarter of 2006, based on
economic data that suggested the economy was slowing and comments from the Federal Reserve
Chairman that raised hopes of a decline in short-term interest rates. Acquisition news and
strength in the broader market sustained the upward trend in thrift stocks into mid-October.
Thrift stocks sold off with the broader market at the end of October and into early-November, as
economic data showing slower growth raised concerns for some investors. Strength in the
broader market supported a rebound in thrift stocks ahead of the national elections. Favorable

inflation data boosted thrift and bank stocks along with the broader market in mid-November,
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while weaker than expected housing data pressured thrift and bank stocks lower heading into
late-November. Merger news, including Bank of New York’s announced merger with Mellon
Financial Corp., sparked gains in thrift and bank stocks in early-December. Thrift and bank
stocks traded in a narrow range through mid-December, as the Federal Reserve left interest rates
unchanged as expected. An upbeat on home sales helped thrift and bank stocks participate in the

broader market rally in late-December.

Thrift and bank stocks traded lower at the start of 2007, as a favorable
employment report for December reduced expectations of the Federal Reserve cutting interest
rates anytime soon. Mixed fourth quarter earnings reports provided for a choppy market for
thrift and bank issues in mid-January 2007. In February, the market for thrift and bank stocks
continued to trade in a narrow range as the inverted yield curve showed no signs of abating
which, coupled with ongoing weakness in the real estate markets, meant that meaningful
earnings growth for many banks and thrifts would be difficult to achieve over the foreseeable
future. On February 23, 2007, the SNL Index for all publicly-traded thrifts closed at 1795.3, an
increase of 7.9% from one year ago and a decrease of 1.9% year-to-date. The SNL MHC Index
for all publicly-traded MHCs closed at 3887.3, and reflects much better performance the SNL
Index for all thrifts, increasing by 29.1% from one year ago and an increase of 0.3% year-to-date.
Importantly, both these indices are weighted by market value and thus, predominately reflect the
trends in the trading values of larger cap companies. In particular, we believe the MHC index
reflects the price increase of Peoples Bank of Connecticut, which has increased by nearly 25%

following the submission of its application to compete a second step conversion.

B. The New Issue Market

In addition to thrift stock market conditions in general, the new issue market for
converting thrifts is also an important consideration in determining the Company’s pro forma
market value. The new issue market, including the market for secondary offerings, is separate
and distinct from the market for seasoned fully converted thrift stocks in that the pricing ratios
for both converting issues and secondary stock issuances are computed on a pro forma basis,
specifically: (1) the numerator and denominator are both impacted by the offering amount,

unlike existing full stock thrift equities in which price change affects only the numerator; and 2)
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the pro forma pricing ratio incorporates assumptions regarding source and use of proceeds,
effective tax rates, stock plan purchases, etc. which impact pro forma financials, whereas pricing
for existing issues are based on reported financials. The distinction between pricing of existing
issues is perhaps and those undertaking a significant stock offering is no clearer than in the case
of the price/book (“P/B”) ratio in that the P/B ratio of a converting thrift will typically result in a -
discount to book value whereas in the current market for existing thrifts the P/B ratio often
reflects a premium to book value. Therefore, we believe it is appropriate to consider the market
for new thrift issues, both at the time of the conversion and in the aftermarket, as a proxy for the
market for secondary offerings given the apparent similarities bet;veen these two types of

transactions.

The market for thrift issues has been relatively stable over the past several
quarters, with most converting issues having successful offerings and reflecting modest price
appreciation in initial trading activity. In general, investor interest in smaller offerings with
resulting less liquid trading markets has been for the most not as strong compared to larger
offerings with more liquid trading markets. As shown in Table 4.2, one standard conversion,
two second step conversions, and four MHC minority stock offerings were competed during the
past three months. The four MHC offerings are considered to be most relevant for purposes of
our analysis. Three of the four MHC offerings closed at the top of the superrange while
MainStreet Financial Corp. of MI closed its offering at a level just below the midpoint of the
offering range. On a fully-converted basis, the average closing pro forma price/tangible book
ratio of the recent MHC offerings equaled 79.5% and 82.8% based on the median. On average,
the prices of the recent MHC offerings reflected price appreciation of 21.2% after the first week
and 18.1% after the first month of trading based on the average, and 15.5% and 10.0%
respectively, based on the median. The two smaller MHC offerings, Polonia Bancorp of PA
($14.9 million) and MainStreet Financial Corp of MI ($3.6 million) closed their offerings at
82.8% and 69.1% of fully converted book value, respectively, and were trading at approximately
their IPO prices as of February 23, 2007. Table 4.3 provides a summary of the current pricing of

the three publicly-traded institutions that have completed their offerings in the last three months.
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C. The Acquisition Market

Also considered in the valuation was the potential impact on the Company’s stock
price of recently completed and pending acquisitions of other savings institutions operating in
New York. As shown in Exhibit V-4, there were 10 thrift acquisitions completed from the
beginning of 2004 through year-to-date 2007. To the extent that speculation of a re-
mutualization may impact the Company’s valuation, we have largely taken this into account in
selecting companies which operate in the MHC form of ownership. Accordingly, the Peer Group
companies are considered to be subject to the same type of acquisition speculation that may

influence the Company’s trading price.

* %k ok ok k k ¥ K * k %

In determining our valuation adjustment for marketing of the issue, we considered trends
in both the overall thrift market, the new issue market including the new issue market for MHC
shares and the local acquisition market for thrift stocks. Taking these factors and trends into
account, RP Financial concluded that no adjustment was appropriate in the valuation analysis for

purposes of marketing of the issue.

8. Management

Fairport Savings’ management team appears to have experience and expertise in all of the
key areas of the Bank’s operations. Exhibit IV-5 provides summary resumes of Fairport
Savings’ Board of Directors and senior management. The financial characteristics of the Bank
suggest that the Board and senior management have been effective in implementing an operating
strategy that can be well managed by the Bank’s present organizational structure. The Bank
currently does not have any senior management positions that are vacant. Similarly, the returns,
capital positions and other operating measures of the Peer Group companies are indicative of
well-managed financial institutions, which have Boards and management teams that have been
effective in implementing competitive operating strategies. Therefore, on balance, we concluded

no valuation adjustment relative to the Peer Group was appropriate for this factor.
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9. Effect of Government Regulation and Regulatory Reform

In summary, as a federally-insured savings institution operating in the MHC form of
ownership, Fairport Savings will operate in substantially the same regulatory environment as the
Peer Group members -- all of whom are adequately capitalized institutions and are operating
with no apparent restrictions. Exhibit IV-6 reflects the Bank’s pro forma regulatory capital
ratios. Accordingly, no adjustment has been applied for the effect of government regulation and

regulatory reform.

Summary of Adjustments

Overall, based on the factors discussed above, we concluded that the Bank’s pro forma

market value should reflect the following valuation adjustments relative to the Peer Group:

Table 4.4
Valuation Adjustments
FSB Community Bankshares, Inc.

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

Effect of Government Regulations and Regulatory Reform  No Adjustment

Basis of Valuation - Fully-Converted Pricing Ratios

As indicated in Chapter III, the valuation analysis included in this section places the Peer
Group institutions on equal footing by restating their financial data and pricing ratios on a “fully-
converted” basis. We believe there are a number of characteristics of MHC shares that make
them different from the shares of fully-converted companies. These factors include: (1) lower

aftermarket liquidity in the MHC shares since less than 50% of the shares are available for
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trading; (2) no opportunity for public shareholders to exercise voting control; (3) the potential
pro forma impact of second-step conversions on the pricing of MHC institutions; (4) the
regulatory policies regarding the dividend waiver policy by MHC institutions; and (5) the
middle-tier structure maintained by most MHCs facilitates the ability for stock repurchases. The
above characteristics of MHC shares have provided MHC shares with different trading
characteristics versus fully-converted companies. To account for the unique trading
characteristics of MHC shares, RP Financial has placed the financial data and pricing ratios of
the Peer Group on a fully-converted basis to make them comparable for valuation purposes.
Using the per-share and pricing information of the Peer Group on a fully-converted basis
accomplishes a number of objectives. First, such figures eliminate distortions that result when
trying to compare institutions that have different public ownership interests outstanding.
Secondly, such an analysis provides ratios that are comparable to the pricing information of
fully-converted public companies, and more importantly, are directly applicable to determining
the pro forma market value range of the 100% ownership interest in Fairport Savings as an
MHC. Lastly, such an analysis allows for consideration of the potential dilutive impact of
dividend waiver policies adopted by the Federal agencies. This technique is validated by the
investment community’s evaluation of MHC pricing, which also incorporates the pro forma

impact of a second-step conversion based on the current market price.

To calculate the fully-converted pricing information for MHCs, the reported financial
information for the public MHCs must incorporate the following assumptions, based on
completed second-step conversions to date: (1) all shares owned by the MHC are assumed to be
sold at the current trading price in a second step-conversion; (2) the gross proceeds from such a
sale are adjusted to reflect reasonable offering expenses and standard stock based benefit plan
parameters that would be factored into a second-step conversion of MHC institutions; (3) net
proceeds are assumed to be reinvested at market rates on a tax effected basis; and (4) the public
ownership interest is adjusted to reflect the pro forma impact of the waived dividends pursuant to
applicable regulatory policy. Book value per share and earnings per share figures for the public
MHCs were adjusted by the impact of the assumed second step-conversion, resulting in an

estimation of book value per share and earnings per share figures on a fully-converted basis.
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Table 4.5 on the following page shows the calculation of per share financial data (fully-
converted basis) for each of the ten public MHC institutions that form the Pecr Group.

Valuation Approaches: Fully-Converted Basis
In applying the accepted valuation methodology promulgated by the OTS and adopted by

the FDIC, ie., the pro forma market value approach, including the fully-converted analysis
described above, we considered the three key pricing ratios in valuing Fairport Savings’ to-be-
issued stock -- price/earnings (“P/E”), price/book (“P/B™), and price/assets (“P/A”) approaches --
all performed on a pro forma basis including the effects of the stock proceeds. In computing the
pro forma impact of the conversion and the related pricing ratios, we have incorporated the
valuation parameters disclosed in Fairport Savings’ prospectus for reinvestment rate, effective
tax rate and stock benefit plan assumptions (summarized in Exhibits IV-7 and IV-8). Pursuant to
the minority stock offering, we have also incorporated the valuation parameters disclosed in
Fairport Savings’ prospectus for offering expenses. We have assumed fixed offering expenses of
$854,600, reflective of actual estimated offering expenses, for both the full conversion analysis
and the minority stock offering. Other assumptions utilized in the pro forma analysis in
calculating the Bank’s full conversion value were consistent with the assumptions utilized for the
minority stock offering, except the ESOP was assumed to equal 8.0% of the offering, the stock
plan purchases were assumed to equal 4.0% of the offering and the stock option plan was

assumed to equal 10.0% of the offering.

In our estimate of value, we assessed the relationship of the pro forma pricing ratios

relative to the Peer Group, recent conversions and MHC offerings.

RP Financial’s valuation placed an emphasis on the following:

o P/E Approach. The P/E approach is generally the best indicator of long-term value
for a stock. Although the Bank is less profitable than the Peer Group and has
structural earnings weaknesses, the P/E approach was carefully considered in this
valuation. At the same time, recognizing that (1) the earnings multiples will be
evaluated on a pro forma fully-converted basis for the Bank as well as for the Peer
Group; and (2) the Peer Group on average has had the opportunity to realize the
benefit of reinvesting the minority offering proceeds, we also gave weight to the other
valuation approaches.




"07 "eRuBUld @dY AQ 9002 (o) iuBuAded

“UDNBWIOU} YONS Jo
$36UgeIdwoo Jo AoRInaoe sy} sajurIenb JoUURD BM NG '9]gBIaJ BIR SABI[3q M SIUNOS WOJ) PAUIRIGO USBQ SBY Hodal S|J) Ul PapIAasd UORBLLIOIUI UL 'SUDHEINI(ED "I '[BRUBUIY @dY Pue 'sieinaap Bupago ‘spodas selodion aounos

'S]98SB JHW PUE SPUAPIAIP pEABM |18 12980 uonnjip 'selusdwicd Jaglo jje Jod "S1@ssB DHN PUB SPUSPIAIP PIA[EM S530X3 S1980aJ uopn|ip ‘saluvedwoo passyiejpusil, 510 jo4
"da)s puoaas jpopeuodAy e Gunwnsse spuspinp penem Guipiebal sapiod H1Q4 pUe S0 U WNOo98 oW BuE) Ja)e SEp|OYY01s Arounu jo volisod diysiaumo Bwio) oud sageN {S)
(spuapnp pealem BuipseBel Aojjod D1Q4 198U81) IHIN BU} AG PaA|BM SPUBPIAIP SAIIBINWND Jo toedwW| aAlN|Ip 109yel 0} saluedwod palayizpuesd-uou, o) siraunsnipe 1eyel seunbly {F)

%00 ¥E el Xe} aan2a)yJ
- (sseak) Bunsen ued uopubooay
111 (sJeak) wia) veol dOSI
%il'E JUBUNSIAUAY Xel-JaYY
Bunsoa veld uoiuBova) pue UCKEZIHOWE JOSI XJ-43)48 SSaf (IWODU| JUawisaAUlal a1eI3uab Jou op Lejd uoN|ubooal pue J(OS T SWNSSE) SWODY) JUAWSBAUII XB]-1aYR sP3Yal sBuwes u) eseasoul laN ()
%00'¥ Jueniad ueid uojubooay
%00°8 aseynd waosed Jos3
%002 wened asvadxe Butrayo

-d2ys puooes [eonaysedAy Yum IUaLNOUCD UOHNIRSL SY) Jo [BNDED oUi YIM §19858 DHIW JO UONEPI0SUOD SIPN{Ul o5 (eddes Ui aseasmul jau ay;
'[PAI) DHIA W) §B S1ASSR YiM suopmnsu) ko4 “ueid o0 pRiRUsal Joj junooor benesuaduioD paus)ep pue dOsd pebelaaa) 10) Junooae Ainba-enuoeo 'sesuadxe Bupayo s59) spaacid ssoub sipayal elided vy eseasaul jaN (2)
‘(seusys o)gnd-uou "3°|) Avedwod Buip|oy [emnw ey Ag pauMO S$3JBYS JO Jaquinu ay) Aq paijdninw soud yoois se pajejnojed speeoold ssaldy (})

000  LSE  OLEZL TT¥L BESE SFO  LPO e LW 11902 SOCL B0ZL WL 9B LED L0 PBS'L 188 SOv'Z (8'5E) AN JO DHIN D8 Japuugied  OHEd
000 SFr  GFI9 IS0 BRZL IS0 090 899 06F'v¥ ZELS  00TL 8B5S 0%v  Ll'L 9rO0  6v0 ME'Y  RIPE §8LL (9'FF)AN JO OHW PUBUId BPIRUO  D4NO
000 T¥r  8TI9 6L EETL M0 1ED 569 198's¥ EEE'ES  SITL 916§ B9 189 610 6LD €el'y  LIC'E  005'Z {Z'py) LO 0 OHW W4 AIABreN  7SAN
000 OSr  0gLZ  SVEE HEL $T0 O CES'L  L0S'IL 57106 BETL ¥z 0EL  0EL  EY0 €10 vIZL  MSE'S  SZTE {0'SP) AN JO OHIW dioug wwo) IN 923N
000 O'9r  $¥Z8  90SL  9OSL  L9C  PEO 6L 159'0F orZ'tr  Sivk las.  0Z§ 0" ¥50 12D 102'c £2l'T  ¥26'S (O'9PI\N 49 OHIW dicoueg JeABely  YAOW
000  OSF /8BS 9LFL O9LFL I¥OD  OFO L] 1¥6'8E 18Z'sk  SPIL 8675  LZ® iT9 I€0 620 189 96T £l9'9 (0°G¥IAN JO DHW dug @10ys @¥e  NEST
000 LZ¥  ZOE9  99bL  9gFL QL0 650 £z 286'¢1 §5Z'9L  SETL €646 L8 L'®  BSO0  £50 €L 186 8eTT (9°ZFIAN JO DHIW €08 INBWeAnoy  AGD
000 vYr €528 G451 SLSH B0 9Le 585 9y6'6Z 1Ze've  OLUSL 1E5L kS8 158 90 790 T A T R T T {(p'¥¥) AN 40 DHW diog 0D USRID  DEDD
00°0 Vsy  AVOF LML LTV SV 800 565 osY'0E ¥Sv'SE 05 6T £9'9 BL'O 900 00 LT LOE £099 (g's¥) vdJo OHW ud 1s014ped 0544
000 o9y 8106 BS'FL 65°FL ja 4] 2 4] 595 or6'aZ 159'cE gLEL BLER 6L'8 6l'8 2’0 A} b4 24 080'2 ZIs'p (0’99} FN 10 DHW JUEG (BIUCICD  WFOD

(%) (%) () (s) (s) ($) ($) {ooos)  {oo0%) (ooog) ($) ($) () (s} ($) ($) (o00) (000}  (00OQ)
oy Bd FessY 496g GnEA  §d3  Sd3  (6)oW0ou| [Z)EN0E] (J5pesoold d  Siessy  yoog dnEA §d3 §d3  FOlEUS S9IES SAmUg

angng ‘Buej doog ®i0D IOU| 18N IOV 18N sS0ID) aJBysg ‘Bue] joog eJsoD JHW Jugnd  [e10L
~{GJBuusy oid {vlpapoAtey-Kind) €jeq eleys Jad (PIUCISIaAUD) 08}S pUCDSS JO Joedu) {soley SHIN) €1eq sIeuS Jod ualiny dSIBUMD JUBLINY
BULIOH Qi

900Z L€ Jaquedaq papul SLUOW Zi 2y)Jod
sisAjeuy uoinisy| sqesedwon)
UQISISALDY 4918 puolss JHW Bunesodicou) - ejeq) aieysS Jad paiduw) Jo uonenojen
Sy ejqet

§z'# 2804
D7 ‘orounury o 4y




RPPF, inancial, LC.
Page 4.26

» P/B Approach. P/B ratios have generally served as a useful benchmark in the
valuation of thrift stocks, particularly in the context of an initial public offering, as the
earnings approach involves assumptions regarding the use of proceeds. RP Financial
considered the P/B approach to be a valuable indicator of pro forma value, taking into
account the pricing ratios under the P/E and P/A approaches. We have also modified
the P/B approach to exclude the impact of intangible assets for the Peer Group (i.e.,
price/tangible book value or “P/TB™).

o P/A Approach. P/A ratios are generally a less reliable indicator of market value, as
investors typically assign less weight to assets and attribute greater weight to book
value and earnings. Furthermore, this approach as set forth in the regulatory
valuation guidelines does not take into account the amount of stock purchases funded
by deposit withdrawals, thus understating the pro forma P/A ratio. At the same time,
the P/A ratio is an indicator of franchise value, and, in the case of highly capitalized

 institutions, high P/A ratios may limit the investment community’s willingness to pay
market multiples for earnings or book value when ROE is expected to be low.

The Bank will adopt Statement of Position (“SOP™) 93-6, which will cause earnings per
share computations to be based on shares issued and outstanding excluding unreleased ESOP
shares. For purposes of preparing the pro forma pricing analyses, we have reflected all shares
issued in the offering, including all ESOP shares, to capture the full dilutive impact, particularly
since the ESOP shares are economically dilutive, receive dividends and can be voted. However,

we did consider the impact of the adoption of SOP 93-6 in the valuation.

Based on the application of the three valuation approaches, taking into consideration the
valuation adjustments discussed above, RP Financial concluded that as of February 23, 2007, the
pro forma market value of Fairport Savings’ full conversion offering equaled $21,000,000 at the
midpoint, equal to 2,100,000 shares at $10.00 per share.

1. Price-to-Eamings (“P/E™). The application of the P/E valuation method requires

calculating the Bank’s pro forma market value by applying a valuation P/E multiple (fully-
converted basis) to the pro forma earnings base. In applying this technique, we considered both
reported earnings and a recurring earnings base, that is, earnings adjusted to exclude any one-
time non-operating items, plus the estimated after-tax earnings benefit of the reinvestment of the
net proceeds. The Bank’s reported and core earnings equaled $233,000 for the twelve months
ended December 31, 2006. Please see Exhibit IV-9 for the adjustments applied to the Peer

Group’s earnings in the calculation of core earnings.
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Based on Fairport Savings’ eamnings and incorporating the impact of the pro forma
assumptions discussed previously, the Bank’s pro forma reported and core P/E multiples (fully-
converted basis) at the $21.0 million midpoint value equaled 42.44 times, which provided for a
premium of 67.0% and 75.4% relative to the Peer Group’s average reported and core P/E
multiples (fully-converted basis) of 25.41 times and 24.19 times, respectively (see Table 4.6).
Relative to the Peer Group’s median reported and core P/E multiples (fully-converted basis) of
25.31 times and 22.01 times, respectively, the Bank’s pro forma reported and core P/E multiples
(fully-converted basis) at the $21.0 million midpoint value equaled 42.44 times, which provided
for premiums of 67.6% and 92.8%, respectively. At the top of the super range, the Bank’s
reported and core P/E multiples equaled 47.21 times. In comparison to the Peer Group’s average
reported and core P/E multiples, the Bank’s P/E multiples at the top of the super range reflected
premiums of 85.8% and 95.2%, respectively. In comparison to the Peer Group’s median
reported and core P/E multiples, the Bank’s P/E multiples at the top of the super range reflected
premiums of 86.5% and 114.5%, respectively.

On an MHC reported basis, the Bank’s reported and core P/E multiples at the midpoint
value of $21.0 million and assuming a 47% stock offering equaled 62.96 times. The Bank’s
reported and core P/E multiples provided for premiums of 161.8% and 159.0% relative to the
Peer Group’s average reported and coreé P/E multiples of 24.05 times and 24.13 times,
respectively. Additionally, the Bank’s reported and core P/E multiples provided for premiums of
158.6% and 158.9% relative to the Peer Group’s median reported and core P/E multiples of
24.35 times and 24.32 times, respectively. Although we considered these premiums in our
valuation, only a limited number of the Peer Group companies reported meaningful P/E
multiples at February 23, 2007. We thus concluded that the earnings based valuation analysis
was less meaningful to our valuation conclusions under the MHC reported basis anatysis. The
Bank’s implied MHC pricing ratios relative to the MHC pricing ratios for the Peer Group are
shown in Table 4.7, and the pro forma calculations are detailed in Exhibits I[V-10 and Exhibit IV-
11.

2. Price-to-Book (“P/B”). The application of the P/B valuation method requires

calculating the Bank’s pro forma market value by applying a valuation P/B ratio, as derived from
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the Peer Group’s P/B ratio (fully-converted basis), to Fairport Savings’ pro forma book value
(fully-converted basis). Based on the $21.0 million midpoint valuation, Fairport Savings’ pro
forma P/B and P/TB ratios both equaled 66.68%. In comparison to the average P/B and P/TB
ratios for the Peer Group of 91.18% and 94.59%, the Bank’s ratio reflected a discount of 26.9%
on a P/B basis and a discount of 29.5% on a P/TB basis. In comparison to the median P/B and
P/TB ratios for the Peer Group of 93.66% and 94.30%, the Bank’s ratio reflected a discount of
28.8% on a P/B basis and a discount of 29.3% on a P/TB basis. At the top of the super range, the
Bank’s P/B and P/TB ratios on a fully-converted basis both equaled 74.15%. In comparison to
the Peer Group’s average P/B and P/TB ratios, the Bank’s P/B and P/TB ratios at the top of the
super range reflected discounts of 18.7% and 21.6%, respectively. In comparison to the Peer
Group’s median P/B and P/TB ratios, the Bank’s P/B and P/TB ratios at the top of the super
range reflected discounts of 20.8% and 21.4%, respectively. RP Financial considered the
discounts under the P/B approach to be reasonable in light of the Bank’s low pro forma return on

equity ratios and the resulting P/E multiples.

On an MHC reported basis, the Bank’s P/B and P/TB ratios at the $21.0 million midpoint
value and 47% minority stock offering both equaled 97.00%. In comparison to the average P/B
and P/TB ratios indicated for the Peer Group of 163.17% and 176.48%, respectively, Fairport
Savings’ ratios were discounted by 40.6% on a P/B basis and 45.0% on a P/TB basis. In
comparison to the median P/B and P/TB ratios indicated for the Peer Group of 167.81% and
173.59%, respectively, Fairport Savings’ ratios were discounted by 42.2% on a P/B basis and
44.1% on a P/TB basis. At the top of the supér range, the Bank’s P/B and P/TB ratios on an
MHC basis both equaled 113.66%. In comparison to the Peer Group’s average P/B and P/TB
ratios, the Bank’s P/B and P/TB ratios at the top of the super range reflected discounts of 30.3%
and 35.6%, respectively. In comparison to the Peer Group’s median P/B and P/TB ratios, the
Bank’s P/B and P/TB ratios at the top of the super range reflected discounts of 32.3% and 34.5%,

respectively.

3. Price-to-Assets (“P/A’). The P/A valuation methodology determines market

value by applying a valuation P/A ratio (fully-converted basis) to the Bank’s pro forma asset

base, conservatively assuming no deposit withdrawals are made to fund stock purchases. In all
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likelihood there will be deposit withdrawals, which results in understating the pro forma P/A
ratio which is computed herein. At the midpoint of the valuation range, Fairport Savings’ full
conversion value equaled 12.32% of pro forma assets. Comparatively, the Peer Group
companies exhibited an average P/A ratio (fully-converted basis) of 20.77%, which implies a
discount of 40.7% has been applied to the Bank’s pro forma P/A ratio (fully-converted basis).
Comparatively, the Peer Group companies exhibited a median P/A ratio (fully-converted basis)
of 19.47%, which implies a discount of 36.7% has been applied to the Bank’s pro forma P/A

ratio (fully-converted basis).

On an MHC reported basis, assuming the $21.0 million midpeint value and the 47%
minority stock offering, Fairport Savings’ pro forma P/A ratio equaled 13.08%. In comparison
to the Peer Group’s average P/A ratio of 23.56%, Fairport Savings® P/A ratio indicated a
discount of 44.5%. In comparison to the Peer Group’s median P/A ratio of 21.49%, Fairport

Savings’ P/A ratio indicated a discount of 39.1%.

Comparison to Receni Offerings

As indicated at the beginning of this chapter, RP Financial’s analysis of recent conversion
and MHC offering pricing characteristics at closing and in the aftermarket has been limited to a
“technical” analysis and, thus, the pricing characteristics of recent conversion offerings can not
be a primary determinate of value. Particular focus was placed on the P/TB approach in this
analysis, since the P/E multiples do not reflect the actual impact of reinvestment and the source
of the stock proceeds (i.e., external funds vs. deposit withdrawals). The four recently completed
MHC offerings closed at an average price/tangible book ratio of 79.5% (fully-converted basis)
and, on average, appreciated 21.2% after one week of trading and 18.3% through February 23,
2007. Excluding the one large offering by Oritani Financial Corp MHC of NJ, however, the
three remaining MHC offerings were pricéti; at an average price/tangible book value ratio of
78.4% and had appreciated by just 6.0% through February 23, 2007. In comparison, the Bank’s
P/TB ratio of 66.68% at the midpoint value reflected an implied discount of 14.9% relative to the
average closing price/tangible book ratio of the three smaller MHC offerings (of 78.4%). At the
top of the super range, the Bank’s P/TB ratio of 74.15% reflected an implied discount of 5.4%
relative to the average closing P/TB ratio of the three smaller MHC offerings. Although priced
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at a discount relative to the recent MHC deals, the valuation of Fairport Savings reflects the
Bank’s unique characteristics including the smaller size of the offering and weakness in earnings

compared to these recent offerings.

Valuation Conclusion |

Based on the foregoing, it is our opinion that, as of February 23, 2007, the estimated
aggregate pro forma market value of the shares to be issued immediately following the
conversion, both shares issued publicly as well as to the MHC, equaled $21,000,000 at the
midpoint, equal to 2,100,000 shares offered at a per share value of $10.00. Pursuant to
conversion guidelines, the 15% offering range indicates a minimum value of $17,850,000 and a
maximum value of $24,150,000. Based on the $10.00 per share offering price determined by the
Board, this valuation range equates to total shares outstanding of 1,785,000 at the minimum and
2,415,000 at the maximum. In the event the appraised value is subject to an increase, the
aggregate pro forma market value may be increased up to a supermaximum value of $27,772,500
without a resolicitation. Based 6n the $10.00 per share offering price, the supermaximum value
would result in total shares outstanding of 2,777,250. The Board of Directors has established a
public offering range such that the public ownership of the Bank will constitute a 47.0%
ownership interest.  Accordingly, the offerihéito the public of the minority stock will equal
$8,389,500 at the minimum, $9,870,000 at the midpoint, $11,350,500 at the maximum and
$13,053,080 at the supermaximum of the valuation range. The pro forma valuation calculations
relative to the Peer Group (fully-converted basis) are shown in Table 4.6 and are detailed in
Exhibit IV-7 and Exhibit IV-8; the pro forma valuation calculations relative to the Peer Group
based on reported financials are shown in Table 4.7 and are detailed in Exhibits [V-10 and IV-
11.
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EXHIBIT I-2
FSB Community Bankshares, Inc.
Audited Financial Statements
[Incorporated by Reference]




EXHIBIT I-3
FSB Community Bankshares, Inc.
Key Operating Ratios

Ator For the Years
Ended December 31,

2006 2005

Selected Financial Ratios and Other Data:

Performance Ratios:
Return on average assetS. ... ..ocoocveveeececeeeeremeeeeeeierenens 0.16% 0.35%

Return on average equity . 1.69% 341%
Interest rate spread (1) ..... 221% 2.68%
Net interest margin (2). 2.57% 301%
Efficiency ratio (3).... 91.5% 82.9%
Non-interest income m avcragc mtal assets 0.24% 0.24%
Non-interest expense to average total assets ................... 2.50% 2.62%
Average interest-earning assets to average

interest-bearing liabilities ..o 1.12% 1.14%
Asset Quality Ratios:
Non-performing assets as a percent of total assets ... 0.11% 0.15%
Non-performing loans as a percent of total loans............. 0.14% =%
Allowance for loan losses as a percent of non-

performing loans .. . reeeeeeee - 188.30% 827.50%
Allowance for loan losses asa percem of tolai Ioans ........ 0.27% 0.30%

Capital Ratios:

Total risk-based capitat {to risk weighted assets)............. 19.40% 19.95%
Tier 1 leverage {core) capital (to ad_]usted tanglble

assets)... 8.88% 9.32%
Tangible capllal (m tangthlc asscls) 8.88% 9.32%
Tier 1 risk-based capital (to risk wc:ghr.ed ass::s) 18.94% 19.46%
Average equity to average total assets .. . 9.32% 10.20%

Other Data:
Number of full service offices{d)............oooeeereeeee 2 2

(n

@)
(3)
@)

Represents the difference between the weighted-average yield on interest-carning assets and the weighted-average cost of interest-bearing
liabilities for the year.

The net interest margin represents net interest income as a percent of average interest-earning assets for the year.

The efficiency ratio represents non-interest expense divided by the sum of net interest income and nen-interest income.

In January 2007, a third branch office was opened in Irondequoit, New York.




EXHIBIT I-4
FSB Community Bankshares, inc.
Investment Portfolio Composition

At December 31,
2006 2005
Amortized Fair Amortized Fair
Cost Value Cost Vatue

(Ia thousands)
Securities held to maturity:
U.S. Government and agency
obligations ... vttt seansrenneeeree B 18,200 s 18,001 $ 17,716 % 17,501
State and mumctpal ................................ 50 50 110 112
Mortgage-backed ... 5941 5822 7.825 1655
Total securities held to maturlty § 24191 §___ 23873 § 25651 § 25268

Securities available for sale:
Freddie Mac stock ... " e 3 67 § 504 3 67 § 376
Total securities ava.llablc for saie e X 67 5 604 3 61 & 576
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EXHIBIT 1-6
FSB Community Bankshares, Inc.
Loan Loss Aliowance Activity

Ator For the Years
Ended December 31,
2606 2005
(Dollars in thousands)
Balance at beginning of year............... § 331 $ 30
Charge-offs:

Real estate loans:
One- to four-family residential........ —
Home equity lines of credit....
Mutti- fa.mlly residential .
Construction...
Commercial..

Other loans...

Total chargc-offs

|
babo 11111

Net charge-offs ... 9
Provision for ]oan losscs ....................... — 2

T

Balance at end of year. ..o, 3 322 3 331

Ratios:
Net charge-offs to average

loans outstanding... 0.01% —%
Allowance for loan Iosses to non-

performing loans at end of year........ 188.3% 827.50%
Allowance for loan losses to

total joans atend of year................... 0.27% 0.30%




‘53558 JO anjea Juasasd 3y £q papIATp AN sjuasaidar oney AJIN

-52558 JUILRS-1SIIU] U0 SMO|J (Sed JUILLCOU] JO IN[EA u9521d PAIUNOISIP AR SIUsId $IISSE JO AN[EA JUIsAI]
“§1I80UCD 193YS URRY-JPO PuUB SINIIEI] ‘SI9858 WL} SMO[ YsBd papadxa Jo snfea wasaud pAunodsip AN st AJIN
“EINLIMEW [[B 38 ST SIS Ul 3FUBYD ULOJIUN SNOBULISUL T8 SHUUNSEY

)]
()

(1)

196°L1 00¢-
066°L1 0o1-
991 —
AAR| 001+
1743 B 00T+
0£1's 8 oot+

1§ 9T'11 3 LIEY
§9 oF'1l 8 Lrell
— 9L 01 — -
(s€n) 0v'6 (s1) 't
(zog) vLL (o) {oz€'s)
(z08) %hL'S %(15) (£15'8)  §
(spuesnoy) Gl S1B[0())
{syarod sisuq) {y) oney FITERBER | junowy
ISR
Aumd 213 =A__.v AdN AdN Ul (958313}
(£) 53955V J0 IN[BA JuIsad 958U PSR
Jo 33e)uadag B 5B AJN

sisAfeuy Jysry ey 1SaINU]
"ou] ‘sereysiyueq Arununuo) gs.d
L-1 LI9IHXd

@ AdN (1) (yutod s158q)
pajewysy $378Y J54)u]
u1 33usy)




EXHIBIT I-8
FSB Community Bankshares, Inc.
Fixed and Adjustable Rate Loans

Duce After December 31, 2007
Fixed Adjustable Total
(In tbousands)

Real estate loans:
One- to four-family residential ............ § 101,424 b 8344 % 109,768

Home equity lines of credit........ — 6,929 6,929
Multi-family residential......... 482 558 1,040
Construction ............... 380 — 380
Commercial .... “ 883 1,710 2,593
Other loans ...... 205 — 203

5103374 § 11541 § 120915




EXHIBIT I-9
FSB Community Bankshares, Inc.
Loan Portfolio Composition

At December 31,
2006 2005
Amount Percent Amount Percent
(Dollars in thousands)

Real estate loans:
One- to four-family residentiai'”... § 109,786 906% § 96205 88.6%
Home equity lines of credit........... 6,929 57 7,209 6.6
Multi-family residential................ 1,040 08 1,110 1.0
Construction™ .............. . 380 . 03 209 0.2
Commercial... . 2,745 S 23 3,488 32

Other LOanS. ...cocovieereearermreessmenemrenss 241 02 380 _ 04

121,121 108,601

Total loans receivable .............coeee 100.0% 100.0%

Deferred loan costs (fees).... 338 165

Allowance for loan losses ...oeeeeeen {322) (331}

Total loans reccivable, net................. S 121137 g 108435

(1) Includes $3.9 million and $1.4 million of home equity loans at December 31, 2006 and 2005, respectively.,
{2) Represents amounts disbursed at December 31, 2006 and 2005,




EXHIBIT I-10

FSB Community Bankshares, Inc.
Contractual Maturity by Loan Type
Ouae- to Multi-
Four-Family Family
Residential Home Residential Commercial
Real Estate  Equity Lines  Real Estate  Construction  Real Estate
Lozns of Credit Loans Loans Loaas Other Loans Total
(Dollars in thousands}
Due During the Years
Ending December 31,
2007 .t B 13 3 - 5 — 8 — 3 152 3 6 s 206
2008 184 — — —_ - 35 219
2009 .. 262 — — —_ 24 83 369
2010t0 2011 . 1,973 — 84 — 289 87 2,433
2012 w0 2016 ..... 18,979 -_— 409 —_ 274 —_ 19,662
201710 2021 ..... 33,976 — 130 —_ 1,299 — 35,405
2021 and beyond ............ 54,394 6,929 417 380 707 — 62.827

Total ......c...ee § 10978 & 6929 5. 1040 § 380 § 2745 0§ 241§ 121121




Loan criginations:
Real estate loans:

Home equity lines of credit ......
Multi-family residential....

Total loans ongmatcd

EXHIBIT I-11
FSB Community Bankshares, Inc.
Loan Originations, Purchases and Sales

2006 2005
(In thousands)
Total loans at beginning of period.............. ¥ 108,601 3 99,301
One-to four-family residential ............... 22,721 15,402
2,295 3,061
137 374
1,115 1,656
— 1,280
165 127

26,433 21,900

Sales and loan principal repayments:

Principal repaymcnts 12,734 12,320
1179 280
12,520 9.300

Net loan actmty

Total loans at end ofpenod...:'.'.:.............::: $ DLl s loseol




EXHIBIT I-12
FSB Community Bankshares, Inc.
Non-Performing Assets

At December 31,
2006 2065
(Dollars in thousands)

Non-accrual loans:

Real estate loans:
One- to four-family residential................... § 143 % —
Hotme equity lines of credit........................, 28 —
Multi-family residential ..... — —
Construction...............
Commercial ..........occoeeeeeeiee e e, — —_
Other 10805 ......cvoeeeeeeeeceeeece e — -
TOAL....cciiircte ettt 171 =

Accruing loans 90 days or more past due: — P

Total non-performing loans ..................... 171 —_

Foreclosed real estate.......ooovievivvecnieecn e, — 225
Other non-performing assets.......oeveceveeecne, — —

Total non-performing assets _........cccovveneen. 8. 121 & 225

Ratios:
Total non-performing loans to total loans...... 0.14% 0.00%
Total nen-performing loans to total assets..... 0.11% 0.00%
Total non-performing assets to total assets.... 0.11% 0.15%




Depaosit type:
NOW ..ot
Savings.............
Money market.........ccccovroeenennn,
Individual retirement accounts ...
Certificates of deposit...............
Non-interest bearing demand
depasits ....oooeeeir i

Total deposits........................

EXHIBIT I-13
FSB Community Bankshares, Inc.
Deposit Composition

For the Years Ended December 31,

2006 2005

Weighted Weighted

Average Average Average Average
Balance Percent Rate Balance Percent Rate

(Doliars in thousands)

$ 382 35% 0.52% % 3257 3i% 0.49%
12,041 11.0 0.69 13,674 13.1 0.50
10,567 2.7 2.42 11,270 10.9 1.11
14,900 13.6 3.89 14,297 13.8 355
64,028 58.6 3.86 57,204 55.2 317
3.887 36 — 4,008 39 —

3109249 _100.0% 32% £ 103710 _{100.00% 2.44%




EXHIBIT 1-14
FSB Community Bankshares, Inc.
Maturity of Time Deposits

At
December 31, 2006
{In thousands)

Three months or less.....c....coveeeeeeeceieeene 5 1,314
Over three months through six months ......... 3,290
Qver six months through one year............... 4,760

Over one year to three years ..............

3,484

Tota] oo

14343




EXHIBIT I-15
FSB Community Bankshares, Inc.
Borrowing Activity

At or For the Years Ended

December 31,
2006 2005
(Dollars in thousands)
Balance at end of year ..., $ 28024 20,658
Average balance during year .......ooooveeeeoeeee. $ 22,233 11,825
Maximum outstanding at any month end............. 5 28,024 3 20,658
Weighted average interest rate at end of year ... 4.82% 4.55%

Average interest rate during year..................... 4.55% 3.81%




EXHIBIT II-1
FSB Community Bankshares, .Inc.
Description of Office Facilities

Properties

We operate from our main office in Fairport, New York and our two branch offices
located in upstate New York. Our branch offices are located in Penfield and Irondequoit, New
York. The consolidated net book value of our premises, land and equipment was $2.1 million at
December 31, 2006.




Exhibit 11-2
Historical Interest Rates(1)

Prime 90 Day One Year 10 Year

Year/Qtr. Ended Rate I-8ill T-Bill T-Bond
1999: Quarter 1 7.75% 4.49% 4.72% 5.25%
Quarter 2 7.75% 478% 5.07% 581%
Quarter 3 8.25% 4.88% 5.22% 5.90%
Quarter 4 8.50% 5.33% 5.98% 6.45%

2000: Quarter 1 9.00% 5.88% 6.28% 6.03%
CQuarter 2 9.50% 5.88% 6.08% 6.03%
Quarter 3 9.50% 6.23% 6.07% 5.80%
Quarter 4 9.50% 5.89% 5.32% 5.12%

2001: Cluarter 1 8.00% 4.30% 4.09% 4.93%
Quarter 2 6.75% 3.65% 3.72% 5.42%
Quarter 3 6.00% 2.40% 2.49% 4.60%
Quarter 4 4.75% 1.74% 217% 5.07%

2002: Quarter 1 4.75% 1.79% 2.70% 5.42%
Quarier 2 4.75% 1.70% 2.06% 4.86%
Quarter 3 4.75% 1.57% 1.53% 3.63%
Quarter 4 4.25% 1.22% 1.32% 3.83%

2003: Quarter 1 4.25% 1.14% 1.19% 3.83%
Quarter 2 4.00% 0.90% 1.09% 3.54%
Quarter 3 4.00% '0.95% 1.15% 3.96%
Quarter 4 4.00% 0.95% 1.26% 4.27%

2004: Quarter 1 4.00% 0.95% 1.20% 3.86%
Quarter 2 4,00% 1.33% 2.09% 4.62%
Quarter 3 4.75% 1.70% 2.16% 4.12%
Quarter 4 5.25% 2.22% 2.75% 4.24%

2005: Quarter 1 5.75% 2.80% 3.43% 4.51%
Quarter 2 6.00% 3.12% 3.51% 3.98%
Quarter 3 6.75% 3.55% 4.01% 4.34%
Quarter 4 7.25% 4.08% 4.38% 4.39%

2006: Quarer 1 7.75% 4.63% 4.82% 4.86%
Quarter 2 8.25% 5.01% 5.21% 515%
Quarter 3 8.25% 4.88% 4.91% 4.64%
Quarler 4 8.25% 5.02% 5.00% 4.71%

As of Feb. 23, 2007 8.25% 5.18% 5.05% 4.68%

{1} End of period data.

Sources: Federal Reserve.




EXHIBIT II-3
Demographic Data in the Primary Market Area




SNL Interactive: Demographics Detail Page 1 of 2
SNLz
1 " SNLFinancial
Demographic Summary: US Industry Data
Base Current Projected % Change % Change
2000‘ 2006 2011 2000 - 2006 2006 - 2011
‘Total Population (actual) 281,421,906 303,582,361 323,785,827 7.87 6.66
: 0-14 Age Group (%) : 21.41 20.42 15.87 2.88 3.80
15-34 Age Group (%) 28.10 27.45 27.07 5.40 5.16
35-54 Age Group (%) 29.43 29.10 28.18 6.67 3.26
55-69 Age Group (%) 12.01 13.98 15.81 25.56 20.61
70+ Age Group (%) 9.05 9.04 9.07 7.81 6.98
Median Age (actual) 35.3 36.5 37.5 3.40 2.74
Diversity Index (actual) ' 54.6. 58.9 62.0 7.88 5.26
Black (%} 12.32. 12.55 12.70 9.96 7.89
Asian (%) 3.64 4.2% 4.76 25.97 19.34
White (%) 75.14 72.95 71.22 4.74 4,12
Hispanic (%) 12.55 14,81 16.68 27.32 20.17
Pacific Islander (%) 0.14 0.15 Q.15 11.68 8.26
American Indian/Alaska Native (%) 0.88 0.90 0.91 10.16 7.52
Multiple races (%) 2.43 | 2.78 3.06 23.64 17.40
Other (%) 5.46 6.42 7.21 26.81 19.86
Total Households (actual} 105,480,101 114,049,635 121,863,482 8.12 6.85
$0-25K Households (%) 28.67 22.68 18.89 -14.49 -10.98
$25-50K Households (%) 29.34° 25.75 22.43 -5.09 -6.95
;. $50-100K Households {%) 29.70 31.77 31.44 15.69 5.72
$100K+ Households (%) 12.29 19.80 27.25 74.15 47.05
Average Household Income ($) 56,644 71,092 86,598 25.51 21.81
Median Household Income ($) 42,164 51,546 60,704 22.25 17.77
Per Capita Income {$) 21,587 27,084 32,982 25.46 21.78
$0-35K Net Worth HHs (%) NA 33.40 NA NA NA
$35-100K Net Worth HHs (%) NA 15.99 NA NA NA
$100-250K Net Worth HHs (%) NA 18.57 NA NA NA
$250-500K Net Worth HHs (%) NA 14.29 NA NA NA
$500K+ Net Worth HHs {%) NA 17.76 NA NA NA
Median Household Net Worth (%) NA 102,887 NA NA NA
Average Household Net Worth ($) NA~ 483,799 NA NA NA
Total Owner Occupied Housing Units 69,815,753, 77,663,277 83,309,345 11.24 7.27
http://www.snl.com/ interactivex/DemographicDetail.aspx?Printable=1&id=US&Market=0 3/15/2007




SNL Interactive: Demographics Detail

$0-100K in Value HUs (%)
$100-200K in Value HUs (%)
$200-300K in Value HUs (%)
$300-500K in Value HUs (%)
$500K+ in Value HUs (%)

44.57

35.18]

11.17;
6.12
2.95

Source: ESRI

23.62

31.37.
17.74.
15.21.

12.07

17.60
27.88"

19.14
18.18

17.21

-41.06
-0.82

76.64"

176.27
355.11

Page 2 of 2

-20.07
-4.65
15.71
28.23
52.93

Demographic data Is provided by ESRI based primarily on US Census data. For non-census year data, ESRI uses
samples and projections to estimate the demographic data. SNL performs calculations on the underlying data
provided by ESRI for some of the data presented on this page. For more information on ESRI's methodology, click

here.

Copyright ® 2007, SNL Financial LC

Usage of this product is governed by the License Agreement.

SNL Financial LC, One SNL Plaza, PO Box 2124, Charlottesville, Virginia 22902, (434) 977-1600

http://www.snl.com/interactivex/DemographicDetaill.é;px?'Printable=1&id=US&Market=0

3/15/2007




SNL Interactive: Demographics Detail Page 1 of 2

SN L?/ »SNLFinancial

Demographic Summary: New York ack to Industry Data Hom

Base: Current Projected 9% Change % Change

2000 2006 2011 2000 - 2006 2006 - 2011

Total Pepulation (actual) '18,976,457: 19,532,703 19,§53,521 2.93 2.15
0-14 Age Group (%) 20.68' 19.8% 18.84 -0.98 -3.24
15-34 Age Group (%) 27.87 27.12 27.24 0.15 2.60
35-54 Age Group (%) 29.65 29.51 28.61 2.43 -0.97
55-69 Age Group (%)} 12.36 14.05 15.85 17.04 15.21
70+ Age Group (%)} 9.44 - 9.42 9.46 2.79 2.58
Median Age (actual) 35.9 37.0 38.2 3.06 3.24
Diversity Index (actual) 63.6 . 687.6 70.4 6.29 4.14
Black (%) 15.88° . 16.33 16.53 5.79 3.41
Asian (%) 5.51° 6.66 7.65 24.52 17.36
White (%) 67.95 65.02 62.78 -1.49 -1.37
Hispanic (%) 15.11, 17.23 18.98 17.39 12.49
Pacific Islander (%) 0.05; 0.05 0.05 12.68 1.02
American Indian/Alaska Native (%) 0.43. 0.44. 0.45. 5.33 2,49
Multiple races (%) 3.11 3.59 3.98 18,83 13.17
Other (%) 7.07 7.90 8.57 15.02 10.73

- Total Households {actual) 7,056,860 7,252,814 7,420,908 2.78 2.32
$0-25K Households (%) 29.54 23.68 19.97 -17.61 -13,70
$25-50K Households (%) 26.26 22.59 19.38 -11.58 -12.20
$50-100K Households (%) 28.95 30.02 28.46 6.58 -3.02
$100K+ Households (%) 15.25 23.71 32.19 59.76 38.91
Average Household Income ($) 61,856 79,872 99,145 29.13 24.13
Median Household Income ($) 43,582 54,403 64,999 24.83 19.48
Per Capita Income ($) 23,389 30,095 37,345 28.67 24.09
$0-35K Net Worth HHs (%) NA - $31.03 NA NA NA
$35-100K Net Worth HHs (%) NA. 15.10 NA NA NA
$100-250K Net Worth HHs (%) NA 18.08 NA NA NA
$250-500K Net Worth HHs (%) NA' 14.81 NA NA NA
$500K+ Net Worth HHs (%) ‘ NA 20.98 NA NA NA
Median Household Net Worth ($) NA® 121,593 NA NA NA
Average Household Net Worth ($) NA 554,151 NA NA NA
Total Owner Occupied Housing Units 3,739,166 4,054,547 4,158,399 8.43 2.56

http://www snl.com/interactivex/DemographicDetail.aspx?Printable=1&id=NY&Market=0  3/15/2007




SNL Interactive: Demographics Detail

$0-100K in Value HUs (%)
$100-200K in Value HUs (%)
$200-300K in Value HUs (%)
$300-500K in Value HUs (%}
$500K+ in Value HUs (%)

34.34
32.04
18.45

10.03.

5.13

Source: ESRI

9.61
25.56
16.83
25.44
22.57

6.76
20.15
16.05
23.89
33.15

-69.66
-13.50

-1.13
174.95
376.68

Page 2 of 2

-27.88
-19.13
-2.14
-3.70
50.66

Demegraphic data Is provided by ESRI based primarily on US Census data. For non-census year data, ESRI
uses samples and projections to estimate the demographic data. SNL performs calculations on the underlying

data provided by ESRI for some of the data presented on this page. For more information on ESRI's

methodology, click here.

Copyright © 2007, SNL Financial LC

Usage of this product is governed by the License Agreement.

SNL Financial LC, One SNL Plaza, PO Box 2124, Charlottesville, Virginia 22902, (434) 977-1600

http://www.snl.com/interactivex/DemographicDetail aspx 7Printable=1&id=NY &Market=0

3/15/2007




SNL Interactive: Demographics Detail Page 1 of 2

SNLl "» SNLFinancial

Demographic Summary: Monroe, NY Back to Industry Data Home

Base Current Projected 9% Change 9% Change

2000 2006 2011 2000 - 2006 2006 - 2011

Total Population (actual) 735,343 746,469 754,170 1.51 1.03
0-14 Age Group (%) 21.40 19.51 18.58 -7.43 -3.80
15-34 Age Group {%) 26.93  26.50 26.92 -0.12 2.62
35-54 Age Group (%) 30.06  29.37 27.75 -0.80 -4.55
55-69 Age Group (%) 11.78 14.52 16.83 25.11 17.10
70+ Age Group (%) ’ 9.83 10.10 9.93 4.25 -0.68
Median Age {actual) 36.0 38.0 39.2 5.56 3.16
Diversity Index (actual) 41.9 47.4 51.8 13.13 9.28
Black (%) 13.75 15.23 16.42 12,51 8.89
Asian (%) 2.44 3.20 3.92 33.18 24,01
White (%) 79.14  75.87 73.04 -2,69 -2.73
Hispanic (%) 5.31 6.57 7.70 25.48 18.42
Pacific Islander (%) 0.03 0.04 0.03 21.82 -2.24
American Indian/Alaska Native (%) 0.27 0.28 0.29 7.95 3.75
Multiple races (%) 1.94 241 2.84 25.99 18.94
Other (%) 2.44 2.97 3.45 23.74 17.28
Total Households (actual) 286,512 290,417 294,114 1.36 1.27
$0-25K Households (%) 27.18 21.02 17.22 -21.61 -17.03
$25-50K Households (%} 27.83 23.7;1 20.81 -13.65 -11.13
$50-100K Households {%) 31.93 32.48 30.98 3.10 -3.40
$100K+ Households (%) 13.06 22.79 31.00 76.93 37.71
Average Household Income ($) 57,694 72,706 89,159 26.02 22.63
Median Household Income ($) 44,898 55,610 66,116 23.86 18.89
Per Capita Income ($) 22,821 28,802 35,334 26.21 22.68
$0-35K Net Worth HHs (%) NA 30.13 NA NA NA
$35-100K Net Worth HHs {%) NA 14.85 NA NA NA
$100-250K Net Worth HHs (%) NA 19.34 NA NA NA
$250-500K Net Worth HHs (%) NA 15.31 NA NA NA
$500K+ Net Worth HHs (%) NA 20.36 NA NA NA
Median Household Net Worth (%) NA 127,962 NA NA NA
Average Household Net Worth ($) NA 544,714 NA NA NA

Total Owner Occupied Housing Units 186,426 197,658 200,439 6.02 1.41

http://www.snl.com/interactivex/DemographicDetail aspx ?Printable=1&id=36055&Marke... 3/15/2007



SNL Interactive: Demographics Detail

$0-100K in Value HUs (%) 52.06
$100-200K in Value HUs (%) 39.35
$200-300K in Value HUs {%) . 6.16
$300-500K in Value HUs (%) ©o191
. $500K+ in Value HUs {%) . 0.53

14.76
57.72
18.91
6.78
1.83

Source: ESRI

Demographic data is provided by ESRI based primarily on US Census data. For non-census year data,
ESRI uses samples and projections to estimate the demographic data. SNL performs calcuiations on the
underlying data provided by ESRI for some of the data presented on this page. For more information on

ESRI's methodology, click here.

Copyright ® 2007, SNL Financial LC
Usage of this product is governed by the License Agreement,

7.34
42.95
30.79
14.98

3.94

-69.94

55.51
225.72
277.46
264.28

Page 2 of 2

-49.57
-24.54

65.10
123.84
118.78

SNL Financial LC, One SNL Plaza, PO Box 2124, Charlottesville, Virginia 22902, (434) 977-1600

http://www.snl.com/interactivex/DemographicDetail.aspx?Printable=1&1d=36055&Marke... 3/15/2007




EXHIBIT III-1
General Characteristics of Publicly-Traded Institutions
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EXHIBIT Ii1-2
Public Market Pricing of MHC Institutions




+g6UTEINE PIOD PRINWIISE O3 #OF13 = HHOD/d PuR {enpes yooq @Tqibumry o3 20Fiq =
*STERg PRIIIFFE X¥I ¥ WO sWeIY fupjwiado-gou IFEE O3 pelenfpe

‘GoyIREICUT Gons Fo essoeis(dmod IO ADRINDOE 83 S@iuwisnb lOUORD A Ing
FTq1 GF pepiacxd UOTITMIOITY IUL

-aopamyialowIngy Sojieiado |
-geouwinq siassw puvw A3fnbs ebvasaw puw sEUTIINE YIUOM IATOA] BuTITRL

*BEOIININOTER "1

r{eTI0NUTA 4N PUW

' ‘T9TomRCTS du A 900Z (9) I9BFIAdoy

ra{qEj{®: 8I% FAIT[FG @M §eDINCs WHI] PRUTRIGE T2eq #UY Iredez
siwInaai2 EutIiepjo

3z0dax #3jexodio) ieainag

snun 10 #FITITATION ROFIFeFndoe paiommi 10 IwniIde Jo Jo8{qne Y3 FFUVdUOD> SE0Y3 ¢mbwisa® WOIF EAPRTIXE (L)
2 @o pawwq BOFI®E DRIRDIPUT SIv (A3fnbs mo CINIBI) FOH DPUR (PIBERR Do mINEE) YOU {9)
'pEOTUIVA BIGD PIINETINS TIVONM RATem1 BUTLTRIi FO madiad v @

PUIDTATP P*IWDIPTI (5)

‘PRINTIP PUIPTATP ATreizend I#8] TO paswy ‘PUSPTATP JITOT GATIN] DEIWITPUI {%)

HL/d (812629 O] BOITIJ = ¥/4 fyooq o} ID[IL - 4/d isbutuies 03 IITIL = /L (E)
‘RINP QITOW BATeM] BUFIFEI] [WRIDW TO peswq ST

q ered @ITETINR} §AF {Z)

-azwgs zed #072d WEY/DTH 30 ACT/QETH JO 0BwasA¥ (1)

05 E tse 9E°E 1 EE"T ¥3'el 000 g0t 00°Q Wt TO'#¥EZ  FL'SE EQTRIT N sT°L S0 DL'BLT  BL'LY
s0°€E -] so-t ez’ o 1z-e z9° €1 W 31°T 070 LU #8790 BTRT  #E'907 RN 4] LT°0  S6'66T  ET LI
T8y 890 ory 80 ’z°Q 16 €T FI24 TN < B O 1L S0°8E  FT-LBT 96°'ST  LYTIET WX (132 6E°0  6T°BTIT @'l
£9°T L1 ] 0Tz o o e Lt K Q€L BETO M SE°T9T §L'@F  SETTST WK ES" & 110 BT9F ST TT
|.E "o L€ (18] [ A S6°0T $¥° 9z  HT'T  IT°O Wi 9%‘80Z £9°IT 557907 RN 959 ST'0 BEGY SS°ET
[1-384 E¥ 0 602 E¥'0 L& oL'9t  WiB [ ] 000 goto LI 6B°STT &¥'LS  6TL°STT MWK [ 3 &3 210 9’551 SETST
80°¢ oLta tLto 910 ¥6°ZT ETTY Q0°0 000 OE-4E  ZOTTST BSTRZ Q976RT LE'tE  BO'B -1 2 66°EET  ZE'ST
vay aL'o 8L o to'e v 8L L9F 887z L1'I HH §T-§ST BHI'SE  61°8BY NN 8L L 0€"0  E£¥UOL oL ET
E9°E 570 L34 ] 9°0 LT L :114 HH e HHN ST-98T 6L°0T  IS°051 RN 98 TE"e  0§°TY SOTET
z9°E ™o [ ] €0 1L 0T 98K W ET'E MK $9LLT TD°9T DR sRT NN §§°L LZ°0  §9°%E [TA831
$2'E oL o 93°0 W §FIZ LT 0079 600 NE TZ-1SZ BO°ES  TTIST RN A | 0zZ"0  PTTTOZ  05°ST
09°9 z3'0 LB O O s8°z1  ¥Er HN .1 ] 60'9T  LBT09T TISTTZ  PELIT 6F¥D LTS 970 69°TH 6021
(1 0] 09°0 050 L2 0] E0°TT €98 000 [ 1] S6°¥E  @L°BAT TBOT ML EBT S6'»E  IZZTL 6€°0  T9°IS £9°ET
tz e sL'0 [T 8L0 E1 L1338 T V4 % 90°9Z YT EIC BO'TZ  SILZZ 0L BO'ET  @6'0  TETHES @57 el
ez LET0 LE-O 5T°0 SESZT FIY W [2-20 SN T3 KN §LTL9T  TITEZ  TZ'ERT RN s &T°0  EI°TF SL72T
[ 2 4 50 L1670 ¥H LTEE 08T 090 00°0 KR EL'69T LP 95  EL691 NN GE“L ET'0  ELTtL SE°ET
65°9 AT B o [ TR 70l 6%F [T 0p°0 TE'LE BBGELT 9% 6T  @E'6LT AN [ 1. ¥ g T OV SLUPT
e Lro [ 2] ¥H T8°ET LSt 060 oo p0°o W 96°G3T [EZ°CZT 967091 MM Q€L SL'0  TL'§L §L°TT
LIA8 ] 850 ¥s 0 LETD T9°§T  0SE TETLT 96TG  ET'D HR ¥ O0ST OSTEZ PSTOST NN Lz'e TE'D  SO0°LE s¥IT
zoT sz'e BZ 9 L1 $E°€Z  WT0°T MM FIAS SN AT KR FLTLT 925 ST HIT MN LIS ] L0°0  697LTE  SLTT
¥E* zE o zE'o £5°0 €8° €7  S¥Z RN 06°€ 0¥ 0 L $+'0RT  PLOEE  EOCLET WA L 0T°0  68°9% sz'ot
S¥°g 570 90 i €8°TT  Lidl RN zo'r  0v'o uy L6°STE 0B'ST  LOTTOC RN LSy SE'D  FTTPOT BLTEX
(108 ] L1 ] or°0 1 608 652 zs 8z ¥r't ot'o DB*9C  E6°9%T STTOT  LL'9TT LLTST  45°0T 0570 69°FL 0% ET
%€ 204 $5°0 e ¥S°9T  L¥¥'S 0070 00°e 00°OD L2 L9 IO 9E'EE  L9°TOT MK L 870 LTTEER  L5°ST
LTy 970 e 5070 LZ°¥T 8oL LY Lz gT'T LU0 L 30°9£Z B9'EE  90°IET RN €23 €E"D  SE°SOT  zptit
8L ¥ 0 ¥s$'o o 06'LT  TBE wy ST ¥CTO RN ¢A'SLT 99°B¥  Q0BTTLL HWNM [ 138 BL°0  9%'§S a5°9T
sT°8 670 LI zo-a oL'1t  ZTT £I°€E  TE°C 9s°0 ¥S'ZT  BRCLLT SODTOC  BFCLLT €M TIS°B L3°0 o'l 0T"ST
89 Y $6°0 £5°0 *¥T° ST ZET e0*ZZ E¥'Z Q€70 Ef'tZ  Za'OT LP'IZT ZBTOPT OK'EZ LL'B BS° 0 TICIT se‘zt
EV'E 350 LEN 09" 0 19°9T  95L @°0-0 06’0 0070 I 6%-9%T L9°LZ 657991 MM 5’8 §z°0  EITES 97T
§8°0 €10 too- o £2'9T  ¥eI 000 09'0  oo'D HK BT EFT EL°ZLZ 16°6ET RN 6L°9 90°0  L1'6E 056
EQ° 0 EF°0 *0'o BL'E (731 000 oo 0070 MK SZ°89T ST STTEIT RN 178 TEO  99°9C aL €l
st S5€°0 sE-o ¥ DETEZ  LTO L% ¥$°T  0T°0 HH g5-LeT TO'EF EETLAT MN [T ] 0T°0  LETYST  OE"EI
334 €9°0 050 XN EZ°EZ  ZTIE Wt [ 134 SN T 44} MK £8°89T €ZT6E  £8°@9T RN 0Lt L-EAL B T {4 GOET
¥ §§'0 S5°0 ot*o LS70T  %0%'8 N tt's 00 RN E6 CET GI'SE €67 EEL HWN 0L Tt 19'0  SETESE LOUSE
¥5°9 SE'T SE°T too 8t oz  so¥ ET'§ €870 1o Z6'9C  TO'EEZ TO"LF  TOCEEL Z6TYE 8BTS §£°0  vIvLS 128 34
€L 1o e oF0 BE T E6E RK 9T 0 WN ¥Z BT €0°ZE Y0 6LT WA 1198 ] 6170 TP L6 6E'BT
oy 050 Ty o s 0 SE'TT  ISE $3°97 TL°t IO [4 247 FESGET XLTLT  PEUEET MM w'y LT°0  0F 0L SE°E
TI'¥ 50 $6°€ £5°0 9E"Q Te'ST  TET'T T0°IT sz'0 a5°s0T 0T 0f TO'SET €Z°6T  TL'L TE'0  OST¥EL  TOST
LS @ S6°E £5°0 9E"0 TS°ST  TET'YT 1o 1T sT'o BS'S0Z OCL°0E TO°§6T tE6Z  TL'L zED zo*st
§so (10 ] 090 ¥s 0 B0°CT  LIB'E AL EE [ ] EE'OLT ¥E'BT  S6°0ST TSTET  TEEL 380 GLTREY  LTTET
(%) [LY) (%} ) (LX) ) {1Peg) &3] ) (€3] 1x) o) LY} ) [£3] §3] %) LImMs)  i$)
204 oA S0% YO 21900Y  §IISNY  HIRESY (5)0TIWY PIPTA *auRy  R400/d a€L/d ¥/d /4 YL PiIvqs  (L)Sdd  PnTEA {Tyeavug
#3103 payiodey SU¥aN jA1pndg  TRiOl  InoARg /enomy fantun  gIK-L1 IWIWH  feataa
nw-DUﬂUIﬂk'uUIHle TeFI7CRUTA (P} FPERPEATT {C)9OFIvY .mﬂ.mu.mh& Heor exoD TOFINE I ITARD

Lo0zT

rEz Aaunaqeg 3o wy

EENEN]

ssajiwandno) BUTITIJ 1SAIVH

T-IIl S1Q3Txd

¥3eq aawqg Jad

IPAIEN

{$°0E)IMm JO DHW WPTIH WQIEUATEY MOVM
(G°S¥IXL 3O DHW TUTd 3ITTOIAITA  Dddn
t¥ 9%} wH 7o DuM din ©id peIjUn ANED
(0-5%) NI DHW doug =mop peafen  ¥Eon
(£'1¥) LD 3@ DUW 2ux dp 9id I8 IdIS
(0‘1£} ON 3O DAW diop T WwoM  YHOY
(0°5%) 1D jo JHW Trd STTTAXD0M €ADX
{¢°r¥) ¥4 DHM dovs [eiImepnag  JIAd
(8°SE) KN & OMW D@ ISpUTIqiva OHEL
{£-5¥) 13 jo OHW Sur #5PTH @54 HESS
(0'ZE)LCN JO JMM 4D UFJd FUWIFIO  LTHO
(9 BRIRM 3O DM IDUROTS EPIRNQ  DJMO
(A FFICN 3O DM SPTH Y43 TEed0 QNSO
(T'6E}VL 30 DHW 4r>g IM3agizoN  <SMN
(z°%¥) 1D 3o DM urd A1tA Bnwy  15AM
{0°5¥) AN Fo DpM daoug EmMO) IN  @DEN
{0"SvPICR 30 DHR dI00Twgr IWABVH  MAOR
(0°S¥} PR 7o OHW dio) ©fd &5W  JdeH
{0 S¥IAN jo DHW dug ®1p4g aYwT ¥EST
{£°67) DN 30 DHR 40 Usd: Kuzwey AMpd
{5 ¥8) AN 3o D1 da ped I8 AN wda¥
{E°LE) ¥3 30 >R drooueg pad-x  and
(L7 L¥YTT 3o DHM d0@ JTTTATSXDIL  QFX0
(L S¥ICH 70 DRM dIog saocIseaBl  JASI
fg'0¥) Aar jo Jpw dova pRi WECH  EWOH
(6°6T)¥D 30 DHM dp of IBWITIPH  BORH
(" ¥F) AN jOo DHW di5g OD TeeID DEID
(6*E¥) AN 3O JHR do@ INWCIBATOD  AOD
(S ¥¥)¥d 32 DEHW douqg vewgd woq EOYd
{B'S¥) ¥4 3O SHA UYd IITIPRL  0DAL
(0°9¥} [N 3O DHM XOWE [¥iUOioD XEOD
(ECER) N 39 DHM da Bag woIzjNd @Sy
(T"TFIHO 7O 44 4D TTJ I0FA003  AGHD
(&-6Z) BN 7O DHM Ui Pd 103IT4w) NIID
(D°0E} AN 3O DHM Dod wATXvOX3 aBdd
(B 9E)DHN YO 7O 4D Ped 3] TI¥ DdIV
{(0°§%) ¥d 30 DUM NTRE DTV JTTTY

JnoIp erqeInduod

satuedzoy JTTAN4 TTV
eluznay dnaln sTquiwRdmo]
spjoedme) T4 1Y

UOFINITIFUT [WFIUEUTL

oOLT-BZS LE0L)
§0rzz winibrta uoabuyrav

OTLZ ®ITRE ‘IBSIIL BIOON TITON 00¢T
s3ow3fnenc) AIJETMPUI WSITAleg [RYJTROTL

T IVIONYNIA d¥




EXHIBIT Iil-3
Peer Group Market Area Comparative Analysis




%Z b

%S'6
%9°¢l

%1 ve
%G 8t
%00
%l
%E’L
%SGl
%P ve
%S'S
%9l
%9°¢tlL

(LJareys
1axew
usodaq

%156

%S°8L
%b'S8

%889
%08
%5851
%08
%086
%¥69
%89
%9¥9
%0'Z6
%519

B EETRY
LS %

"0I3d 14S3 's82nog

‘sysodap AJunod |ejo) jo Juaniad se Aunod sispenbpeay ul spsodap uonnilsul eyl (1)

awoou| e)des Jad

z09'82% %0°L %51 $5 L1 73 seZ
1£9'€2 %S’ %L T 9yl 14 erl
209'9Z$ %8'L %L zie £9¢ bSE
2690¢ %S 0 %0¢C o9zl 5540 2z
0SL'vT %80 %61 Lz b 69
60L'LY % %S'E 9.6 566 £26
112'0€ %ET %9°C £/8 58 A
OPS'ee %Z'S %L'9 8cg 964 052
888'02 %4)- %9’L- Sel 81 ovl
LLL'sz %8¢ %T'S £5 1S gt
LSt'6l %T0 %0} €Ll €L rANH
299'vZ %90 %E"1 118 SiE 0.€
VYA %8¢ %9'€E 851 Zsl avl
(%) (000) {(000)
junowy  dbueyD %  sbueud % 1102 9002 0002
110Z-9002  9002-0002 'dod uonendod
Toid

B0JUON

isuelpapy
:sabesany

obamsO
uosipep
19]1S3Y21Sap\
UBABL MaN
Xass|PRIN
enbneney)
TR )
socuaIMEeT 18
PUB2IOLUISAAA
puepagquing

Rancy

sish|euy aaijeiedwo)) ealy Ja)iep dnols Jsad

el Halyx3

yueg sbuiaeg podaiey

AN jo DHW diooueg Japulyied
AN 10 DHW teraueuly eplaup

AN 0 DHI dioug wwod 3N
1240 DHI "utd AejieA yonjebnen
N 10 OHW ‘diooueg seAbepy

AN Jo OHW dioug aioys axe
AN Jo DHW diooueg "07) SuUdIL)
AN 10 DHW diodueg JNauwsAnoD)
Vd j0 "dioD [e1dueLd Jsudpay

FN Jo DHW saleysiyueg [eluojo)

UORMNSY|




EXHIBIT IV-1
Stock Prices:
As of February 23, 2007
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Year/Qtr_Ended

1999: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2000. Quarter 4
Quarter 2
Quarter 3
Quarter 4

2001: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2002: Quarter 1
Quarter 2
Quarter 3
Quarter 4

2003; Quarter 1
Quarter 2
Quarter 3
Quarter 4

2004: Quarter 1
Quarter 2
Cuarter 3
Quarter 4

2005; Quarter 1
Quarter 2
Quarter 3
Quarer 4

2006: Quarter 1
Quarter 2
Quarter 3
Quarter 4

As of Feb. 23, 2007

(1) End of period data.

Exhibit 1V-2

Historical Stock Price Indices(1)

DJIA

9786.2
10970.8
10337.0
114971

109219
10447.9
10650.9
10786.9

0878.8
10502.4
88476
10021.5

10403.9
9243.3
7591.8
8341.6

7992.1
§985.4
9275.1
10453.9

10357.7
10435.5
10080.3
10783.0

10503.8
10275.0
10568.7
10717.5

11109.3
11150.2
116791
12463.2
12647.5

S&P 500

1286.4
13727
1282.7
1469.3

14908.6

14546 . -

1436.5
1320.3

1160.3
1224 .4
1040.9
1148.1

1147 4
989.8
815.3
879.8

848.2
974.5
996.0
1112.0

1126.2
1140.8
1114.6
12118

1180.6
1191.3
1228.8
1248.3

1294.8
1270.2
13359
1418.3
1451.2

Sources: SNL Securities and Wall Street Journal.

SNL
NASDAQ Thrift
Composite Index
2,461.4 707.6
2,686.1 695.6
2,746.2 609.1
4.069.3 562.4
45728 545.6
3,966.1 567.8
3,672.8 718.3
2,470.5 874.3
1,840.3 885.2
2,160.5 964.5
1,498.8 953.9
1,950.4 918.2
1,845 4 1006.7
1,463.2 11214
11721 884.3
1,3355 1073.2
1,341.2 1096.2
16228 1266.6
1,786.9 1330.9
2,003.4 1482.3
1,994 .2 1585.3
2,047.8 1437.8
1,896.8 1495.1
2.175.4 1605.6
1,999.2 1516.6
2,057.0 15771
2,151.7 1527.2
22053 1616.4
2,339.8 1661.1
2,1721 1717.9
2,258.4 17271
2453 1829.3
2,515.1 1785.3

SNL
Bank
Index

448.4
4793
409.9
416.7

421.2
387.4
464 .6
479.4

459.2
493.7
436.6
473.7

498.3
468.9
396.8
419.1

401.0
4761
490.9
548.6

562.2
546.6
556.0
595.1

551.0
563.3
546.3
582.8

595.5
601.1
634.0
658.6
664.0



EXHIBIT IV-3
Historical Thrift Stock Indices

Index Values

Index Values Price Appreciation (%)

01/31/07 12/29/06 01/31/06 1 Month YTD LTM
All Pub. Traded Thrifts 1,7986 1,8293 16383 -1.68 -1.68 9.78
MHC Index 3,849.2 38747 29730 -0.66 -0.66 29.47
Stock Exchange Indexes
AMEX Thrifts 7613 745.2 627.7 217 217 21.28
NYSE Thrifts 1,1188 1,143.0 1,034.0 ' -2.12 =212 8.20
OTC Thrifts 2,246.7 22119 1,994.2 -1.11 -1.11 12.66
Geographic Indexes
Mid-Atlantic Thrifts 4,052.0 4,104.1 3,670.1 -1.27 -1.27 10.40
Midwestern Thrifts 3,611.5 3,623.7 3,379.1 . -0.34 034 6.88
New England Thrifts 2,221.6 2,223.0 1,761 -0.07 -0.07 26.14
Southeastern Thrifts 1,617.1 1,670.8 1,512 -3.22 -3.22 6.95
Southwestern Thrifts 1,498.1 1,538.4 1,3219 -2.62 -2.62 13.33
Western Thrifts 1,674.8 1,717 1,557.2 -2.46 -2.46 7.55
Asset Size Indexes
Less than $250M 1,251.3 1,241.5 1,280.0 0.79 0.79 -2.25
$250M to $500M 35719 3,587.6 3,2864 -0.44 -0.44 8.69
$500M to $1B 2,1355 21351 18136 0.02 0.02 17.75
$1B to $58 2,6285 26933 24949 -2.40 -240 5.36
Over $5B 1,077.1 1,096.0 9771 -1.72 -1.72 10.24
Pink Indexes
Pink Thrifts 5108 5159 4272 -0.98 -0.98 19.57
Less than $75M 579.6 576.9 4742 0.46 0.46 2222
Over $75M 5295 5350 4431 -1.01 -1.01 19.50
Comparative Indexes
Dow Jones Industrials 12,621.7 12,4632 10,8649 1.27 1.27 16.17
S&P 500 1,438.2 14183 1,280.1 1.4 41 12.36

All SNLindexes are market-value weighted; i.2, an institution’s effect on an index is proportionate ta that institution’s market capitalization, Alt SNL thrift indexes, except for the SNL
MHC Index, began at 100 on March 30, 1984. The SNL MHC Index began at 201.082 on Dec 31,1992, the level of the SNL Thrit Index on that date. On March 30,1584, the S&P 500 closed
at 159.2 and the Dow Jones Industrials stood at 1,164.9.

Mid-Atlantic: DE, DC, MD, NJ, NY, PA, PR; Midwest: IA, IL, IN, K5, KY, Ml, MN, MO, ND, NE, OH, SD, W(;
New England: CT, MA, ME, NH, R, VT; Southeast: AL AR, FL, GA, MS, NC, 5C, TN, VA, WV;
Sauthwest: CO, LA, NM, OK, TX, UT; West; AZ, AK, CA, Hi, ID, MT, NV, OR, WA, WY
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EXHIBIT IV-5
FSB Community Bankshares, Inc.
Director and Senior Management Summary Resumes

D. Lawrence Keef is retired. Prior to his retirement in 1994, Mr. Kf.:ef had a 30 year
career in banking, with a primary emphasis on commercial real estate lending.

Gary Lindsay is a practicing certified public accountant. Prior to founding his
accounting practice in 1991, from 1974 until 1991, Mr. Lindsay was a tax partner with KPMG,
LLP.

Terence O’Neil is retired. Prior to his retirement in 2005, since 1980 Mr. O’Neil was the
owner and President of Green Lantemn Inn, a restaurant located in Fairport, New York.

Thomas J. Hanss is retired. Prior to his retirement in 1994, from 1982 until 1986, Mr.
Hanss was chief financial officer of a banking subsidiary of Manufacturers Hanover. Mr. Hanss
is a licensed certified public accountant in the State of New York.

Lowell T. Twitchell is retired. Prior to his retirement in 2001, from 1979 until 2001 Mr.
Twitchell served as President of Fairport Savings Bank.

James E. Smith is the Supervisor of the Town of Perinton, New York, an elected office
that he has held since 1984,

Dana C. Gavenda has been our President and Chief Executive Officer since December
2001. Mr. Gavenda has been in banking since the inception of his career in 1973.

Robert W. Sturn is retired. Prior to his retirement in July 2004, from 1994 until 2004,
Mr. Sturn was Executive Vice President of Fairport Savings Bank in which role he managed
Fairport Savings Bank’s mortgage operations.

Charis W. Warshof is Vice President, Investors Relations with Home Properties, Inc., a
real estate investment trust located in Rochester, New York, a position she has held since 2001.




GAAP capital.......ccccoeumnenne.n.

Tangible capital:

EXHIBIT IV-6
FSB Community Bankshares, Inc.
Pro Forma Regulatory Capital Ratios

Pro Forma at December 31, 2006, Based Upou the Sale of

838,950 Shares 987,000 Shares at 1,135,050 Shares at 1,305,308 Shares
Historical at at Minimum of Midpoint of Marximum of at Adjusted Maximam
December 31, 2006 Offering Range Offering Range Offering Range of Offering Range (1)
Percent Percent Percent Percent Percent
of of of of of
Amount  Assets (2) Amount Assets (2) Amount  Assets(2}) Amount  Assets(2) Amount  Asscts (2)
{Dollars in Thousands)

$_13870 _ _908% § 17637 _1082% § 12555 _IL16% S 18171 _1150% & 18.8R0 _11.88%

Tanglblecapnal(3)(4)(7)... § 13,515 888% § 16,582 10.64%  § 17200 10.98% § 17816 11.32%  § 18,525 11.71%

chulrcmcm 2.282 [.50 2,339 1,50 2,350 1.50 2.361 1.50 2,374 1.50
Excess . § 11233 __738% 514241 _914% § 14850 _948% § 15455 _9B% 5 16151 _1021%
Core capital:
Core capital 3¥4)7)......... $ 13,515 888% $ 16,582 1064% 8 17200 10.98% $ 17,816 11.32% $ 18,525 11.71%
Requirement {5) ....... . 6.086 4,00 6,237 4.00 6.266 4.00 6296 _ 400 _ 6330 400
Excess .. 87429 4.88% 0§ 10345 __664% 510934 698% S 11520 _ 732% $_ 12195 _ 171%

Tier I risk based capital:

Tier I risk based capital
[£2]C)] (r) BUSNERIRII. T K 5. & 18.94% § 16,582 23.00% § 17,200 2381% 5 17,816 2461%  § 18,525 25.23%
Requirement (5) ... 2.854 4.00 2884 4.00 2,890 4.00 2,896 4.00 2.902 4.00
EXCESS .ovimeeeceaneeens 3 1066t __1494% 5 13698 _19.00% 8§ 1431¢ _1981% § 14920 _2061% 5 15623 _21.53%
Total risk-based capital;
Total risk-based capital
(AOEHDcociveceee $ 13,837 1940% § 16,504 2345% 8§ 17,522 24.25% % 18,138 25.06%  § 18847 25.97%
Requirement.. - 5,708 8.00 5,767 8.00 5,179 8.00 5.791 §.00 5.805 8.00
Exeess . 38129 _ 1140% 5 1L137 _1545% % 14943 _1625% § 12347 _17.06% § 13.042 _17.97%

Reconciliation of capital infused into

Fairport Savmgs Bank:
Net proceeds ... $ 7,535 $ 9,015 $ 10,496 $ 12,198
Less:
Contra-account established for
employee stock ownership plan......... (700} (823) (947) (1,089)
Proceeds retained by FSB Community
Bankshares, 1E, ........cveeevmmnrurnrnrersenns 3,06 3 (3,685) $ (4301) 010
Pro forma increase in GAAP and
regulatory capital............couevrieeenne. — 3767 4508 —5.248 — 6099

(1)

2
3
@)

(3

(®
9]

As adjusted w give effect 1o an increase in the number of shares of conunon stock outstanding after the stock offering which could occur
due to an increase in the maximum of the independent valuation as a result of changes in market conditions following the commencement of
the stock offering.

Based on pre-stock offering GAAP assets of $152.8 million, adjusted total assets of $152.1 million for the purposes of the tangible and core
capital requirements, and risk-weighted assets of $71.3 million for the purposes of the risk-based capital requirement.

Tangible capital levels are shown as a percentage of tangible assets. Core capital levels are shown as a percentage of total adjusted assets,
Total risk-based capital levels are shown as a percentage of risk-weighted assets.

Pro forma capital levels assume that we fund the stock-based bencfit plan at the holding company level with no impact to the financial
statements of Fairport Savings Bank, and that the employee stock ownership plan purchases 3.92% of the shares of common stock to be
outstanding immediately following the stock offering (including shares issued to FSB Community Bankshares, MHC) with funds we lend.
Fairport Savings Bank's pro forma GAAP and regulatory capital have been reduced by the amount required to record a contra-equity
account at the bank level to reflect the obligation to repay the loan to the employee stock ownership plan. See “Management” for a
discussion of the employee stock ownership plan.

The current core capital requirement for savings banks that receive the highest supervisory rating for safety and soundness is 3% of total
adjusted assets and 4% to 5% of total adjusted assets for al] other savings banks. See “Supervision and Regulation——Federal Banking
Regulation—Standards for Safety and Soundness™ and “—Capital Requirements,” respectively.

Assumes net proceeds are invested in assets that carry a 20% risk-weighting.

Pro forma capital levels assume receipt by Fairport Savings Bank of 50% of the net proceeds from the sale of shares of commeon stock in the
stock offering,




EXHIBIT IV-7
FSB Community Bankshares, Inc.
Pro Forma Analysis Sheets — Full Conversion Basis
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EXHIBIT IV-8
FSB Community Bankshares, Inc.
Pro Forma Effect of Conversion Proceeds — Full Conversion Basis
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EXHIBIT IV-9
Peer Group Core Earnings Analysis
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EXHIBIT IV-10
Pro Forma Analysis Sheets — MHC Conversion Basis
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EXHIBIT IV-11
FSB Community Bankshares, Inc.
Pro Forma Effect of Conversion Proceeds —- MHC Conversion Basis
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EXHIBIT V-1
RP Financial, LC.
Firm Qualifications Statement




hlP® FINANCIAL, LC.

Financial Services Industry Consultants

FIRM QUALIFICATION STATEMENT ’

RP® Financial provides financial and management consulting, merger advisory and valuation services to the financial
pervices industry nationwide. RP® Financial establishes long-term client relationships through its wide array of services,
pmphasis on quality and timeliness, hands-on involvement by our principals and senior staff, careful structuring of strategic
plans and transactions and providing sophisticated valuation analyses consistent with accepted valuation practices. RP®
Financial's staff draws from backgrounds in consulting, valuation, regulatory agencies and investment banking. Our
clients include commercial banks, thrifts, credit unions, mortgage companies and other financial service companies.

STRATEGIC & CA?ITAL PLANNING

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

MERGER & ACQUISITION SERVICES

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

VALUATION SERVICES

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

OTHER CONSULTING SERVICES & DATA BASES

RP® Financial offers other services including branching and diversification strategies, feasibility studies and special
research studies. RP® Financial assists banks and thrifts prepare CRA plans and related applications. RP® Financial’s
consulting services are aided by in-house data bases and proprietary valuation and financial simulation models.

RP® Financial's Key Personnel (Years of Rélevant Experience) & Contact Information

Ronald S. Riggins, Managing Director (26) (703) 647-6543 rriggins@rpfinancial.com
William E. Pommerening, Managing Director (22} (703) 647-6546 wpommerening@rpfinancial.com
Gregory E. Dunn, Senior Vice President (23) {703) 647-6548 gdunn@rpfinancial.com

James P. Hennessey, Senior Vice President (21) (703) 647-6544 jhennessey@rpfinancial.com
James J. Oren, Senior Vice President (20) (703) 647-6549 joren@rpfinancial com

Washington Headquarters :
Rosslyn Center Telephone: (703) 528-1700

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

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




SIGNATURES
The Registrant has duly caused this form to be signed on its behalf by the undersigned,
thereunto duly authorized, in the City of Fairport, State of New York, on Mearsch {6,2007.

FSB COMMUNITY BANKSHARES, INC.

By %QM_CM

Dana C. Gavenda
President and Chief Executive Officer

END




